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The Board of Directors

Brit Reinsurance (Bermuda) Limited
Ground Floor, Chesney House

The Waterfront,

96 Pitts Bay Road

Pembroke

Hamilton HM 08

Attention: Karl Grieves

March 29, 2019

Reference: DCG/GMS/sb 0.1293394.001

Subject: Brit Reinsurance (Bermuda) Limited
Dear Dear Sirs,

We enclose 6 signed copies of the financial statements of Brit Reinsurance (Bermuda) Limited, for the year
ended December 31, 2018.

Very truly yours,

Chartered Professional Accountants

PricewaterhouseCoopers Ltd., Chartered Professional Accountants, P.O. Box HM 1171, Hamilton HM EX, Bermuda
T: +1 (441) 295 2000, F:+1 (441) 295 1242, www.pwec.com/bermuda

“PwC" refers to PricewaterhouseCoopers Lid, (a Bermuda limited company), which is a member firm of PricewaterhouseCoopers International Limited, each member firm of
which is a separate legal enlity. "Partner” is a tille referring to a shareholder, managing director or employee of equivalent standing of PricewaterhouseCoopers Ltd.
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Brit Reinsurance (Bermuda) Limited
'STRATEGIC REPORT

The Directors present their Strategic Report for the year ended 31 Decembier2018.
Principal activities

The principal activity of the Company is that of Linderwriting reinsurance: business of the Brit Limited group of companigs
for which the Company holds a Class 3B ficence issued by the Bermuda Monetary Autharity.

Review of business

in 2018, the Company continued to write' quota share and an aggregate stop loss policy on a similaf basis to previous
years. No excess of ioss contracts were written'in 2018.

2018 2017
Ussm UsS$m
Grass premiums written 262.5 303.9
Net premiums written’ 2626 300.2
Net premiums earned 264.8 291.0
Net claims incurred (174:2) (248.3)
Underwriting related expenses: {20.0)_ {16.8)
Underwriting result ' 70.6 249
Investment return net of fees (96.0) 894
Other charges. _ {0.2) -

(Loss)/ profit befare the effect of FX _ (25.6) 114.3 |
Effect of foreign exchange 14.5 8.2
{L.oss) / profit on ordinary activities before tax {11.1 122.5
Combined ratio {excluding the effects of FX movements) 73.3% 91.4%

The Companys result for the year ended 31 December 2018 reflects significant- major loss activity and a significant
-reduction in the value of investments.

The loss on ardinary activities for the year before tax-and foreign exchange was a loss of US$25.2m (2017 profit of

US$114.3m} and loss before tax was US$11.1m (2017: profit of US$122. 5m). The 2018 combined ratio was 73.3%
{2017: 91.4%).

Gross-written premiums (GWP) reduced by 13.6% to US$262.5m (2017: US$303.9m). The reduction, which was in line
with expectations, was mainly driven by the excess of loss contracts.not being written.



Brit Reinsurance (Bermuda) Limited
STRATEGIC REPORT (continued)

Review of business (confinued)

2018 has been another year of significant natural catastrophe activity, with multiple hurricanes, typhoohs and wildfires,

resuitmg ina terrible human impact and significant econemic consequences inthe regions affected. The economic loss
estimate from these events is in the region oflLJS$225bn, while the insured losses arising from these events is estimated
in the region of US$90bn, making it the fourth largest year on record. Followingon from 2017, it has created the most
«costly back-to-back years on record, with insured losses for ail events estimated at US$23?bn.

Against this backdrap, the Company's net claims incurred during 2018.amounted to US$174.2m (2017: US$249,3m).
The Cempany's expenses increased by 19.0% to US$20.0 m (2017: US§16.8m), driven by increased ceding
commissicns.

The netinvestment return, net of fees, during 2018 wasa loss of US$96.0m or (6.1)% of average invested assets (2017;
profit of US$89.4m or 5.9% of average invested asseis), driven by losses on our equity, fund investments, and’
derivatives. '

Foreign exchange gains, net of refurns on foreign exchange related derivatives, totalled US$14.5m (2017: US$8.2m).

The gain on foreign exchange reflects the movement of Sterling during the year. A portion of our revenues and expenses,
and assets and liabilities, are denominated in currencies other than US deilars,-hence we are exposed to ﬂuctuatmns in
the values of those currencies against the US dollar. We have- sought to.reduce the impact oh our stakeholders of the

effects of movements in foreign exchange rates by matching the currencies of our liabilities and capital requirements
with the assets we hold.

The Company has maintained a strong balance sheet and capital position. The Company's net assets decreased by
US$81.7m to US$907 5m, refiecting loss after tax of US$11.7m and a dividend payment of US$70. Om,

Principal risks and uncertainties

The information on principal risks and Uricertdinties s disclosed in Note 4 to the financial statements.

This report waslapp{rgved by the Company’s Board of Directors on 28 March 2018.

K Grieves:
Dirsctor



Brit Reinsurance (Bermuda) Limited
DIRECTORS’ REPORT

The Directors submit their report and the audited financial statéments for-the year ended 31 December 2018.
Directors

The Dirgctors of the Company who setved during the year were as follows:

G Pewter (Independent Nan-Executive Chairman of Brit Re)- (Appointed 19 November 2018)
M Cloutier (Resigned 18 November 2018)

K Grieves {Executive)

J Bonanno (Executive)

M Allan (Non-Executive)

C-Garrod {Independent Non-Execufive)

J Nichols (Independent Non-Executive)

None of the Directors had any interest in the share capital of the Company.

Results and dividends

The lass for the year, after taxation, amounted to US$t 1.7m (2017: profit of US$122.2m).

During the year the Company paid an interim dividend of US$70.0m (2017: $15. Omj. The Directors do not recommend
the payment of afinal dividend.

Research and development

The Company has not undertaken any research and development activities d'u'rin'g the year,

Financial instruments

Details of financial instruments.are provided in Note 12'and Note 13 fo the financial accounts.

Charitable giving

The Company is committed to supporting the communities in which it operates and charitiss that are: meaningful to its
employegs. Our objective is.fo select charitable giving and community projects based on three criteria: projécts should
be for a good cause and operate in.an area relevant to us, financial involvement should be for the benefit of the good

-cause, and projects should offer alignment with our strateglc priorities.

During 2018, Brit Group donated to Windreach Bermuda, an inclusive and-accessible community facility that exists to
enrich the guality of life for people of all abilities, ages and special needs.

Staff costs

Relatéd staff costs are disclosed in Note 10 of these financial statements,

Environmental matters

The Company is committed to managing and reéducing its environmeantal impact in a cost effective and responsible way.

Further detail on this is available in the Brit Limited’s.annuai report and-accounts for the year ended 31 December 2018,

copies.of which can be obtained from The Leadenhall Building, 122 Leaderihail Street Lendon, . EC3V 4AB, or by visifing
www britinsurance.com.



Brit Reinsurance (Bermuda) Limited
DIRECTORS’ REPORT (continued)

Future developments

The Company intends to underwrite business with companies outside of the Biit Limited group of companies in the
future,

Statement of disclosure of information to the auditor

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

Statement of Directors’ responsibilities

The Directors are responsible for preparing the Strategic Report, Directors’ Repoit.and the financial statements in
accordance with applicable faw and regulations,

Company [aw requires the Diractors to prepare financial statements for each finantial year that give a true and fair view-
of the state of affairs of the Company and of its profit orloss for that peficd. In preparing those financial statemerits, the
Directors are required to:

= select suitable accounting pelictes and apply them censistently;
¢ make judgermnents and eslimates that are reasonable and prudent;

= state whether applicable accounting standards have been foilowed, subject to any material departures disclosed
and explained In the financial statements; and

* prepare the financial statements-on the going concern basis unless it 's inappropriate to presurne that the
Comipany will continue in businéss: '

The Directors aré responsibie for keeping proper accounting records which disclose with reasonable accurdcy at any
time the financia! position of the Company and to enable them to ensure that the financial statements comply with the
_UK-Com_p'anies Act 2008 and The Bermuda Inssrance Act 1978. They are also responsible for safeguarding the assets
of the Company and hence for taking reasonable s't_e_ps' for the prevention and detection of fraud and other irreguiarities.

Independent Auditor

Pricewaterhcu'SeCoopers LLLP remain in office as the Company’s auditor.

This report was gppfﬁ_’v‘ed by the Company’s Board of Directors oh 28 March 2019

Yy

K Grieves
Director
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Independent auditor’s report

To the Board of Directors and Shareholders of Brit Reinsurance (Bermuda) Limited

Our opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of Brit
Reinsurance (Bermuda) Limited (the Company) as at December 31, 2018 and its financial performance for
the year then ended in accordance with Financial Reporting Standard 102 and Financial Reporting
Standard 103, being applicable United Kingdom Generally Accepted Accounting practice.

What we have audited
The Company’s financial statements comprise:

e the income statement for the vear ended December 31, 2018;

e the statement of financial position as at December 31, 2018;

e the statement of changes in equity for the year then ended; and

o the notes to the financial statements, which include a summary of significant accounting policies.

Basis for opinion
We conducted our audit in accordance with International Standards on Auditing (ISAs). Our

responsibilities under those standards are further described in the Auditor’s responsibilities for the audit
of the financial statements section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Independence

We are independent of the Company in accordance with the International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants (IESBA Code) and the ethical requirements of
the Chartered Professional Accountants of Bermuda Rules of Professional Conduct (CPA Bermuda Rules)
that are relevant to our audit of the financial statements in Bermuda. We have fulfilled our other ethical

responsibilities in accordance with the IESBA Code and the ethical requirements of the CPA Bermuda
Rules.

Other information
Management is responsible for the other information. The other information comprises the listing of

Directors and officers of the Company, the strategic report and the Directors’ report (but does not include
the financial statements and our auditor’s report thereon).

Our opinion on the financial statements does not cover the other information and we do not express any
form of assurance conclusion thereon.

PricewaterhouseCoopers Ltd,, Chartered Professional Accountants, P.O. Box HM 1171, Hamilton HM EX, Bermuda
T: +1 (441) 295 2000, F:+1 (441) 295 1242, www.pwe.com/bermuda
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In connection with our audit of the financial statements, our responsibility is to read the other information
identified above and, in doing so, consider whether the other information is materially inconsistent with
the financial statements or our knowledge obtained in the audit, or otherwise appears to be materially
misstated. If, based on the work we have performed, we conclude that there is a material misstatement of
this other information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of management for the financial statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with Financial Reporting Standard 102 and Financial Reporting Standard 103, being
applicable United Kingdom Generally Accepted Accounting practice, and for such internal control as
management determines is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error,

In preparing the financial statements, management is responsible for assessing the Company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless management either intends to liquidate the Company or to cease
operations, or has no realistic alternative but to do so.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with ISAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the

aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional
scepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting
a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control.

e Obtain an understanding of internal control relevant to the audit 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.

o Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

* Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Company’s ability to continue as a going concern. If

Reference: Independent Auditor’s Report on the Financial Statements of Brit Reinsurance (Bermuda) Limited as at
December 31, 2018 and for the year ended
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we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the financial statements or, if such disclosures are inadequate, to
modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditor’s report. However, future events or conditions may cause the Company to cease to continue as
a going concern.

¢ Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in
a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audit.

PWLMCW, s

Chartered Professional Accountants

Hamilton, Bermuda

March 28, 2019

Reference: Independent Auditor’s Report on the Financial Statements of Brit Reinsurance (Bermuda) Limited as at
December 31, 2018 and for the year ended



Brit Reinsurance (Bermuda) Limited |
INCOME STATEMENT for the year ended 31 December 2018

TECHNICAL ACCOUNT - GENERAL BUSINESS

2018 2017
Note us$m Ussm
Gross premiums written 6 262.5 303.9
Quiward reinsurance premiums & 0.1 3.7
Net premiums written 6 262.6 300.2
Change in the gross: provision for unearhed premiums 8 3.5 {8.3)
Change in the prévision for unearned premiums, reinsurers’ share ) (1.3) (0-‘9_)'
Net change in the provision for unearned premiums 2.2 {9.2) :
Earned premiums, net of reinsurance 6 -264.8 294.0
‘All6cated investment return transferred from the non-teéchnicat. 5 {96.0) 894
account.
168.8 3804
Claims incurred, net of reinsurance:
Claims paid:
- (Gross amount 7 (2119 (140.1)
- Reinsurers’ share - -
Net claims paid {211.9). (140.1)
Change in the provision for claims:
- Gross amoust 7 37.7 (108.2)
~«  Reinsurers’ share - .
Net change in the provision for claims 37.7 (108.2)
Clairs incurred, net of reinsurance 7 (174.2) | (_24'9;3_)
Net operating expenses g (5.5) {8.6)
{(179.7) (257.9)
Balance on the technical account for general business (10.9} 122.5

The notes on pages 14 10 44 form part of these financial statements.



Brit Reinsurance (Bermuda) Limited

INCOME STATEMENT for the year ended 31 December 2018

NCN-TECHNICAL ACCOUNT

2018 2017
Note US$m US$m
[Balance on the technical account for general business (10.9) 122.5
Investment Income 24.4 16.4.
Unrealised (josses)/ gains on investments (93.7) 53.8
Realised (losses}/ gains on investments (22.8) 23.4
Investment expenses and charges- {3.9) (4.2)
Net investment return 5 (96.0) 894
Allocated investment return transferred fo _general business technical
account 96.0 (89.4)
Other charges (0.2) -
{Loss) / profit on ordinary activities before taxation {11.1) 122.5
Tax on ordinary-activities 1 {0.6) {0.3}
{Loss) { profit for the financial year {11.7) 122.2

No other comprehensive income has been recognised and therefore no statement of other comprehensive income.

has been presented.

“The notes on pages 14 to 44 form part of these financial statéments.
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Brit Reinsurance (Bermuda) Limited
STATEMENT OF FINANCIAL POSITION as at 31 December 2018

2018 2017
Note us$m Ussm
Assets
Investments:
Financial investrients 12 1,459.4. 14797
Derivative assets 13 1.4 8.9
1,460.8 1,488 .6
Reinsurers’ share of technical proV’isiOns:
Provision for unearned premium B - 1.3
- 1.3
Debtors:
Debtars arising out of reinsurance operations 77.2 122.5
Amounts due from Group Undertakings 14 0.5 89.5
Other debtors 15 8.2 47
85.9 218.7
Other assets:.
Cash at bank and in hand, 60.8 447
60.8 447
Prepayments-and accrued income:
Deferred acquisifion costs a7 6.3 6.5
Other prepayments and accrued income 5.1 0.6
11.4 7.1
Total assets 1,618.9 1,758.4

The notes on pages 14 to 44 form part of these financial statements:

“11 -



Brit Reinsurance (Bermuda) Limited |
STATEMENT OF FINANCIAL POSITION as at 31 December 2018

2018 2017
Note Us$m US$m
Equity and liabilities
Capital and reserves:
Called up share capital 16 609.2 508.2
Retained earnings 298.3 380.0
Total capital and reserves 907.5 0892
Technica!-proﬁrisions:
Provision for unearned premium 8 9B:8 1018
Claims outstanding 7 602.1 664.0
698.9 7658
| Creditors:
Derivative liabilities 13 11.0 1.0
Other creditors 18 1.0 2.3
Accruals & Deférred income 0.3 0.3
‘Other provisions 19 0.2 -
12,5 36
Total liahilities 711.4 769.2
Total equity and liabilities 71,6189 1,7584

The financial statements on pages 9 fo 44 were approved by the Board of Directors on 28 March 282019 and signed

on its behalf by:

e -
/ J"fo
/ P
o
K Grieves
Director

The notes.on pages 14 to 44 form parl of these financial statements.

Vo /I

%ﬁoﬁan‘r’m
irector
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Brit Reinsurance (Bermuda) Limited
STATEMENT OF CHANGES IN EQUITY for the year ended 31 December 2018

Called up Retained o
. ve » | Total equity
share capital earnings

Us$m US$m US$im

At 1 January 2018 509.2 380.0 989.2:

Loss fer the financial year - {11.7) (11.7)

Dividend paid during the year - {70.0) {70.0).

At 31 December 2018 609.2 298.3 907.5

Ofwhich is attributable to:
Ordinary shareholders 609.2 298.3 907.5
Called up Share Retained
share capital premium earnings | Total equity
account
US$m Ussm Usgm ussm
1.

At 1 January 2017 0.2 600.0 272.8 8282.0

Profit for the financial year - - 122.2 122.2

Dividend paid during the year - - {15.0) {15.0)

Reclassification of shares 609.0 (609.0) - -

At:31 December 2017 609.2 - 380.0 989.2
Of which is attributable to; "

Qrdinary shareholders. 6092 - 380.0 989.2

The notes on pages 14 to 44 form part of these financial statements.

-13 -



Brit Reinsurance (Bermuda) Limited
NOTES TO THE FINANCIAL STATEMENTS

1. Structure of the Company

The Company's change in:domiciie to Bermuda in 2017 resulted in the dissolution of its structure as a protected cell
company. Qn 28 November 2017, the Company was incorporated in Bermuda as a:Class 3B reinsurer in accordance
with the pidvisions of The Bermuda Insurance Act 1978.

The registered office. of the Company is 2 Church Street, Clarendon House, Hamiltonn HM CX Bermuda

2. Basis of Preparation and Statement of Compliance

The financial statements cover those of the individual entity and are prepared as-at and for the year ended 31 Dacember
2018, The_fi_nancial statements have been prepared on a going concern basis, under the historical cost convention, as
modified for-the fair value of financial instruments. carried at fair value through profit or foss ahd in accordance with
Financial Reporting Standard 102 (FRS 102) and Financial Reporting Standard 103 (FRS 103), being applicable United
Kingdorn Generally Accepted. Accounting Practice (UK GAAF). '

On'7 December 2017, the Gompany transitioned from. Gibraltar Generally Accepted Accounting Practice {(GGAAP),
Gibraitar Financial Reporting Standard 102 (GFRS 102):and Gibraltar Financial Reporting 103 (GFR$103) ta UK GAAP.
There were no changes in accounting policies arising from the transition to UK GAAP and there. was no effect to-the
reported financia! pasition and.financial performance..

Legislation applied in the preparation of these financial statements inciudes the Bermuda insurance Act 1978 and the
UK Companies. Act 2008.

The financial statements are presented in'US dollars '(U_S$_) which is the Company’s functional currency and rounded to
the nearest US$0.1m. ltems included in the annual financiat statemernits aré measured using the functional cufrency
which is the primary economic environment in.which the Company operates.

The financial s’tatemen:ts for the year ended 371 D_ecem'her'20'18 were approved for issue by the Soard of Directors on
28 March 2019.

-14 -



Brit Reinsurance (Bermuda) Limited

NOTES TO THE FINANCIAL STATEMENTS

3. Principal Accounting Policies

The following accounting paiicies have been consistently-applied in dealing with items which are considered material in
relatich to the Company's finaricial statements:.

a) Underwriting. activities

0

(ii)

(i)

Premiums written relate to reinsurance inwards. business incepted during the year, together with any differences
between booked premiums for prior years and those previously accrued, and include estimates of premiums due
but nat yet raceivable or notified, less an allowance for cancellations. Premiums are accreted to the income’
statement on a pro rata basis over the term of the related policy, except for those contracts whete the pericd of risk

‘differs significantly from the contract peried. Premitms afe recagnised over the period of risk in proportion to-the

amount of reinsurance protection provided, Reinstatement premiums are accreted io the income statement on a
pra rata basis over the term of the. originai policy to which they relate.

Unearned premiums represent the proportion- of premiums writtén in the year that relate to unexpired terms. of
policies in force at the statement of financial position date, generally calculated on a time appaortioned basis. The

movement iri the provision is taken {o the. Technical_Accoun't in order that-premium’is recognised over the period of
the. risk.

Commission and other acquisition costs incurred during the financial year that-are related to securind new.
reinsurance inwards contracts andior renewing existing reinsurance. inwards contracts, but which relate to
subsequent financial years, are deferred {o the extent that they are recoverable out of future revenue margins.

(iv) Deferred acquisition costs are earned over the Tife-of the. policy to which they reiate on a basis consistent with the

v)

earnings pattern of that _p'olicy.

Claims inclirred comprise claims and claims handling costs paid in the year and-changes in the outstanding claims
provisions, including provisions for-claims incurred but not réported (IBNR) and related expenses. Claims-handling
costs are mainly those external-costs refated to-thé negotiation and settlement of claims:

(vi) Claims outstanding repregent the estimated ultimate cost of settling all claims (includinig direct and indirect claims

settlement costs} arising from events Which have oceurred upto the statement of financial p.ositi'on date, including
IBNR, Jess any amounts paid in respect-of those claims. Claims outstanding are reduced by anticipated salvage
and other racoverigs..

The ultimate cost of outstanding claims is based on statistical techniques of estimatioh applied by the Company's
internal actuaries. The primary sensitivity in these methods is the assumption that past experience is indicative of
the final outcome of current business and, where past experience is insufficient that the market benchmarks.are
representative of the Company's own underwriting.

Claims provisions' have been established -on an individual class of business basis, The underwriting and
management teams conduct a quarterly review of each class of business. Claims- are projected to the: vitimate
position and provision s made for known ¢laims and claims Thcurred but not reported.

Whilst'the Directors consider that the estimate of claims outstanding is fairly calculated on the basis of the
information currently available to them, there is inherent uncertainty in relation to the ultimate liability which will vary

as a result.of subsequent information and events. Adjusiments to the amounts of the claims provisions established

in prior years are reflected in the income staternent for the period in‘which the adjustments are made.

(\m) Premiums arid claims on reinsurance assumed are recggnised in the:income staternent along the same basis as

direct business, taking info account the product classification. Reinsurance premiums ceded and reinsurance
recoveries on claims incurred are included in the respective expense and income-accounts. Reinsurance outwards

premiums are earned according to the nature'of the cover. ‘Losses occurring during' policies are earned.evenly.over
the policy period. ‘Risks attaching’ policies are expensed on the same basis as the inwards blisiness being
protected. Reinstatement premiums on both inwards and outwards business are.accréted t6 the income statement
on a pro rata basis over the term of the original. policy-to which'thay relate.

-15 -




Brit Reinsurance (Bermuda) Limited
NOTES TO THE FINANCIAL STATEMENTS

3. Principal Accounting Policies (continued)
b) Other Accounting Policies

() Transactions in foreign currencies.other than Sterling, US doilars, Canadian dallars and _Eup_o's are franslated at the
rate.of exchange ruling-at the date the transaction is processed. Unless otherwise stated, transactions in Sterling,
Canadian dollars and Euros are translated at the average rates of exchange for the period. Monetary assets and
liabitities in currencies other-than US dollars are transiated at the rate: of exchange ruling at'31 December of each
year. Exchange profits or losses arising on the transiation of foreign currency amounts relating to the Company's
reinsurance operations are inchided within net operating expehses in the technical account.

(i} Rentals under operating leases are charged ofi a straight line basis over the [ease term,.even if the payments are
not made on such a basis. Benefits received and receivable as an incentive to entef into an operating lease are
simifarly spread on a straight line basis over the lease term.

Where a building held under an operating lease is no longer employed by the.Company, a provision is set up equal
to the net amount of fiiture rent payments fo the expiry of the lease less ‘any future rent receipts expected {o be
Teceived from subigasing the building.

(i) Provisions are liabilities with uncertainties in the amount or tifing of payments. Provisions are recognised if there

" is a present obligation as a resulf of past events, it is probable that an outfiow of resources embodying economic.
benefits will be required to settle the obligation, and & reliabie estimate of the amount of the obligation can be made
at the date of the statement of financial position. Provisions are discounted for the time vaiue of money where the
effect of this is material.

(iv) Where redeemable preference shares are deemed to have the characteristics of debt, these are recorded as a
liabitity on the statetnent of financial position. They .are carried at amortised. cost and are retransiated at each
reporting: pericd using the closing rate. Any differences in exchange are taken to the' income statement. Where
redeemable preference shares are deemed to have the characteristics of equity, thése are maintained &t historic
rates of exchange.

(v) Investment return comprises all investment income, realised invesiment gains and losses and movemenis in
unrealised gains and losses, charges, dividend income and interest, Realised gains and losses on investments
cariied at market value are. calculated as the difference between net sale proceeds and purchase price. and are
recagriised when the sale t_ransac_:_tion oceurs, Unrealised gains and logses on investments represent the differance
between the valuation at the statement of financial position date and their valuation at the previous statement of
financial position date, or purchase price, if acquired during the year, together with the reversal of unrealised gains.
and tosses recognised-in earlier accounting periods in respect of investment disposals in'the current period.

Investment return is initially recorded in the non-technical account, A fransfer is made from the non-technical account.
o the-general business technical a_ccaunt:to‘ reflect the investment return on funds supporting underwriting business.
All investment return.is considered to arise on such funds. Interest income is recognised using the effective interest
method. Dividend income:is recognised when the sharehalder’s right to receive payment is established,

(vi) The-Company has designated on initial recognition its financial assets held for investment purposes (investments)
at fair value through profit or loss '(FVTF"L_)', This is-in .accordance with the Company's documenie_d investment
strategy and consistent with investment risk being assessed on a portfofio basis. Information relating to investments
is provided intefnally to the Directors of the Corvipany and management on a fair value basis:

The fair values of guoted financial investments are based on current bid 'prices. If the market for an investmen{_'is
not active, the Company establishes fair value by using valuation technigues such as recent arm's length
transactions, reference to similar iisted investments, discounted cash flow models or option pricing models:
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3. Principal Accounting Policies (continued)
b) Other Accounting Policies {continued)

Gains and losses on inv‘e'stment's:_des',igna_ted as FVTPL are recogniséd through the income statement. Investments
are held on the Statement of financial position:at fair value.

(vi)) Financial assets and financial liabilities are' recognised when the Campany becomes a party to the contractual
provisions of the contract,

Afinancial asset is derecognised when eitherthe contractual fights to thé asset's cash flows expire, or the asset is
transferred and the transfer qualifies for derecognition under a combination of risks and rewards and contro) tests.

Afinancial liabiiity is derecognised when it is extinguished which is whien the obligation in the contract is discharged,
cancelled or expired.

All ‘regular way purchases and sales’ of financial assets are recognised on the trade date, i.e: the daie that the
Company's commits to purchase or sell the asset. Regular way purehaseés and sales are purchases and sales of
financial assets that require delivery of assets within the time frame generally established by regulation or convention
in the marketplace.

Financial assets other than investents are carried at amortised cost less impairment: If the carrying vaiue of such
an assét is impaired, it is reduced to the recoverable amount by animmediate charge fo the income statement. The
recoverable amount is the higher of an assef’s fair value less costs fo seli and value in use.

(Vi) Deﬁvative.ﬁnanciaj.in_struments are initizlly ‘and subsequenily measured at'their fair value with moverments in
the fair-vafue being immediately récognised in the income statement. Fail values are obtained from quoted market
prices, discaunted cash flow models, risk models and option pricing models as appropriate.

(ix) Taxation &hafged js based on the taxable profits for the accounting period,

(x) Deferred taxis recognised in respect of all significant timing differences that have originated but not teversed at the
statement of financial position date where fransaciion's or events have occurred at that date that wili result in-an
obligation to pay more, of fight te pay less or to receive. more tax,

Deferred tax is measured on an undiscounted basis at the tax rates that are expected to apply. in. the periods in
which timing differences reverse; based:on tax rates and laws enacted or substantively enacted at the statement of-
finariciat position date. Deferred tax assets are recognised only to the extent that the: Directors consider it more
fikely than not that there will be suitable taxable profits from which the underlying timing differences can be deducted.

(xi) Final dividends and capital distributions to the Company’s shareholder are récognised in the financial statements in
the pericd in which they are declared in general meeting or by the member passing a written resolution. Interim
dividends or capital distributions are recognised when they are paid.

(xu) The fair value of equity instruments granted under share-based payment plans are: recognised as an expense and
spread over the vesting period of the instrument. The total amount to be expensed is determined by reférence to
the fair value of the awards made at the grant date:

At the date of each statement of finahcial position, the Company revises its estimate of the number of equity
instruments that afe expected to become exercisable and it recognises the impact of the revision of original
estimates, if any, in the income statement. Where awards have bean granted by a parent company and are therefore
‘treated as equity settied a corresponding adjustmeritis made to equity over the remaining vesfing period.

Where the awards have been granted by the Company and are therefore treated as cash-seitled, a liabiiity is.
pro\nded for settlement of the awards. The correspondmg adjustment arising on & revision of the criginal estimate
is made to that liability. In addition, the fair value of the award and ultimate expense are adjusted on a change in
the market share-price:of the underlying shares or at the valuation date.
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NOTES TO THE FINANCIAL STATEMENTS

3. Principal Accouriting Policies {continued)
¢) Judgements-and key sources of estimation uncertainty

The preparation of the financial statements requires management fo make Judgements estimates and assumptions
that affect the:amounts reported for assets and liabilities as at the-statement of financial p05|t|on date and the
amounts reported for revenues and expenses during the year. However, the nature of estimation means that actual
outcomes’could differ from those estimates:

Insurance.contract liabilities

The estimation of the ultimate liability arising. from claims made under insurance contracts is the Company’s. most
c_:rit_ica_l accounting estimate. There are several sources of uncertainty that need to be:considered in the estimate of
the amounts that the Company will ultimately pay to setfle such claim‘_s.-S:aniﬁcant areas reguiring estimation and,
judgement include:

« Estimates ofthe amount of any liability in respect of claims hotified but not settfed and. incurred but not reported
claims (IBNR) to be included within provisions for inwards insurance and reinsurance contracts;

e The corresponding estimate of the amount of outwards reinsurance recoveries which will become due as a
result of the estimated claims on inwards business;

e The recoverability of amounts due from reinsurers; and

o Eslimates-ofthe proportlon of exposure which has explred in the period as representéd by the earned proportion
of premiums writtef.

Financial investrments

Financial investments are carried in the statement of financial position at fair value. The cafrying ameunt of financial
investmerits.at the date of the statement of financial position was US$1,459.4rh (2017: US$1,479.7m). Determining
the fair value of certain investments requires. estimation,

The Company-value investments using designated methiodologies, estimations and assumptions. These securifies,
which are reported at fair value on the statement of financial position, represent the majority of the invested assets,
The measurement basis for assets carried at fair value is categorised into a 'fair value hierarchy’ in accordance with
the valuation inputs and consistent with that set out in FRS 102. The fairvalue hierarchy gives the highest priority to
quoted prices in active markets for identical assets or liabilities (level cne); the middle priority to-fair vaiues other
than quoted prices based on observable market information (level two); and the lowest priority 10 uhabservable
inputs that reflect the assumptions that the Company considers market participants wauld normatly use (level three).
To the extent that valuation is based on models or inputs that are unobservabie in the market, the determination of
fair value requires more judgement and accordingly, those instruments-included in level three will require a greater
degree of judgement to be exercised during valuation than for those included in level two: or level one. At 31
Decefnber 2018, financial investments amounting to US$96.2m (2017: US$108.8m) were classified ag level thiee.

Also'included within financial investments are the Company's investments in twe Bermuda-based structured vehicles
consolidated by the Brit Group, Sussex Capital Limited and Versutus ll. The Company has considered whether it is
necessary to consalidate these vehicles under the requirements set out in:FRS 102 in respect of special purpose
entities. In particutar, this involves a consideration of whether an investment glves the Company the right to- obtain.
a majority of the benefits of a vehicle or causes-it to retain a -majority of residual or ownership risks, and-also an
assessment of whether the activities or decision-making of the vebhicle are set up specifically for, or-are preférential
to, the Comipany. On the basis that the vehidles. have been established by the Group for the’ pnnmpal benefit of
external investors, and that either the Company is a minority investar in-the vehicle or its investment therein is not
material to the position of the Company, neither vehicle is consolidated by the Company and the its investments inv
the vehicles are instead recorded at market value.
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NOTES TO THE FINANCIAL STATEMENTS

4. Risk management policies
4.1 Risk management overview

The Company's activities expose itto a number of key risks which have the potential to affect its ability to.achieve its
business- objectives, The following describes the Company's financial and insurance risk management from a
quahtitative and qualitative perspective.

The risks arising from any of the business activities are managed in line witti'the Risk Management Framework (RMF)
in order to-protect policyholders and maximise shareholder value. This established framework addresses all the risks
surrounding the organisation’s activities past, present and, in particular, future. It sets out risk management standards,
risk appstite and pravides a consistent methodology and structure to the way in which the risks are identified, measured
arid managed.

The key elements of the RMF are set out below:

s Identification: Risk events, risks and relevant controfs afe identified, classified and recorded in the risk register,
This is a continuous process which considers any emerging and existing risks.

* RMeasurement: Risks are assessed and guantified and controls are evaluated: This is done through -&
combination of stochastic modeliing techniques, siress and scenario analysis, and reverse stress testing and
qualitative assessment using relevant internal:and external data.

* Management: The information resulting from risk identification and measurement is used to improve how the
busingss is managed.

These elements of the framework -are supported by appropriate. governance, reporting management information,
policies, culture, and systems.

The own_ership' of many of the da'y'—.to-daj_f activities is delegated to-the relevant risk committee and members of the risk
management team. The key categorles of risk inciude: insurance, market, credit, liquidity and operationa! risks defined
in line-with GAAP requirements:

The key goverpance bodies of the Comipany in the risk management process are set out below:

e The Board, which is responsible for setting business and risk: strategy and ensuring the principal risks and
-uncertainties facing the Company: are rhanaged;

» The Committees of the Company, iiiciuding the Risk Oversight Committee and the Audit Committee; and

+ Executive Management, which is responsible for the management of the overali risk profile within the agreed
limits.

The key risk exposures far the individual categories and how these are managed are discussed in the sections below.

4.2 Insurance risk

This is the fisk of a financiat loss due to actual experience being different than that assumed when an insuranée product
was designed and priced. This is the principal risk the Company is-exposed to through the underwriting process which
arises from the-inherent ungertainty in the occurrence, timing and amount of the insurance liabilities.

This risk arises due to the possibility that insuranice contracts are under-priced, under-reserved or subject to catastrophe
claims. :

The areas of insurance risk discussed: below are underwriting (including aggregate exposure management) and
reserving risk;
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4, Risk management policies {co_ljl'ti'nued)
4.3 Underwriting risk

This is the risk that the insurance premiums will not be sufficient to cover the future losses and associated expenses. |t
arises. from the fluctuations in the frequency and severity of financiai losses incurred. through the. underwriting process
hy the Company as a result of unpredictable events,

The Company has developed underwriting guideiines, limits of atthority and business plans which are binding uponh all
staff authofised o underwrite. The Underwriting Authority and Referrai Criteria, in conjunction with Authority Letters,
establish the guiding general piincipies and conditions to which the Underwritérs must cénform. Line size limits are in
place with additional restrictions in place on catastrophe exposed business.and types of business which may be written.

The techpical pricing framework ensures that the pricing process in the Company is appropriate. It éhsures pricing
methodologies are demonstrable and transparent and that téchnical (or benchmark) prices are assessed for each
ekeess of loss risk written into the Cempany. The underwriting and actuariat functions work tegether to maintain the
pricing model and. assess the differente between technit:al_price.and_actual price. The framework. aiso ensures that.
suifficient data is recorded and checked by'und_erwri_ters o enahble the Company to maintain an effective rate monitoring
process.

Compliance is checked through both an independent peer review process and, periodicaliy, by the internal audit
department which is entirely indépendent of underwriting.

In order to Timit risk, the number of réinstatements per policy is fimited, deductibles are imposed and policy exciusions
_are applied..

Underwriting risk profile

'The underwriting strategy includes a diverse and balanced porifolio of risks, This portfolio is assessed as part of the
business planning and strategy process which operates annually. The business plan is approved by the Board and is
monitored monthly.

Sensitivity to-changes in net claims ratio

‘The Company (loss)/profit before tax is sensifive.to an independent 1% change in the net claims ratio for each ¢class of
business as faliows: '

_ 31 December 2018 31 December 2017

Category

US$m % Us$m %
Quota Share 1.8 69% 1.9 86%
Excess of Loss 0.1 3% 0.3 10%
Stop Loss 0.7 28% 0.7 4%
Total 27 100% | 29 100%

Reinsurance.

The Company purc'h'gs_ed excess of loss reinsurance in 2017 to manage exposure to individual risks and aggregation
of risks arising from individual large claims and catastrophe events to ensure that it remains within the risk tolerance
levels agreed by the Board.
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4, Risk'management policies {continued)
4.4 Reserving risk

This is the risk that the actual cost of losses for obligations inaurred before the valuation date wifl differ from expectations
orassumptions set as part of the reserving process. This is'a key risk for the Company as the reserves for unpaid losses:
represent the largest component of the Company's liabifities and are inherently uncertain. The Management Committee
chaired by the Finance Director is responsibte fof the management of the reserving risk.for the Company.

The Company has.a rigorous. process for establishing reserves for insurance claim liabilities and a number of controls
are used fo mitigate reserving visk: The claims policy sets otit the approdch to management of claims risk. In_pa_fticu_lar.
this deals with nofification, validation of policy terms and conditions, investigations and use of adjusters, assessors and
other experts, setting of provisians for case estimates, negotiation and seftlement of claims, claim authorities, the peer
review process, file management, review.and external aydits, suspicious:and disputed c¢laims and ex-gratia payments.

The Company has an experienced team of actuaries who perform the quarterly reserving analysis using a wide range
of actuarial techniques to estimate the claims liabilities.in line with the Reserving policy. They work closely together with
other business functions such as underwniting, claims management and exposure management to ensure that. they
have a full understanding .of emerging claims experience.

'The Reserving policy sets out the approach fo estimating claims provisions and Is designed to produce accurate and
reliable estimates that are consistent over time and across classes of business. The actuarial best estimate set out in
the policy is subject to sign-off by the Management Committee as part of the formal governance.arrangements for.the
Company. The estimate agreed by the committes is used as a basis for the Company’s financial statements. The
reserves in the ﬁ’nandial statements are presented to the Audit Committee who recommend the reserves to the Board
for ultimate sign off.

4.5 lnvestment risk management
Introduction

This section’ describes the Company's approach fo managing its investment risk, from. both a guantitative and a
qualitative perspective. Investment risk includes.market risk {which is covered in. séction 4 .8), investment credit rigk
{which is covered in section 4.9) and liquidity risk (which is covered in section 4.10).

Investment governance

Investment risk is managed in line with the elements. of the Risk Management Framework (RMF) — identification;

measurement and management. The Board has overall responsibility for determining the investment strategy; including
defining the risk tolerance. This. is achieved through investment policies and guidelings, which reflect the risk appetite
and the business strategy of the Company.

The Brit Reinsurance {Bermuda} Limited Management Committee has been mandated to review, advise and make
recommendations to the. Board on investment strategy with a view to optimising the Company's investment
performance The Investment strategy is executed through an outsourced investment management agreement, which
is in line with prevailing regulations, with Hambiin Watsa Investment Counsel Lid. (HWIC) and a selection of other third
party Investment Managers.

The Risk Oversight Commitiee ensures that the investment risk is managed within the framework and alsc reports to
the Board. A Group Investment Operations Committee oversees the operational risk that is relevant to the investment
‘management function under the terms of a services agreement.

Quarterly information is provided covering portfoiio composition, performance, fbrecastin_g and the results of stress and

scenario tests. Any operational issues and breaches to the risk appetite framework are reported to the Risk :Oversight
Commitiee and the. Boaitd.
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4. Risk-management policies (confinued)
4.5 Investment risk managemerit (continued)
Risk tolerance

Investment risk tolerances.are set by the Board, de'"ﬂ_n'ing the Company's appetite to investments, solvency risk, currency
risk and liguidity risk. The appetite for these elements of investment risk is derived from the overall risk appetite anid
business strategy of the Company and iéflects a number of factors, including the current and expected economic
climate, capital management strategy, hquzdity needs and asset liability matching (ALM) policy. The: investment risk

tolerance helps determing the investment strategy.

Risk metrics are monitored and reported on regularly to ensure that performance is within the Board-approved levels,
and limits continue to remain appropriate, within the governance framework highlighted above.

Solvency matching

Assets are considered by both currency and duration profiie in rélation to the fabilities thereby managing the impact of
foreign exchange and interest rate risk on the sclvency position.

Under this strategy, the assets are sought to be held in praportion to. the currencies of the technical provisions, A
solvency matched benchmark is calculated which is the cash flow profile for investments which would minimise the
sensitivity of the Company's solvency position to changes in interest and exchange rates. The Company seeks. to
implement this strategy through the use of cash, investments and foreign exchange forward contiacts in the respective
currencies. The investment guidelines stipulate duration limits and the po stioning-and sensitivity for bath the asset and
solvency position is reporied quarterly.

Investment management

The investment management strategy is deiivered throtigh outsourced investment Managerment Agreements (IMAs)
with HWIC and a selection .of other third party investment managers. The IMAS prescribe the investment parameters
within which HWIC and the other managers are parmitted.to make asset allotation decisions on behalf of the Compariy;

The Cempany’s investment policy détail the parameters, roles and responsibilities relat:ng to the management of the
investment pertfolio.

4.6 Market risk profile
Introduction

Market risk js the risk that.the fair value or future cash flows of a financial instrument will fluctuate because of changes
in market prices. Market risk comprises three types of risk: interest rate risk, currency risk and other price risk.. Credit
risk on financial invesiments and cash is covered in the credit risk section.
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4. Risk management policies {continued)
A.6 Market risk profile {continued)
Interest rate risk

Interest rate risk is the risk that the fair value.andfor future cash flows of a financial instrument will fluctuate because of
changes in interest rates. The Company is exposed to interest rate risk through its investment portfolic and cash and
cash equivalents, The sensitivity of the price of these financial exposures is indicated by their respective durations. This
is defined as the modified duration which is the chahge-in the price of the security-to a 100 basis points parallel shift in

\interest rates. The longer the duration of a sécurity, the more sensifive it is to changes:in interest rates.

The banded durations of the Company's financial investments and cash and cash equivalents sensitive to interest rate
risk are shown in the table befow:

1. As at 31 December 2018 o
Duration
Assels Statement o .
of Uptoa. . oy Over s e
financial year 1-3 years 3-5 years years Equities Total
position _
Us$m UsS$m Us$m USSm US$m us$m USSm
Financial investments’ 1,459.4 670:1 417.0 161.3 22,5 188.5 1,458.4
Derivatives 14 1.0 - - 0.4 - 1.4
Cash at bank and in-hand 60.8° 60.8 - = - - 60.8
] 18218 731.9 417.0 161.3 22.9 188.5 1,521.8 |
As at 31 December 2017 o
= Duration
Assets Statement
em _
‘effinancial Up toa -3 years  3-5years Over 5 Equities Total
pasition year years
Us$m Ussm Usgm. US$m USSm us$m USSm
Financial investments 1,479.7 1,248.7 10.5: 37 18.0 1988 1,479.7
Derivatives 8.9 8.9 - - - < 89
‘Cash at barik and in hand- 4.7 447 - - . - 447
1,533.3 1,302.3 10.5 37 18.0 198.8 1,533.3

The duration of the investmerit portfolic is set within an ailowable range relative to.the targeted duration.

As the claims liabilities are measured on an undiscounted basis, the reported liabllities are not.sensitive to changes in
Interest rates. This leads to the conflict beiween targeting a fonger duration to protect the solvency position against
movements in interest rates; whilst 2 shorter duration for the assets will reducé the possible volafility around the income
statement;
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4. Risk management policies (continued)
4.6 Market risk profile (continted)
Sensitivity fo changes in investment yields

The sensitivity of profit to the changes in the investment yields is et out in the table below. The analysis is based on.
the information as at 31 December 2018,

{US%m) Impact on profit before tax

2018 2017
Ingrease '
25.basis points {3.5) (0.5)
50 basis points. (7.1) (1.1
100 basis points (14.2) 2.1)
Decrease
25 basis points. 35 0.5
50 basis poinits 71 1.1
100 Basis points 14,2 2.1

The effect on shareholder’s equity would be the same as the effect on profit, The assets included within this sensitivity
analysis exclude the exposure to funds, which for the purpose of this calculation; are assumed to have zero duration,

4.7 Currency risk

Currency risk is the risk that movements in exchange rates impact the financial performance or solvency position of the
Company.. The Company matches assets to liabifities for each of the main currencies. Company capital is. heid in
proportion to the liabilities, to minimise the impact on solvency and distributable earnings from movements in exchange
Tates. The split of assets and fiabilities for each:of the. Company's main currencies, converted to US Dollars, is set out
in the tables befow:

I Converted US$ millions GBP £ us $ CADS  EURE€  Total
‘As at 31 December 2018
Total assets 161.7 1,360.8 54.6 41.8  1;618.9
Total liabilities 351.7 326.9 16.6 16.2. 7114
Net assets excluding the effect of derivatives {190.0). 1,033.9 38.0 25.6 907.5
Adjustment for foreign exchange derivatives 3583.1 (275.2) {48.5) (29}2}) -
Adjusted net assets 163.1 758.7 (10.5) {3.8) 907.5
As &t 31 December 2017 ]
Total assets: 304.0 1,334.2 54.5 657 1,758.4
Totaf iiabilities. (518.7) (230.8) (11.4) (10.5)  (769.2)
Net assets excluding the effect of derivatives (212.7) 1,103.6 43.1 55.2 989.2
Adjustment for foreign exchange derivatives 424.7 (336.1) {38.2) (50.4) -
| Adjusted net assets 212.0 7675 49 38 89z
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4. Risk management policies (continued)
4.7 Currency risk {continued)

The non-US dollars denominated net assets of the Company may lead to profits or losses (depending on the mix retative

16 the liabilities), should the US dollar strengthen against these currencies.

The Company matches its curreéncy position so -holds net assets across a number of curfencies. The Company takes
into consideration the underlying currency of its liabilities and invests its assets proportionately across these currencies
so as to protect the solvency of the Company, and hence capital available for distribution to the -shargholder, against
variation in foreign exchange rates. As'a resuli, the-Company holds a significant proportion of its. assets. in foreign
currency investments.

Forelgn currency forward contracts are used to achieve the desired exposure fo each currency.. From time to time the
Company may aiso choose to utilise options on foreign currency derivatives. to mitigate the risk of reported {osses due
to changes in foreign exchange rates.. The degree te which options are used is dependent on the prevailing cost versus
the perceived benefit 1o shareholder value from reducing the chance of a reported loss due to changes in foreign
currency exchangerates,

Sensitivity to changes in foreign exchange rates
The table below gives an indication of the impact-on profit of a percentage charige movement in the relative strength of

the US dollar against the value of Sterling, Canadian dollar; Australian dollar and Euro simuitaneously. The analysis is’
based on information as at-31 December 2018,

{US$m) Impact on profit before tax
2018 2017

US dollar weakens

10% against other currencies 14.9 222

20% against other currencies 29.8 443

US dollar strengthens

10% -against other currencies (14.9) {22.9}
20% against pther currencies: {29.8) (44.3)

The effect on sharehalder's equity would be the same as the effect on profit:
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4. Risk management policies {continued)
4.8 Other price risk

“This is the risk that the fair value or futuré cashflows of a financial instrument will fluctlate because of changas.in market
prices (other than those arising fram interest rate risk or curfency risk), whether those. changes are caused by factars
specific to the individual financial instrument or its issuer, or factors affectmg all similar fi nancxal Instruments traded in
the market..

Financial assets and derivatives that are recogrised-at their fair value are susceptible to losses due to adverse changes
in their prices. This is known:as price risk,

Listed investments are recognised in the financial statements at guoted bid pricé. If the market for the invesiment is not
considered to be active, then the Company establishes:fajr valuation technigues. This includes using recént arm’s length,
transactions, reference to current fair value of other similar investments, discounted cash flow models and other
valuation t_echmques that are commonly used by market- participants.

The prices of fixed and floating rate income securities are predominaritly impacted by ¢urrency, interest rate and credit
risks,

The Company invests:a proportion of its assels in equities and UCITS,
Sensitivity to changes in other price risk

The sensitivity of the profit to the changes in.the prices. of equity and other variable yield securities and units in unit
trusts is set out in the table below. The'analysis is based on the information as at 31 December 2018,

{USsm) Impact on profit before tax
2018 2017
Increase in fair value.
10% 50.0 65.3
20% 100.1 130.8
30% 180.2 196.0.
Decrease in fair value _
10% (50.0) (65.3)
20% (100.1) (130.6)
30% (150.2) {196.0)

The effect on shareholder's equity would be the samie as the effect on profit.
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4. Risk management policies (continued)
4.9 Investment credit risk’

This is the risk that-one party to a financial instrurient will cause a financial loss for the other party by failing to discharge
an obligation,

Investment credit risk management process

The Management Committee chaired by the Finance Directar is responsible for:the management of investment credit
risk. The Investment Risk Framework and investment palicy set out clear limits.and controls around the level of
investment credit risk. The Company has established concentration gu|del|nes that restrict the exposure to any individual
counterparty. The investment guidelines further limit the type, credit quality and maturity profile of both the Company's
cash and investments. in addition, the investment risk framework further limits potential exposure to credit risk through
the monitoring of the aggregate investment risk limits.

Investment credit risk profile

The summary of the investment ciedit risk exposures for the Company is'set out in the tables below:

As at 31 AAA Al A EBB Equities- P1 P2 Not’ ‘Total
December 2018 and rated
helow
US$m _ USSm  US$m  USSm US$m__ US$Sm __ US$m  US$m. us$m
Financial investments '347.7 2304 1682  220.0 1885 - - 3049 1,459.4
Deﬂwaﬁ&es - - - - - - - 1.4 1.4
Cash at bank and in hand - 51.1 8.7 - - . - - $0.8
Total 347.7 281.2 177.9 220.0 1885 306.3 1,521.6
As at 37 _ AAA AR A~ BBEB  Equities P1 B2 Not Total
December 2017 and ' rated
below
US$Sm _ USS$mr US$m _ USSm USSm __ USSm. _ USSm  -US$m US$m
Financial investrierts 411.5° 5480 430 19.5 1088 - w2589 1.479.7
Defivatives - - - B - . - - 809 8.5
Cash at bank and in hand 39 - 18 6.4 - 32.5 - - 447
Total o 2154 5480 449 259 1988 325 - 2678 1,533.3 |
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4. Risk management policies {continued)

4.10 Liguidity risk

This is-the risk the Company may encounter: d|ffcu1ty in meeting abligations associated with financial liabilities that are
_settled by delivering cash or another financial asset. The predomlnant liquidity risk the:Company faces is the daily calls
on its available cash resources in respect of claims arising from insurance contracts.

The Company monitors the levels of cash and cash equivalents on a daily basis, ensuring adequate liquidity to meet
the expected cash flow requirements due over the short-term..

‘The.Company also limits the amount of investment in Hliquid securities in line with the Liguidity policy set by the Board.
This involves ensuring sufficient liquidity to withstand claim scenarios at the extreme end of business plan projections
by reference to modeiled Realistic Disaster Scenarios.

As at 31 December 2018

r o
Fair values
Assets Staternent Uptoa 1.3 3-5 Over5 Equities Total
of financial year years years years
position
US$m Us$m Us$m Ussm USsm UsSsm US$m
Financial investments 1,459.4 8701 -417.0 161.3 225 188.5 1,469.4
Derivatives 1.4 1.0 - . 0.4 - 1.4
Debtors arfsing out of 7.2 772 - - - - 7.2
reinsurance operatioris
Amounts due-froft group . 0.5 0.5 - - - - 0.5
Undertzkings
Cash at bank and in hand £0.8 60.8 - - - - 60.8
'15993 809.6 417.0 161.3: 22.9 188.5 1,589.3
Undiscdunted va!uﬂes-
Liabilities Statement Uptfoa 1-3 3-5 QOver§ Equities’ Total
of financial year years yedrs years
posifion '
US%m Ussm  USSm  US$m USSm USSem uUssm
Claims outstanding 602.1 049 2357 138.1 123.4 - 602.1
Derivatives 11.0 1.0 - - - - 11,0
Other-creditors 1.0 1.0 - - - - 1.0
Pravisions 0.2 0.2 - - - - 0.2
614.3 106.1 2357  138.1 123.4 - 614.3
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4, Risk management policies (continued)
4.10 Liquidity risk {continued)

As at 31 December 2017

Fair values
Assets Statement Uptoa 1-3 35 Over 5 Equities Total
of financial year  yeéars  years years
position '

USSm us$m  USSm  USSm us$m ussm LUS$m

Financial investmants 1,479.7 1,248.7 10.5 3.7 18.0 198.8 1,479.7
Derivatives 8.9 3.9 - - - - 3.9
Debtors arising out of _ .
‘reinsurance operations. 1225 122.5 - - - - 1225
Amounts due from group: 89.5 89.5 - - - - 89.5

Undertakings
Cash at bank and in hand aar 4.7 - - - . 4.7
1,745.3 1,514.3 10.5 3.7 18,0 198.8 1,745.3
Undiscourited values
Liabilities Statement Uptoa 1-3 35 Qvars. Equities Total
of finangial year years years years
position
US$m uUsS$m  US$m  USSm US$m US$m ussm
..
Claims outstanding 664.0 125.5 247.6 2035 87.4 - 664.0
Derivatives 1.0 1.0 - . - - 1.0
Ambunts owed to group

-undertakings 1.1 1.1 - - . - 1.1
Other creditors 1.2 1.2 - - - - 1.2
667.3 128.8 247.6 203.5 . 87.4 - B667.3
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4. Risk management policies (continued)
4.11 Capital management.

Management capital is the capital required by the Company for current trading purposes based on our business strategy
and reguiatory requirements. Management capital requirements are in excess of capital requirements-under the
Bermuda regulatory regime, which became effective on 1 January 2013.

The capital policy is set by the Board and is based on the cutput of the regulatory approved-internal model which tefiects
the risk profile of the business. The policy requires capital to be held wellin excess of regulatory minimum requirements
and underpins the Company’s statement of financial position strength. The policy ensures the capital adequacy of the
Company through an efficient capital structure, The Company proactively responds to developments in the financial
-environiment to ensure its capital strength zs.malntained whilst optimising risk adjusted returns,

The Company seeks to hold capital resources at an appropriate evel of capital for the business and provides
managernent with:

« The flexibility to-absorb major losses while still being ina positién to take advantage of subsequent market
dislocations; ' _

* The ability to pursue opportunity-driven growth in our core business; and

e The support to provide continuity in regular dividend payments to shareholders.

The Company is subject to the solvency.and capital adequacy requirements of the Bermuda Monetary Association. All
requirements have been complied with during the year by the Company..

Under the Bermuda Insurance Act 1978, the Company is required to maintain at all times a minimum level of statutory
capital and surpius. The Company's available capital consists of ordinary share capital and retained earnings, which:
amounted to US$807.5m as at 31 Decemher 2018 (2017: US$989.2m). This represented a surplus of US$295.6m
{2017: US$455.0m): over regulatory requirements, being theé enhanced capital requirement. The- Company is also
required to maintain a:minimum liquidity ratio whereby the value of its relevant assets is not less than 75% of the amount
of its relevant liabilities and this has been met.
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5. Nef fnvestment return

Year ended-31 December 2018

Net 'Total—‘
Investment  Net realised unrealised investment
income (losses)/gains losses return
Us$m US$m US$m US$m
Equity securities 2.9 (3:2) (36.7) (37.0)
Debt securities 14,0 0.9 (3.2) 11.7-
Specialised investment funds 4.4 (6.3) (37.2) (39.1)
Derivatives - (14.2) {(16.7) {30.9)
Cash and cash equivalents. 32 - - 3.2
Total investment return befare expenses 24.4. (22.8) {93.7) {82.1)
Investment management expenses - - - (3.9)
Net investment return 24.4 (22.8) (93.7) (6.0 |
Year ended 31 December 2017
Net Total
invesiment Net realised unrealised investment
Income gainsf{losses) gains/{iosses) return
USsm USsm US$m US$m_‘
Equity securities 1.7 23 22.9 26.9
Debt securities. 6.7 {0.2) 2.3 8.8
Specialised investment fufids 52 53 29.0 '39.5
Derivatives - 16.0 {0.4) 156
Cash and cash equivalents 2.8 - - 28 J
Total investment return before expenses 16.4 23.4 53.8 93.6
Investment management expenses - - - {4.2)
Netinvestment return 16.4 23.4 53.8 89.4
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6. Provision for unearned. premium

Gross | Reinsurers’ Net
share
Ussm Us$m US$m
Balance at 1 January 2018 101.6 (1.3} 100.3
Premiums written in the year 262.5 0.1 262.6
Premiums earned in the year (266.0) 1.2 {264.8)
Change th provision for unearned premium (3.5) 13 (2.2)
Effect of movement in exchange rates. {1.3) - {1.3)
Balance at 31 December 2018 96.8 - 96.3
Gross Reinsurers’ Net
share
Usém us$m Ussm
Balance at 1 January 2017 88.5 (2.2) 86.3
Premioms written in the year -3p3.9 (3.7) -300.2.
Premiums earned in the year (295.6) | 4.6 (291.0)
Change in provision-for unearned premium 8.3 0.9 9.2
Effect of movement in exchange rates 4.8 - 4.8
Balance at 31 December 2017 101.6 (1.3) 100.3
All net premiuims for the current year-and the prior year relate to reinsurance acceptances.
7. Claims outstanding
i Gross ‘Reinsurers’ Net
-share
US$m US$m US$m
Balance.at 1 January 2018 664.0 - 664.0
Claims incufred in current underwriting year 110.3 - 110.3
‘Claims incurred in prior underwriting years 63.8 - 63.8
Claims paid in the year {211.9) . (211.9)
‘Change in provisions for claims (3r.7) ¢ - (37.7)
Effect of movement in exchange rates (24.1) - 24.1)
Balance at 31 December 2018 602.1 - §02.1
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7. Claims outstanding {continued)

Gross Reinsurers’ Nef
‘share '

Ussm UsSém US$m

Bajance at 1 January 2017 510.0 - 510.0
Claims incurred in current underwrifing year 133.3 - 133.3
Claims incurred in prior undenwriting years 116.0 - 116.0
Ciaims paid in the year (140.1) - {140.1)
Change i provigions. for ¢laims 109.2 - 109.2
Effect of movement in exchange rates 448 - 44.8
‘Balance at 31 December 2017 664.0 | - £64.0

8. Insurance and reinsurance contracis
Assumptions and changes in assumptions
Process used to decide on assumptions required

The risks associated with these insurance fiabilities and in pa_rti@{_ar with casualty insurance are complex and subject
toa number of variables that.complicate quantitative analysis.

The Company uses several statistical methods to incorporate the various assumptions made in order to estimate the
ultimate costs of claims. The two methods more commonly used are the chain-ladder and the Bornhuetter-Ferguson
methods.

Chain-tadder methods may be applied to premiums, paid claims or incurred claims (i.e. paid claims plus case estimates).
The basic technique involves the analysis. of historical claims development factors and the selection of estimated
‘development factors based on these historical patterns. The selected development factors are then applied fo
cumulative claims data for éach undenriting year that is not yet fully developed to produce ah estimated ultimate claims
cost for each underwriting year.

Chain-ladder techniques are most appropriate for mature classes of business that have a relatively stable development
pattern. Chain-ladder techiniques are iess suitable in cases in which the insurer doés not havea developed claims
‘history for a particular class of business or for underwriting years at early stages of development where the outcome:is
still highly uncertain.

The Bornhuetter-Ferguson method uses a combination of a benchmark or market-based estimate and an estimate
based on claims experience. Theformer is based on 2 measure of exposure such asprémiums; the latter is based on
the paid or incurred claims to date. The two estimates are combined using a-formula that gives more weight to the
‘experience-based estimate as time passes. This technique is used in situations in which deveioped claims experience
are not available far the’ prcqectmn (recent underwriting year of new classes of business).

The choice of seiected results for each year of each class of business depends on an assessment of the technigue that
has been most appropriate to observed historical developments. In certain instances, this has meant that different
téchniques or combinations of techniques have been selected fof the individual underwriting year or groups of
underwriting years within the same class of business.

Standard statistical technigues may not be solely appropriate for' assessing ultimate claimis for a humber of classes of
business. (e.g. casualty treaty} and particular events (e.g. natural catastrophes) therefore alternative methodologies
may be employed to add additional rigour to the process. Exampies include reviewing potential exposure on-a policy by
policy basis and taking account of market intelligence to determine the Company’s share of the loss.
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8. Insurance and reinsurance contracfs (co_ntin_u_ed}

Assumptions and changes in assumptions (continued)

Process used to decide on assumptions required {continued)

In addition to the estlmahon of claims reserves, cerain estimates are produced for unearned premiums. For open market
business, earned premium is. calcuiated at policy level. However, premium. derived from delegated underwriting
authorities is calculated by applying the 1/144ths methed to estimated premiums appﬂed to. the master policy. This
assumes:that attachments to master policies arise everily throughout the: period of that master- policy.

Reinsurance outward's premiums are earned according to the nature of the cover. ‘Losses occurring during’ policies are
:garned evenly over the policy period. ‘Risks attaching’ pollmes are earned on the same basis as the inwards’ busmess
being protected

Changes in assumptions

The Company-did not change its ‘estimation techniques for the insurance cantracts disclosed in this Note during.the
year,

Claims development tables

The fallowing table shows- the estimates of cumulative incurred claims, including both claims notified and iBNR for.each
successive underwriting year at each reporting date. The amounts are reported on an earned basis, which leads to a
farge increase in incurred claims in the second year, due to the prémium earning patiern,

The claims have been adjusted to make them tomparabie on a year-by-year basis. Claims in currencies other than US$
have been retranslated at 31 Degember 2018 exchange rates.

The claims development information disclosed is being increased from five yéars to ten years gver the period 2016 -
2020. '

E’st_irnate of cumulative gross and net incurred claims:

uUssm 2010 &) ; , -
Underwriting year prior 2011 2012 2013 2014 2015 2016 2017 2018
Atend of underwriting year 751 718| 638] 76.7| 733| 788 133.1] 1004
One year later 128.8; 133.7| 1344 16724 152:3| 1754 222.8

Two years later 133.2 140.5, 141.01 168.01 181.5] 186.1

Three years later 131.0 137.51 1385 1756] 14875

Fouryears later 132.9 4120 1426t 1669

Five years later 1294 143.7( 1352

Six year later 127.4] 1364

Seven years later 126.5

Current estimate of cumulative _

¢laims incurred, 126.5} 136:4| 135.2: 166,91 157.5| 186.1] 222.8; 1094
Cumulative payments to date 108.9 | 1087 100.4) 1047 818 89.2 84.0 4.5
Gross and nét outstanding

claims provision at31 Dec _ '
2018 433 17.6 277 34.8 62.2 7591 9691 138.81 1049

During 2012, the Company entered into a loss portfollo reinsurance contract agresment with the RiverStone Group
whereby the Company reinsured certain lines of business underwritten by Brit Insurance Limited prior to its sale'by the
Brit Group te the RiverStone Group. During 2014, the loss portfolio reinsurance contract was commuted. Incurred claims
relating to this contract have heen exciuded from the claims development table.in order to make the claims comparable:
on a year by year hasis;
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9. Net operating expenses

2018 2017 |
US$im Us$m
Acquisition costs 12.8 144
Change in deferred acquisition costs o1 1.2
Reinsurance commissions and profit participation 33 ('0..5)
Administrative expenses 4.1 44,
Foreign exchange gains { 4_5) (8.2)
5.5 8.6
Adiriinistrative expenses include:
2018 2017
Us$m Ussm
Audit of the Gompany_ annual accounts 0.1 Uﬂ
10. Staff costs
Staff Costs comprise;
2018 2017 {
USsm Ussm
Wages and salaries. 0.5 0.8
Pension coniributions 0.1 0.1
0.6 0.9

Included in wages and salaries are charges relating to share-based payment schemes of US$1,173 (2017: US$3,1186).

Pension contributions are in respect of a defined contribufion pension scheme,

r 2018 2017
No. No.
Headcount of staff-were as fojlows:

Management 5 2
Underwriting . 1.
Administration - 1
_Average Headcount 51 4
2018 2017
US$Em UsSm

Staff costs include Directors’” remuneration as follows:
Aggregate remuneration 0.5 05

These amounts represent remuneration based on an apporfionment of the Direciors' time.
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10.°Staff costs (continued)

The Diréctors' remuneration disclosed above includes the Tollowing amounts paid td the highest paid Director;

2018 2017
.US$n_1 USsm
Aggregate remuneration. 0.3 0.3

11. Tax on érdinary activities

Unider current Bermuda Jaw, the Comipaniyis niotrequired to pay any taxes in Bermuda on eitherincome or capital gains.

2018 2017
US$m USSm
Tax charge in the income statement:
Withholding taxes 0.6 0.3
0.6 0.3

Factors aff_ect_ing tax charge for the year

The tax assessed for the year is higher than the exemption from tax in Bermuda (2017 Gib_raitar-standard rate of 10%).

The differences are explained below:

2018 2017
Usgm US$m
(Loss)/Profit on ordinary activities before tax {10.9) 122.2
(Loss)/Profit on ordinary activities before tax multiplied by standard rate-of _
corporation tax in Gibraltar of 10%{2017: 10%) - 12:2
Effects of:
Income not taxable - (5.1)
Branch income not taxable - (11.8)
Withholding tax suffered 0.8 0.5
Prior year adjustment - (0.2)
Deférred ax not provided on tax losses - 47
Total tax charge on profit on ordinary activities 0.6 0.3

The income. not taxable presented in 2017 relates to investirient income in Celi Re not taxable in Gibraltar. The Branch
income not taxable relates to the underwriting profits in Cell FAL which was treated as a branch of the company in

Berinuda and so free of tax jn Bermuda and branch profits exempt from taxin Gibraltar,
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12. Financial investments

e

Market value Market value-

2018 2017 Cost 2018 Cost 20_*_1?
_ Us$m USsm UsS$m ussm
Shares and other Variab!v:a yield 460.3 §53.2 507.0 ' 6410

securities-and units in unit-trusis ' ! '
Debt securities and otherfixed 999.1 826.5 990.1 805.5

income securifies. |

1,450.4 1,479.7 1,497.1 1,446.5

All ﬁnanéiai investments have been designated as held at fair vaiue thr_'o_ugh".proﬁt arloss,

The Company has classified fair value measurements using a fair valug hierarchy that reflects the: mgmfcance af the
inputs used in making the measurements. The fair value hierarchy comprises the following levels:

(a) Level one - quoted prices (unadjusted) in acfive markets for identical assets;

{b) Level two - inputs other than quoted prices included within level one that.are observable for the-asset, either directly
(i.e. as prices) or indirectly (i.e. defived from prices); and

{c) Level three - inputs for the assets that are not based on observable market data (unobsetvable.inputs).

Assets are categorised as level ane where fair values determined in whole directly by refererice to an active market:
retate to prices which are readily and reduiarly avallable from an exchange, dealer, broker, industry group, pncmg service
of regufatory-agency and those prices represent actual and regularly oceurring market transactions on an arm’s length
basis, i.e. the market is still active.

For assets and liabilities that are recognised at fair value on a recuming basis, the Company determines whether
transfers have occurred between levels in the hierarchy by reassessing categorisation (based on the lowest level of
input that is significant to the fair value measurement as a whole) at the end of each reporting period,

Fair values for level two and level three asséts inciude:

3 Value.is"p'r_ouided' at the request of the Company by pricing services and which are not publicly available or values
provided by external parties which are readily available but relate to assets for which the market is not always
active; and

*  Assets:measured on the basis of valUation techniques including a varying degree of assumptions supported by
‘market {fransactions and observabie data. '

For ail.assets not quoted in an active market or for which there is no active market, the availability of financial data can
vary and is-affected by a wide variety of factors, including the type of financial instrument, whether it is new and not yet
established in the marketplace, and other characteristics specific fo eath transaction, To the: ‘extent that valuation is
based on the models or inputs that are unobservable in. the markét, the determination of fair 'valué requires more
-judgement. Accordingly, the degree of judgement exercised is higher for instruments clagsified in fevel thiee and the:
clagsification between level two and level three depends highly on the proportior: of assumptions used, supported by
rnarket transactions and observable data.:
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12. Financial investments {continued)
‘Valuation fechniques
Level cne

Inputs represent unadjusted prices for identical instruments exchianged in active markets (where transactions oceur with
sufficient frequency and volume on an arm's length basis). The main asset classes in thelevel one category are listed
equities, government bonds and treasury bills issued in Canada and in the US.

_Leve.' two

Inputs include directly or indirectly observable inputs (other than Level one.inputs) such as quoted prices for similar
financial instruments exchanged in active markets, quoted prices for identical or similar financial instruments exchanged
in inactive matkets and other market observable inputs. The main asset classes in the level two category are US and
non-US government -agency securities, US and non-US: corporate debt, secufities, loan. instruments and ceftain
specialised investment funds.

LS government agency securities are priced. using valbations from independent pricing vendors who use discounted
cash flow models supplemented with market and credit research to gather specific information. Market observable inputs.
for these investments may include broker-dealer quoies, reported trades, issuer spréads -and available bids. Non US
government agency securities are priced with OTC quotes or broker-dealer guotes. Other market observahle inputs
include benchmark yields and reported trages. Issuer spreads are also available for these types. of investments.

US and non-US corporate debt securities are investment grade and the information collected during pricing of these
instruments inciudes credit data as well as otfier observations from the market and the partu:ular sector. Prices for all
these securities are based on a limited number of transactions (OTC prlcesibroker~dealer quotes) so they are derived
‘indirectly using inputs that can be corroborated by observable market data. These also include cettain private placement
carporate debt securities which are valued with the use.of discounted cash fliow models.

Leveél two specialised investment funds contain credit opportunities funds that are vallied based of the underlying assets
in the fund.on a security by security basis. Anumber of direct and indirect inputs such as benchmark yield curves, credit
spreads, estimated default rates, antlm pated market interest rate volatility, coupan rates and anticipated tiring, of
principal repayments are considered during their vaiuation..

Level three

Lievel three securities confain investments in private equity, and limited partnerships/debt where the fund's underlying
investments are not traded or quoted-in an active market Pricing modeis faétor-in interest rates, bond or credit swap
spreads. and-volatility.

Level thiee specialised investment funds include securities that are valued using techniques appropriate to each specific
investment. The valuation teéchnigues include fair value by reference to net'asset values (NAVs) adjusted and issued by
fund managers based on theit knowledge of underlying investments and credit spreads of counterparties. In some
instances, certain Investment funds are classified as Levelthree because they may require.at least three months’ notice
to fiquidlate.

Level three equities include investments in limited parinerships where the fund's Underlying investments are not
traded/quated-in an active market. In some instances, limited parinerships are classified as level three because they
may require.at least three months of niotice te liguidate.

Levelthree specialised investment funds include securities that are valued using techniques appropriate to each specific

Investment. The valuation technigues include fair vaiue by reference to Net Asset Values (NAV) adjusted dnd issyed
by fund managers based on their knowledge of underlying investments and credit spréads. of counterparties.
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12. Finanicial investments (continued)
Valuation techniques (continued)

The followihg tables show the disclosures of fair values in accordance with the fair value hierarchy by asset class.

[ As at 31 December 2018 Level 1 Level 2 Level 3 Total
2018 2018 2018 2018

US$m US$m Us$m Usgm

Equities ' 85.7 25.7 774 188.5
Debt securities 376.3 608.6 14.2 899.1
Specialised investment funds - 266.9 4.9 271.8
462.0 901.2 96.2 1,459.4

| As-at 31 December 2017 Level 1 Level 2 Level 3 Total
2017 2017 2017 2017

USsm US$m US$m US$m

Equities 92:1 30:2 785 198.8
Debt securities 7942 5.3 27.0 826.5.
Specialised investment funds - 448 1. 5.3 454.4
886.3 484.6 108.8 14797

Transfers between fair value levels

Fair values are classified as level one when the financial instrument or derivative is actively traded and a quoted price
is-available. In accordance with the Gompany's policy if an instrument classified as level one subsequeftiy ceases to
be actively fraded, it is immediately transferred out of level one. Insuch cases, instruments are classified into level two,

unless the measurement of its fair value requires the use of. significant. unobservabie inputs; in which case it.is classwed

as level three. All fair value measuremerits above are recurring as they are required 10 be measured and recognised at
the end of each reporting period.

Transfers from level-one to level three

There were UIS$5.1m equity transfets from lével one to level three during 2018 due o the investments no longer being
fisted.

Transfers from-lavel two to level one

There were US$17.6m equity transfers from level two to level one during 2018 due to a greafer number of its inputs
becaming observable.

Transfers from level three to level two

There were US$10:3m equity transfers from level three to leve! two during 2018 due to an increase in availabllity of
ohservable inputs fof use in-their valuation.
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13. Derivatives

2018, 2017

US$m US$m

Derivative assets 1.4 8.9
Derivative liabilities {11.0) (1.0) |

(9.6). 7.9

Derivatives are used 1o manage the foreign exchange and interest rate exposure for the Company. During the year the

instruments used were currency forwards, currency'pUt options and interest rate swaps,

14. Amounts due from Group uriderfakings

L

2018 2017
LUSgm UsSsm

Deposits with Brit Insurance Holdings Limited g.3 29.5 |
Othef'amounts due from. Group Undertakings 0.2 -
0.5 89.5

The balance with Brit Insurance Haldings Limited refatesto cash deposited in the Group where-interest is earned at

above markét rates.

15. Other debtors

2018 2017

ussm US$m

Carporation tax: 3.9 4.1
Other debtors 4.3 0.6
8.2 4.7

|

The corporation tax is in respect of récoverabie amounts due from the Gibraltar 1ax authorities refating to the period the

Company was designated in Gibraltar.
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16. Called up share capitai

2018 Authorised share capital USD |
$*000
Authorised Core Shares _
1,000,000,000 ordinary shares of $1 each 1,000,000
. 2017 Authorised share capital usp
$°000:

Autherised Core Shares _
1,000,000,000 ordinary shares of $1 each 1,000,000

On 7 December 2017, (i) the entirety of the Company’s existing authorised and issued share capital was converfed into
shares of US$1 each, (if) the Company’s authorised share capital was increased to US$1,000,000,000 divided info
1,000,000,000 ordihar.y shares of US$1 each. Such changes were made with the consent of the Company’s scle
sharehaider and in accordance with Bérmuda law..

During 2017, the Company issued ordinary shares such that the-issued share capital of the Company at 31 Deceémber
2017 was US$609,244,210 {2016+ US$ 204,110) divided into 609,244,210 ordinary shares of US$ 1 each; fully paid up.
This remains unchanged in 2018.

2018 Allotted, called up and fully paid Called
UsD up

$ Ussm

608,244 210 ordinary shares of $1 each 609,244,210 6§09.2
€09,244,210 609.2

2017 Allotted, called up and fully paid ‘Galled
UusD up

3 uUs$m

609,244,210 ordinary shares of $1 each 6'0'9,24'4,210 609.2
609,244,210 609.2
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17. Beferred acquisition costs

2018 2017

USsm ussm

At 1 January 6.5 590

Costs deferred during the year 12,5 14,1

Amortisation charge for the year {12.6) {12.9)

Foreign exchangé movements 0.9 03

At 31 December 8.3 6.5

18. Other creditors

2018 2017 |

US$m USPm

Afmounts owed to Group undertakings - 1.1
Other creditors 1.0 121}

1.0 23

19. Other provisions

Since the Company relocated to Bermuda, the Brit Group has been considering the fuiure of the Company's leased
office property. As at the end-of 2018, it was determined that the office was not expected to be sub-let or otherwise
utifised during the remaining lease period and, as such, a provision has been taised for an amount of US$0.2m as at
31 December 2018 for the remaining cutstanding minimum coniractual lease payments.in respect ofthe leased
property in Gibraitar,

20. Operating lease commitments

The.Company entered into an operating lease arrangement on'1 August 2016 tc lease an office properly in Gibraltar.
The fease is for a period of 12 years with a three yearly rent review. There are break clauses &t five and eight years,
with six months’ and three months’ riotice in advance respectively.

The future minimum lease payments under non-cancellable operating leases were as follows:

[ 2018 2017
Us$m US$m

Mot 1ater than one year - 01
Later than cne year and not [ater than five years - 0.2
Total - 0.3
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21. Charges over the assets of the Company

The Company entered into a Lloyd's Deposit Trust Deed (third party deposit) on- 12 October 2616 (replacing an earlier
covenant and charge arrangement) pursuznt to which the Company provides funds at Lioyd's. (FAL) on behalf of Brit
UW Limited, a Group company. The Company has agreed to pay an.amount not exceeding US3$650.0m to, or at the
direction of, The Society of Lloyd's {the Society) in respect of Brit UW Limited's FAL obiigations. As security for the
performance of its obligations; the Company has'created a charge over ifs assets in favour of the Society.

The Company has granted Brit Syndicates Limited, as managing agent of Lioyd's Syndicate 2987, a security interest
over certain funds and securities held in the collateral accounts established under a custody agresmerit with The Bank
of New York Mellon. This security was granted to secure the Company's obligations under various reinsurance
agreements entered into between Brit Syndicates Limited; as managing agent.of Lloyd’s Syndicate 2987 (as cedant)
and the Company (as reinsurer). As at 31 December 2018, funds held in the collateral accounts were in the -sum of
US$798.8m (2017: US$698.3m).

22, Share-based payments

Until 5 June 2015, the ultimate parent of the Company, Brit Limited; operated an equity settled performance share plan
{PSP) and an equity settled all-employee share plan (SIP), Following caontrot of Brit Limited passing on that date to FFHL
Group Limited, a subsidiary of Fairfax Financial Holdmgs Limited (Fairfax), the awards under these Brif schemes either
vested or were replaced with awards uhder a Fairfax Iong term incentive plan (LTIP) (freated as equity-settled).

Subseguent to 5 June 2015, a further LTIP {treated as cash-settled) and an employee share ownership plan {ESQP)
(treated as.equity-settled) denominated in Fairfax shares were made available to the-employees of the Company. Al of
these schemes are deemed to fall within the scope of Section 26 ‘Share-based payments' of FRS 102,

The Fairfax LTIP schemes have no performance conditions and a vesting period of three fo five years. The Fairfax
ESOP: has no performance conditions:and no vesting petiod.

The compensation cost relating to employees of the Company recognised in the income statement under FRS 102 for
the share-hased payment arrangements was US$6,736. (2017 US$17,774) of which US$1,173 (2017: USS3; 116) was
recognised in equity.

For.more information refer to'the Brif Limited consolidated agcounts, which can be obtained by writing to The Leaderhal
Building, 122 Leadenhall Street, London, EC3V 4AB or by visiting www.britinsurance:com.

23, Dividends

Interim dividends-amaunting to US$70.0m were paid in the year (2017: US$15.0m). The Directors.do not recommend
the paymeant of a final dividend.

24. Disclosure exemptions

The Company has taken advantage of the disciosure exemptions provided by paragraph 1.12 of FRS 102, Accordingly,
these financial statements do not include the following:

* A statemerit of cash flows

»  Areconciliation of the number of shares outstanding at the beginning and end of the year

¢ Specific information relating to share-based payment inciuded within equivalent disclosures for the Group:
» Disciosure of key management personnel compensation
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24. Disclosure exemptions (continued)

The Company has been consolidated into the Group financial statements of Brit Limited.. The Brit Limited consolidated
Financial Statements and accompanying notes provide further detail in respect of these areas, copies of whose accounts.
can be obiained from The lLeadenhall Building, 122 Leadenhall Street, London, EC3V 4AB or by visiting
www.britinsurance.com, '

25, Related party transactions

The Company has taken advantage. of the exemption afforded by FRS 102, paragraph 33.1A, in not disclosing
transactions with other entities wholly-owned within the Brit Limited Group..

Transactions with related partfies that require-disclosure in accordance with FRS 102 were as follows:
a) Conyers Corporate Services (Bermuda) Limited (Conyers)

The.Company incurred professional fees of US$22,831 (2017: US$20,000) for company secretarial services provided
by an affiliated company, Conyers Corporate Services (Bermuda) Limited. The Company incurred no fees in 2018
(2017; US$100,504) for services performed by Conyers Dill & Pearman Limited in respect of the change in domicite of
the company.

b} Fairfax Financial Holdings Limited

Hamblin Watsa Investment Counsel Limited (HWIC), an affiliate of Fairfax, is an investment manager to the
Company, The Company incurred and paid investment management fees to HWIC of US$3.7m (2017 US$3.7m).

26, Ultimate controliing party

The immediate parent undertaking at the year-énd is Brit Insurance Heldings Limited, & company - registered in.England
and Wales. The ultimate parent undertaking at the year-end is Fairfax Financial Holdings Limited (Fairfax), a company
which s federally incorporated and domiciled in Ontario, Canada. Copies of Fairfax consohdated accounts can be
obtained by writing ta 95 Wellington ‘Sireet West, Suite 800, Taronte, Ontario, Canada, MSJ 2N7 or by wvisiting
www.fairfax.ca,
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