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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 o8 

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:+J (441) 2951242, www.pwc.comjbermuda 

' PwC" refers to PricewatemouseCoopers Ltd. (a Bermuda llm1ted company), wh1ch is a member firm of PricewaterhouseCoopers International Limited, each member firm of 
which Is a separate lei!" I entity. "Partnef'' is a title referring to a shareholder, managing director or employee ol equivalent standing or PrlcewaterhouseCoopers ltd. 
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Brit Reinsurance (Bermuda) Limited 
STRATEGIC REPORT 

The Directors present their Strategic Report for the year ended 31 December 2018. 

Principal activities 

The principal activity of the Company is that of underwriting reinsurance business of the Brit Lim'1ted group of companies 
for which the Company holds a Class 38 licence issued by the Bermuda Monetary Authority. 

Review of business 

ltl 2018, the Company continued to write quota share and an aggregate stop loss policy on a similar bas'1s to previous 
years. No excess of loss contracts were written in 2018. 

2018 2017 
US$m US$m 

Gross premiums written 262.5 303.9 
Net premiums written 262.6 3002 

Net premiums earned 264.8 291.0 
Net claims incurred (1~·~; (~i' ~; Underwriting related expenses 20.0 16_8 
Underwriting result 70.6 24.9 
Investment return net of fees (96.0) 89.4 
Other charges . (0 2) -
(Loss) I profit before the effect of FX {25.6 114.3 
Effect of foreign exchange 14.5 8.2 
(Loss) I profit on ordinary activities before tax {11.1 122.5 

Combined ratio (excludino the effects of FX movements) 73.3% 91.4% 

The Company's 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 ordinary 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. 
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Brit Reinsurance (Bermuda) Limited 
STRATEGIC REPORT (continued) 

Review of business (continued) 

2018 has been another year of significant natural catastrophe activity, with multlple hurricanes, typhoons and wildfires, 
resulting in a terrible human impact and significant economic consequences in the regions affected. The economic loss 
estimate from these events is in the region ofUS$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. Following on from 2017, it has created the most 
costly back-to-back years on record, with insured losses for a!l events estimated at US$237bn. 

Against this backdrop, the Company's net claims incurred during 2018 amounted to US$174.2m (2017: US$249.3m). 
The Company's expenses increased by 19.0% to US$20.0 m (2017: US$16.8m), driven by increased ced'~ng 
commiss·lons. 

The net investment return, net of fees, during 2018 was a loss ofUS$96.0m or (6.1)% of average invested assets (2017: 
profit of US$89.4m or 5.9% of average invested assets), driven by losses on our equity, fund investments, and 
derivatives. 

Foreign exchange gains, net of returns 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 dollars, hence we are exposed to fluctuations in 
the values of those currencies against the US dollar. We have sought to reduce the impact on 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, reflecting Joss after tax of US$11.7m and a dividend payment of US$70.0m. 

Principal risks and uncertainties 

The information on principal risks and uncertainties is disclosed in Note 4 to the financial statements. 

This report was app~ved by the Company's Board of Directors on 28 March 2019. 

// 

/ ~· 
KGrieves 
Director 
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Brit Reinsurance (Bermuda) Limited 
DIRECTORS' REPORT 

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

Directors 

The Directors of the Company who served during the year were as follows: 

G Pewter (Independent Non-Executive Chairman of Brit Re) (Appointed 19 November 2018) 
M Cloutier (Resigned 19 November 2018) 
K Grieves (Executive) 
J Bonanno (Executive) 
M Allan (Non-Executive) 
C Garrod {Independent Non-Executive) 
J Nichols (Independent Non-Executive) 

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

Results and dividends 

The loss for the year, after taxation, amounted to US$11.7m (2017: profit of US$122.2m). 

During the year the Company paid an interim dividend of US$70.0m (2017: $15.0m). The Directors do not recommend 
the payment of a final dividend. 

Research and development 

The Company has not undertaken any research and development activities during the year. 

Financial instruments 

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

Charitable giving 

The Company is committed to supporting the communities in which it operates and charities that are meaningful to its 
employees. Our objective is to select charitable giving and community projects based on three criteria: projects 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 strategic priorities. 

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

Staff costs 

Related staff costs are disclosed in Note 10 of these financial statements. 

Environmental matters 

The Company is committed to managing and reducing its environmental impact in a cost effective and responsible way. 
Further detail on this is available in the Brit limited's annual report and accounts for the year ended 31 December 2018, 
copies of which can be obtained from The Leadenhall Building, 122 Leaden haJJ Street, London, EC3V 4AB, or by visiting 
www.britinsurance.com. 
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Brit Reinsurance (Bermuda) Limited 
DIRECTORS' REPORT (continued) 

Future developments 

The Company intends to underwrite business with companies outside of the Brit 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 relevant audit 
information, being information needed by the auditor in connection with preparing its report, of which the auditor is 
unaware. Having made enquiries of fellow Directors and the auditor, each Director has taken all the steps that he is 
obliged to take as a Director in order to make himself aware of any relevant audit information and to establish that the 
auditor is aware of that information, 

Statement of Directors' responsibilities 

The Directors are responsible for preparing the Strategic Report, Directors' Report and the financial statements ·In 
accordance with applicable law and regulations. 

Company law requires the Directors to prepare financial statements for each financial year that give a true and fair view 
of the state of affairs of the Company and of its profit or Joss for that period. In preparing those financial statements, the 
Directors are required to: 

.. select suitable accounting policies and apply them consistently; 

'" make judgements and estimates that are reasonable and prudent; 

.. state whether applicable accounting standards have been followed, subject to any material departures disclosed 
and explained in the financial statements; and 

'" prepare the financial statements on the going concern basis unless it ls inappropriate to presume that the 
Company will continue in business. 

The Directors are responsible for keeping proper accounting records Which disclose with reasonable accuracy at any 
time the financial position of the Company and to enable them to ensure that the financial statements comply with the 
UK Companies Act 2006 and The Bermuda Insurance Act 19-78. They are also responsible for safeguarding the assets 
of the Company and hence for taking reasonable steps for the prevention and detection of fraud and other irregularities. 

Independent Auditor 

PricewaterhouseCoopers LLP remain in office as the Company's auditor. 

This report was ~pt'C(v'"ed by the Company's Board of Directors on 28 March 20i9. 
/~ 

;f ~~ 
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: 

• the income statement for the year ended December 31, 2018; 

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

• the statement of changes in equity for the year then ended; and 
• 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 (44J) 295 2000, F:+1 (441) 2951242, www.pwc.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: 

• 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. 

• 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. 

• 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. 

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 

2o1s I 2017 

Note US$m US$m 

Gross premiums written 6 262.5 303.9 

Outward reinsurance premiums 6 0.1 (3.7) 

Net premiums written 6 262.6 300.2 
" 

Change in the gross provision for unearned premiums 6 3.5 (8.3) 

Change in the proVision for unearned premiums, reinsurers' share 6 (1.3) (0.9) 

Net change in the provision for unearned premiums 2.2 (9.2) 

Earned premiums, net of reinsurance 6 264.8 291.0 

Allocated investment return transferred from the non-technical 5 (96.0) ' 89.4 
account 

168.8 380.4 
---· ··-----------+---

Claims incurred, net of reinsurance: ' 
Claims paid: I - Gross amount 7 (21~L (140 1: 

- Reinsurers' share 

Net claims paid (211.9) ! (140.1) 

I Change in the provision for claims: 

- Gross amount 7 37.7 (109.2) 

- Reinsurers' share - -
Net change in the provision for claims 37.7 (109.2) 

-
Claims ihcurred, net of reinsurance 7 (174.2) (249.3) 

Net operating expenses 9 (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 to 44 form part of these financial statements. 
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Brit Reinsurance (Bermuda) Limited 
INCOME STATEMENT for the year ended 31 December 2018 

NONMTECHNICAL ACCOUNT 

' ! 

2018 2017 

Note US$m US$m 
I 

Balance on the technical account for general business (10.9) 122.5 

-
Investment Income 24.4 16.4 

' 
Unrealised (losses) I gains on investments (93.7) 53.8 

Realised (losses) I gains on investments (22.8) 23.4 

Investment expenses and charges (3.9) I (4.2) 

Net investment return 5 (96.0) 89.4 

Allocated investment return transferred to general business technical 
account 96.0 (89.4) 

Other charges (0.2) -

(Loss) I profit on ordinary activities before taxation 111.1) I 122.5 

Tax on ordinary activities 11 (0.6) (0.3) 

! {loss) f pro~t for th_e 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 statements. 
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Brit Reinsurance (Bermuda) Limited 
STATEMENT OF FINANCIAL POSITION as at 31 December 2018 

2o18 I 2017 

Note US$m US$m 

Assets 

Investments: 

Financial investments 12 1,459.4 1,479.7 

Derivative assets 13 1.4 8.9 
--

1,460.8 1,488.6 
' Reinsurers' share of technical provisions: I 

Provision for unearned premium 6 - 1.3 

I - 1.3 

Debtors: 

Debtors arising out of reinsurance operations 77.2 122.5 

Amounts due from Group Undertakings 14 0.5 89.5 

Other debtors 15 8.2 4.7 

85.9 216.7 

Other assets: 

Cash at bank and in hand 60.8 44.7 
-

60.8 44.7 

Prepayments and accrued income: 

Deferred acquisition costs 17 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. 
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Brit Reinsurance (Bermuda) Limited 
STATEMENT OF FINANCIAL POSITION as at 31 December 2018 

2018 2017 

Note US$m US$m 

Equity and liabilities 

CapitaJ and reserves: I 
Called up share capital 16 609.21 

60R2 

Retained earnings 380.0 298.3 

Total capital and reserves 907.5 989.2 

Technical provisions: 

Provision for unearned premium 6 96.8 101.6 

Claims outstanding 7 602.1 664.0 

698.9 765.6 

Creditors: 

Derivative liabilities 13 11.0 1.0 

Other creditors 18 1.0 2.3 

Accruals & Deferred income 0.3 0.3 

Other provisions 19 0.2 -
12.5 3.6 

Total liabilities 711.4 769.2 

Total equity and liabilities 1,618.9 1,758.4 

The financial statements on pages 9 to 44 were approved by the Board of Directors on 28 March 282019 and signed 
on its behalf by; 

K Grieves 
Director 

c!r.hYfrV 
irector 

The notes on pages 14 to 44 form part of these financial statements. 
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Brit Reinsurance (Bermuda) Limited 
STATEMENT OF CHANGES IN EQUITY for the year ended 31 December 2018 

Called up Retained 
Total equity 

share capital earnings 

US$m US$m US$m 

At 1 January 2018 609.2 380.0 989.2 

Loss for 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 

Of which is attributable to: 

Ordinary shareholders 609.2 298.3 907.5 

. 

' I 
! 

Called up Share Retained I 
share capital premium 

1 

earmngs Total equity 
account 

' US$m US$m 
US$m t- US$m 

At 1 JanUary 2017 
-

0.2 609.0 272.8 882.0 

l 
Profit for the financial year - - 122.21 122.2 

Dividend paid during the year . - (15.0) (15.0) 
! 

Reclassification of shares 609.0 (609.0)1 - -
At 31 December 2017 609.2 

·----~L- 380.~ 989.2 

·--
Of which is attributable to: i i 
Ordinary shareholders 609.2 -I 380.0 989.2 

The notes on pages 14 to 44 form part of these financial statements. 
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Brit Reinsurance (Bermuda) Limited 
NOTES TO THE FINANCIAL STATEMENTS 

1. Structure of the Company 

The Company's change in domicile to Bermuda in 2017 resulted in the dissolution of its structure as a protected cell 
company. On 28 November 2017, the Company was incorporated in Bermuda as a Class 38 reinsurer in accordance 
with the provisions of The Bermuda Insurance Act 1978. 

The registered office of the Company is 2 Church Street, Clarendon House, Hamilton 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 December 
2018. The financial 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 loss and in accordance with 
Financial Reporting Standard 102 (FRS 102) and Financial Reporting Standard 103 (FRS 103), being applicable United 
Kingdom Generally Accepted Accounting Practice (UK GMP). 

On 7 December 2017, the Company transitioned from Gibraltar Generally Accepted Accounting Practice (GGMP), 
Gibraltar Financial Reporting Standard 102 (GFRS 102) and Gibraltar Financial Reporting 103 (GFRS103) to UK GAAP. 
There were no changes in accounting policies arising from the transition to UK GAAP and there was no effect to the 
reported financial position and financial performance. 

Legislation applied in the preparation of these financial statements includes the Bermuda Insurance Act 1978 and the 
UK Companies Act 2006. 

The financial statements are presented in US dollars (US$) which is the Company's functional currency and rounded to 
the nearest US$0.1 m. Items included in the annual financial statements are measured using the functional currency 
which is the primary economic environment in which the Company operates. 

The financial statements for the year ended 31 December 2018 were approved for issue by the Board of Directors on 
28 March 2019. 
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Brit Reinsurance (Bermuda) Limited 
NOTES TO THE FINANCIAL STATEMENTS 

3. Principal Accounting Policies 

The following accounting policies have been consistently applied in dealing with items which are considered material in 

relation to the Company's financial statements: 

a) Underwriting, activities 

(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 not yet receivable 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, ext::ept for those contracts where the period of risk 
differs s"1gnificantly from the contract period. Premiums are recognised over the period of risk in proportion to the 
amount of reinsurance protection provided. Reinstatement premiums are accreted to the income statement on a 
pro rata basis over the term of the original policy to which they relate. 

(ii) Unearned premiums represent the proportion of premiums written in the year that relate to unexpired terms of 
policies in force at the statement of financial position- date, generally calculated on a time apportioned basis. The 
movement in the provision is taken to the Technical Account in order that premium is recognised over the period of 
the risk. 

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

(iv) Deferred acquisition costs are earned over the l'lfe of the policy to which they relate on a basis consistent with the 
earnings pattern of that policy. 

{v) Claims incurred comprise claims and claims handling costs paid in the year and changes in the outstanding claims 
provisions, including provisions for claims incurred but not reported (IBNR) and related expenses. Claims handling 
costs are mainly those external costs related to the negotiation and settlement of claims. 

(vi) Claims outstand'1ng represent the estimated ultimate cost of settling all claims (including direct and indirect claims 
settlement costs) arising from events which have occurred up to the statement of financial position date, including 
IBNR, less any amounts paid in respect of those claims. Claims outstanding are reduced by anticipated salvage 
and other recoveries. 

The urtimate cost of outstanding claims is based on statistical techniques of estimation 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 dass of business basiS. The underwriting and 
management teams conduct a quarterly review of each class of business. Claims are projected to the ultimate 
position and provision is made for known claims and claims incurred 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. Adjustments to the amounts of the claims provisions established 
in prior years are reflected in the income statement for the period in which the adjustments are made. 

(vil) Premiums and claims on reinsurance assumed are recognised in the income statement along the same basis as 
direct business, taking into 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 business being 
protected. Reinstatement premiums on both inwards and outwards business are accreted to the income statement 
on a pro rata basis over the term of the original policy to which they relate. 
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Brit Reinsurance (Bermuda) Limited 
NOTES TO THE FINANCIAL STATEMENTS 

3. Principal Accounting Policies (continued) 

b) Other Accounting Policies 

(i) Transactions in foreign currencies other than Sterling, US dollars, Canadian dollars and Euros are translated 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 oi' exchange for the period. Monetary assets and 
liabilities in currencies other than US dollars are translated at the rate of exchange ruling at 31 December of each 
year. Exchange profits or losses arising on the translation of foreign currency amounts relating to the Company's 

reinsurance operations are Included within net operating expenses in the technical account. 

(ii) Rentals under operating ]eases are charged ali a straight line basis over the lease term, even if the payments are 
not made on such a basis. Benefits received and receivable as an incentive to enter into an operating lease are 

similarly 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 future rent payments to the exphy of the lease less any future rent receipts expected to be 

received from subleasing the building. 

(iii) Provisions are liab!lities with uncertainties in the amount or timing of payments. Provisions are recognised if there 
is a present obligation as a result of past events, it is probable that an outflow of resources embodying economic 
benefits will be required to settle the obligation, and a reliable estimate of the amount of the obl!gation can be made 
at the date of the statement of financial position. Provisions are discounted for the time value 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 
liability on the statement of financial position. They are carried at amortised cost and are retranslated at each 
reporting period 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, these are maintained at historic 

rates of exchange. 

(v) Investment return comprises all investment income, realised investment gains and losses and movements in 

unrealised gains and losses, charges, dividend income and interest. Reansed gains and losses on investments 
carried at market value are calculated as the difference between net sale proceeds and purchase price and are 
recognised when the sale transaction occurs. Unrealised gains and losses on investments represent the difference 
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 unreallsed gains, 
and losses recognised in earlier accounting periods in respect of investment disposals in the current period. 

Investment return is initially recorded "1nthe non-technical account. A transfer is made from the non-technical account 
to the general business technical account to reflect the investment retum 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 shareholder's right to receive payment is established, 

(vi) The Company has designated on initial recognition "1ts financial assets held for investment purposes (investments) 
at fair value through profit or loss (FVTPL). This is in accordance with the Company's documented investment 
strategy and consistent with investment risk being assessed on a portfono basis. Information relating to investments 
is provided internally to the Directors of the Company and management on a fair value basis. 

The fair values of quoted financial investments are based on current bid prices. If the market for an investment is 
not active, the Company establishes fair value by using valuation techniques such as recent arm's length 
transactions, reference to similar nsted investments, discounted cash flow models or option pricing models. 
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Brit Reinsurance (Bermuda) Limited 
NOTES TO THE FINANCIAL STATEMENTS 

3. Principal Accounting Policies (continued) 

b) Other Accounting Policies (continued) 

Gains and losses on investments designated as FVTPL are recognised through the income statement. Investments 

are held on the Statement of financial position at fair value. 

(vii) Financial assets and financial Habillties are recognised when the Company becomes a party to the contractual 

provisions of the contract 

A financial asset is derecognised when either the contractual rights to the asset's cash flows expire, or the asset is 
transferred and the transfer qualifies for derecognition under a combination of risks and rewards and control tests. 

A financial liability is derecognised when it is extinguished which is when 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 date that the 
Company's commits to purc_hase or sell the asset Regular way purchases 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 investments are carried at amortised cost Jess impairment. If the carrying value of such 
an asset is impaired, it is reduced to the recoverable amount by an immediate charge to the income statement. The 
recoverable amount is the higher of an asset's fair value Jess costs to sell and value in use. 

(vHi) Derivative financial instruments are initially and subsequently measured at their fair value with movements in 
the fair value being immediately recognised in the income statement. Fair values are obtained from quoted market 
prices, discounted cash flow models, risk models and option prfdng models as appropriate. 

(ix) Taxation charged is based on the taxable profits for the accounting period. 

(x) Deferred tax is recognised in respect of all significant timing differences that have originated but not reversed at the 
statement of financial position date where transactions or events have occurred at that date that will result in an 
obligation to pay more, or right to 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 
financial position date. Deferred tax assets are recognised only to the extent that the Directors consider it more 
likely 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 recognised in the financial statements in 
the period in which they are declared in general meeting or by the member passing a written resolution. Interim 
dividends or capita! distributions are recognised when they are paid. 

(xii) 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 reference to 
the fair value of the awards made at the grant date. 

At the date of each statement of financial position, the Company revises its estimate of the number of equity 
instruments that are expected to Pecome exercisable and "1t recognises the impact of the revision of original 
estimates, if any, in the income statement. Where awards have been granted by a parent company and are therefore 
treated as equity settled a corresponding adjustment is made to equity over the remaining vesting period. 

Where the awards have been granted by the Company and are therefore treated as cash~settled, a liabiflty is 
provided for settlement of the awards. The corresponding adjustment arising on a revision of the original 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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Brit Reinsurance (Bermuda) Limited 
NOTES TO THE FINANCIAL STATEMENTS 

3. Principal Accounting Policies (continued) 

c) Judgements and key sources of estimation uncertainty 

The preparation of the financial statements requires management to make judgements, estimates and assumptions 
that affect the amounts reported for assets and liabillties as at the statement of financial position 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 
critical 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 settle such claims. Significant areas requiring estimation and 
judgement include: 

• Estimates of the amount of any !lability in respect of claims notified but not settled and. incurred but not reported 
claims (IBNR) to be included within provisions for inwards insurance and reinsurance contracts; 

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

• The recoverabllity of amounts due from reinsurers; and 
• Estimates of the proporf1on of exposure which has expired in the period as represented by the earned proportion 

of premiums written. 

Financial Investments 

Financial investments are carried in the statement of financial position at fair value. The carrying amount of financial 
investments at the date of the statement of financial position was US$1 ,459Am (2017: US$1 ,479.7m). Determining 
the fair value of certain investments requires estimation. 

The Company value investments using designated methodologies, estimations and assumptions. These securities, 
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 fair value hierarchy gives the highest priority to 
quoted prices in active markets for identical assets or liabilities (level one); the middle priority to fair values other 
than quoted prices based on observable market information (level two); and the lowest priority to unobservable 
inputs that reflect the assumptions thatthe Company considers market-participants would normally use (level three). 
To the extent that valuation is based on models or inputs that are unobservable 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 
December 2018, financial investments amounting to US$96.2m (2017: US$108.8m} were classified as level three. 

Also included within financial investments are the Company's investments in two Bermuda-based structured vehicles 
consolidated by the Brit Group, Sussex Capital Limited and Versutus IL The Company has considered whether it is 
necessary to consolidate these vehicles under the requirements set out in FRS 102 in respect of special purpose 
entities. In particular, this involves a consideraf1on of whether an investment g'1ves 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 vehicle are set up specifically for, or are preferential 
to, the Company. On the basis that the vehicles have been established by the Group for the principal benefit of 
external investors, and that either the Company is a minority investor 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 in 
the vehicles are instead recorded at market value. 
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Brit Reinsurance (Bermuda) Limited 
NOTES TO THE FINANCIAL STATEMENTS 

4. Risk management policies 

4.1 Risk management overview 

The Company's activities expose it to 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 
quantitative and qualitative perspective. 

The risks arising from any of the business activities are managed in line with 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 appetite and provides a consistent methodology and structure to the way in which the risks are identified, measured 
and managed. 

The key elements of the RMF are set out below: 

• Identification: Risk events, risks and relevant controls are identified, classified and recorded in the risk register. 
This is a continuous process which considers any emerging and exisf1ng risks. 

• Measurement: Risks are assessed and quantified and controls are evaluated. This is done through a 
combinaf1on of stochastic modelling techniques, stress 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 
business is managed. 

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

The ownership of many of the day-to-day activities is delegated to the relevant risk committee and members of the r"lsk 
management team. The key categories of l'isk include: insurance, market, credit, liquidity and operational risks defined 
in line with GAAP requirements. 

The key governance bodies of the Company in the risk management process are set out below. 

• The Board, which is responsible for setting business and risk strategy and ensuring the principal risks and 
uncertainties facing the Company are managed; 

• The Committees of the Company, including the Risk Oversight Committee and the Audit Committee; and 

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

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

4.2 Insurance risk 

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

This risk arises due to the possibility that insurance 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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Brit Reinsurance (Bermuda) Limited 
NOTES TO THE FINANCIAL STATEMENTS 

4. Risk management policies (continued) 

4.3 Underwriting risk 

This is the risk that the insurance premiums will not be sufficient to cover the future losses and associated expenses. It 
arises from the fluctuations in the frequency and severity of financial losses incurred through the underwriting process 

by the Company as a result of unpredictable events. 

The Company has developed underwriting guidelines, limits of authority and business plans which are binding upon all 
staff authorised to underwrite. The Underwriting Authority and Referral Criteria, in cohjunction with Authority Letters, 
establish the guiding general principles and conditions to which the Underwriters must conform. Line size limits are in 

place with additional restrictions in place on catastrophe exposed business and types of business which may be written. 

The technical pricing framework ensures that the pricing process in the Company is appropriate. It ensures pricing 
methodologies are demonstrable and transparent and that technical (or benchmark) prices are assessed for each 
excess of loss risk written into the Company. The underwriting and actuarial functions work together to maintain the 
pricing model and assess the difference betvveen technical price and actual price. The framework also ensures that 
sufficient data is recorded and checked by underwriters to enable the Company to maintain an effective rate monitoring 
process. 

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

In order to limit risk, the number of reinstatements per policy is limited, deductibles are imposed and policy exclusions 
are applied. 

Underwriting risk profile 

The underwriting strategy includes a diverse and balanced portfolio of risks. This portfolio is assessed as part of the 
business p!ann'~ng 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 (Joss)/profit before tax is sensitive to an independent 1% change in the net claims ratio for each class of 
bus·lness as follows: 

31 December 2018 31 December 2017 
Category 

US$m % US$m % 

Quota Share 1.8 69% 1.9 66%' 

Excess of Loss 0.1 3% 0.3 10% 

Stop Loss 0.7 28% 0.7 24% 

Total 2.7 100% 2.9 100% 

Reinsurance 

The Company purchased 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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Brit Reinsurance (Bermuda) Limited 
NOTES TO THE FINANCIAL STATEMENTS 

4. Risk management policies (continued) 

4.4 Reserving risk 

This is the risk that the actual cost of losses for obligations incurred before the valuation date will differ from expectations 
or assumptions 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 liabilities and are inherently uncertain. The Management Committee 
chaired by the Finance Director is responsible for the management of the reserving risk for the Company. 

The Company has a rigorous process for establishing reserves for insurance claim liablllties and a number of controls 
are used to mitigate reserving risk. The claims policy sets out the approach to management of claims risk, In particular, 
this deals with notification, validation of policy terms and conditions, investigations and use of adjusters, assessors and 
other experts, setting of provisions for case estimates, negotiation and settlement of claims, claim authorities, the peer 
review process, file management, review and extemal audits, suspicious and disputed claims 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 underwriting, claims management and exposure management to ensure that they 
have a full understanding of emerging claims experience. 

The Reserving policy sets out the approach to 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 committee is used as a basis for the Company's financial statements. The 
reserves in the financial statements are presented to the Audit Committee who recommend the reserves to the Board 
for ultimate sign off. 

4.5 Investment risk management 

Introduction 

This section describes the Company's approach to managing its investment risk, from both a quantitative and a 
qualitative perspective. Investment risk includes market risk {which is covered in section 4.6), investment credit risk 
{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 responsibUilyfor determining the investment strategy, Including 
defining the risk tolerance. This is achieved through investment policies and guidelines, 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 Hamblin Watsa Investment Counsel Ltd. (HWIC) and a selection of other third 
party Investment Managers. 

The Risk Oversight Committee ensures that the investment risk is managed within the framework and also 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 portfolio composition, performance, forecasting and the results of stress and 
scenario tests. Any operational issues and breaches to the risk appetite framework are reported to the Risk Oversight 
Committee and the Board. 
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4. Risk management policieS (continued) 

4.5 Investment risk management {continued) 

Risk tolerance 

Investment risk tolerances are set by the Board, defining the Company's appetite to investments, solvency risk, currency 
risk and liquidity risk. The appetite for these elements of investment risk is derived from the overall risk appetite and 
business strategy of the Company and reflects a number of factors, including the current and expected economic 
climate, capital management strategy, liquidity needs and asset liability matching (ALM) policy. The investment risk 
tolerance· helps determine 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 coilsidered by both currency and duration profile in relation to the liabilities thereby managing the impact of 
foreign exchange and interest rate risk on the solvency position. 

Under this strategy, the assets are sought to be held in proportion to the currencies of the technical provisipns. 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 forvvard contracts in the respective 
currencies. The investment guidelines stipulate duration limits and the posifloning and sensitivity for both the asset and 
solvency position is reported quarterly. 

Investment management 

The investment management strategy is delivered through outsourced Investment Management Agreements (!MAs) 
with HWIC and a selection of other third party Investment managers. The !MAs prescribe the investment parameters 
within which HWIC and the other managers are permitted to make asset allocation decisions on behalf of the Company. 

The Company's investment policy detail the parameters, roles and responsibilities relating to the management of the 
investment portfolio. 

4.6 Market risk profile 

Introduction 

Market risk is 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 rfsk: interest rate risk, currency risk and other price risk. Credit 
risk on financial investments and cash is covered in the credit risk section. 
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4. Risk management policies (continued) 

4.6 Market risk profile (continued) 

Interest rate risk 

Interest rate risk is the risk that the fair value and/or 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 portfolio and cash and 
cash equivalents. The sensitivity of the price of these financial exposures ·,s lndicc:ited by thelr respective durations. This 

is defined as the modified duration which is the change in the price of the security to a 100 basis points parallel shift in 
interest rates. The longer the duration of a security, the more sensitive 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 below: 

As at 31 December 2018 
Duration 

Assets Statement 
of Up to a 1-3 years 3-5 years 

OverS 
Equities Total 

financial year years 
position 

US$m US$m US$m US$m US$m US$m US$m 

Financial investments 1,459.4 670.1 417.0 161.3 22.5 188.5 1,459.4 

Derivatives 1.4 1.0 - - 0.4 - 1.4 

Cash at bank and -m hand 60.8 60.8 - - - - 60.8 

·------· 
1,521.6 731.9 417.0 161.3 22.9 188.5 1,521.6 

As at31 December 2017 
Duration 

Assets 
Statement 

Up to a Over 5 of financial 1-3 years 3-5 years Equities Total 
position year years 

US$m I US$m US$m US$m US$m US$m US$m 

Financial investments 1,479.7 1,248.7 10.5 3.7 18.0 198.8 1,479_71 

Derivallves 8.9 8.9 . . . . 8.9 

Cash at bank and ill hand 44.7 44.7 . . . . 44.7 

1,533.3 1,302.3 10.5 3.7 18.0 198.8 1,533.3 

The duration of the investment portfolio is set within an allowable range relative to the targeted duration. 

As the claims liabilities are measured on an undiscounted basis, the reported liab"rlities are not sensitive to changes in 
interest rates. This leads to the conflict between targeting a longer duration to protect the solvency position against 
movements in interest rates, whilst a shorter duration for the assets will redUce the possible volatility around the income 
statement. 
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4. Risk management policies (continued) 

4.6 Market risk profile (continued) 

Sensitivity to changes in investment yields 

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

rm~.-------------------------=~·---··~=o=----------, (US$m) Impact on profit before tax 

Increase 

25 basis points 

50 basis points 

100 basis points 

2018 

(3.5) 

(7.1) 

(14.2) 

2017 

(0.51 

(1.1 I 
(2.1 I 

Decrease 1 

25 basis points 3.5 j 
so basis points 7.1 1 

LC10~0~b~a=s=is~p=o~in~ts:_ _____________ . ___ . ____ 1~4~.20i ________ .___ 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 liabiflties for each of the main currencies. Company capital is held in 
proportion to the liabilities, to minimise the impact on solvency and distributable earnings from movements in exchange 
rates. The sp!it of assets and liabilities for each of the Company's maln currencies, converted to US Dollars, is set out 

in the tables below: 

··----- -
Converted US$ millions GBP£ US$ CAD$ EUR€ 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 16.2 711.4 

Net assets excluding the effect of derivatives (190.0) 1,033.9 38.0 25.6 907.5 

Adjustment for fOreign exchange derivatives 353.1 (275.21 (48.51 (29.41 -
Adjusted net assets 163.1 758.7 (10.51 (3.81 907.5 

As at 31 December 2017 
--=--- . -
Total assets 304.0 1,334.2 54.5 65.7 1,758.4 

Total JiabUities (516.7) (230.61 (11.4) (10.51 (769.21 

Net assets excluding the effect of derivatives (212.71 1,103.6 43.1 55.2 989.2 

Adjustment for foreign exchange derivatives 424.7 (336.1) (38.21 (50.41 -
Adjusted net assets 212.0 767.5 49 4.8 989.2 
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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 relative 
to the liabilities), should the US dollar strengthen against these currencies. 

The Company matches its currency position so holds net assets across a number of currencies. 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 shareholder, against 
variation in foreign exchange rates. As -a result, the Company holds a significant proportion of its assets in foreign 
currency investments. 

Foreign currency forward contracts are used to achieve the desired exposure to each currency. From time to time the 
Company may also choose to utilise options on foreign currency derivatives to mitigate the risk of reported losses due 
to changes in foreign exchange rates. The degree to which options are used is dependent on the prevailing cost versus 
the perceived benefit to shareholder value from reducing the chance of a reported ross due to changes in foreign 
currency exchange rates. 

Sensitivity to changes in foreign exchange rates 

The table below gives an indication of the impact on profit of a percentage change movement in the relative strength of 
the US dollar against the value of Sterling, Canadian dollar, Australian dollar and Euro simultaneously. The analysis is 
based on information as at 31 December2018. 

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

US dollar weakens 

10% against other currencies 14.9 22.2 
20% against other currencies 29.8 443 

US dollar strengthens 

10% against other currencies (14.9) (22.2) 
20% against other currencies (29.8) (44.3) 

The effect on shareholder'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 future cash flows of a financial instrument will fluctuate because of changes in market 
prices (other than those arising from interest rate risk or currency risk), whether those changes are caused by factors 
specific to the ind'iv'idUal financial instrument or its issuer, or factorS affecting all similar financial instruments traded in 
the market. 

F1nandal assets and derivatives that are recognised at their fair valUe are susceptible to losses d'ue to adverse changes 
in their prices. This is known as price risk. 

Us ted investments are recognised in the financial statements at quoted bid price. If the market for the investment is not 
considered to be active, then the Company establishes fair valuation techniques. This includes using recent arm's length 
transactions, reference to current fair value of other similar investments, discounted cash flow models and other 
valuation techniques that are commonly used by market participants. 

The prices affixed and floating rate income securities are predominantly impacted by currency, interest rate and credit 
risks. 

The Company invests a proportion of its assets in equities and UC!TS. 

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. 

(US$m) Impact on profit before tax I 
2018 2017 

10% 50.0 I 65.3 
20% 100.1 130.6 
30% 150.2 I 196.0 

10% (50.0) I (65.3) 
20% (100.1) 

I 
(130.6) 

30% (150.2) (196.0) 

Increase in fair value 

Decrease in fair value 

The effect on shareholder's equity would be the same 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 instrument will cause a financial Joss for the other party by failing to discharge 
an obligation. 

Investment credit risk management process 

The Management Committee chaired by the Finance Director is responsible for the management of investment credit 
risk. The Investment Risk Framework and Investment policy set out dear limits and controls around the level of 
investment credit risk. The Company has establiShed concentration guidelines 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 <iddition, 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 credit risk exposures for the Company is set out in the tab!es be!ow: 

As at 31 AAA. AA A BBB Equities P1 ·--?2 Not Total 
December 2018 ond rated 

below 

US$m us$m US$m US$m US$m US$m US$m US$m US$m 

Financial investments 347.7 230.1 168.2 220.0 188.5 - - 304.9 1,459.4 

Derivatives - - - - - - . 1.4 1.4 

Cash at bank and in hand - 51.1 9.7 . . . - - 60.8 ·--· 

Total 347.7 281.2 177.9 220.0 188.5 306.3 1,521.6 

AAA 
-

AA ·-A· "f:i·2~---r:IOt Total As at 31 BBB Equities P1 
December 2017 ond rated 

below 

US$m US$m US$m US$m US$m US$m US$m US$m US$m 

Financial investments 411.5 548.0 43.0 19.5 198.8 - - 258.9 1,479.71 

' ' Derivatives - - - - - - - 8.9 8,9 

Cash at bank and in hand 3.9 - 1.9 6.4 - 32.5 - - 44.7 

Total 415.4 548.0 44.9 25.9 198.8 32.5 - 267.8 1,53g 
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4.10 Liquidity risk 

This is the risk the Company may encounter difficulty in meeting obligations associated with financial liabilities that are 
settled by delivering cash or another financial asset. The predominant 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 Comp·any also limits the amount of investment in illiquid securities in llne with the Liquidity policy set by the Board. 
This involves ensuring sufficient liquidity to withstand claim scenarios at the extreme end of bus'1ness plan projections 
by reference to modelled Realistic Disaster Scenarios. 

As at 31 December 2018 

Fair values 

Assets Statement Up to a 1-3 3-5 OverS Equities Total 
of financial year years years years 

position 

US$m US$m US$m US$m US$m US$m US$m 

Financial investments 1,459.4 670.1 417.0 161.3 22.5 188.5 1,459.4 

Derivatives 1.4 1.0 - - 0.4 - 1.4 

Debtors arising out of 77.2 77.2 - - - - 77.2 
reinsurance operations 

Amounts due from group 0.5 0.5 - - - - 0.5 
Undertakings 

Cash at bank and in hand 60.8 60.8 - - - - 60.8 

1,599.3 809.6 417.0 161.3 22.9 188,5 1,599.3 

Undiscounted values 

Liabilities Statement Up to a 1-3 3-5 OverS Equities Total 
of financial year years years years 

position 

US$m US$m US$m US$m U5$m US$m US$m 

Claims outstanding 602.1 104.9 235.7 138,1 123.4 - 602.1 

Derivatives 11.0 11.0 - - - - 11.0 

Other creditors 1.0 I 1.0 - - - - 1.0 

Provisions 0.2/ 0.2 - - - - 0.2 

614.3 106.1 235.7 138.1 123.4 - 614.3 
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4. Risk management policies (continued) 

4.10 Liquidity risk (continued) 

As at 31 December 2017 

Assets Statement Up to a 1-3 
of financial year years 

posUlon 

US$m US$m US$m 

Financial investments 1;479.7 1,248.7 10.5 

Derivatives 8.9 8.9 . 

Debtors arising out of 
reinsurance operations 122.5 122.5 -

Amounts dUe from group 89.5 89.5 -
Undertakings 

Cash at bank and in hand 44.7 44.7 -

1,745.3 1,514.3 10.5 

Liabilities Statement Up to a 1-3 
of financial year years 

position 

US$m US$m US$m 

Claims outstanding 664.0 125.5 247.6 

Derivatives 1.0 1.0 -
Amounts owed to group I 

' undertakings 1.1 1.1 -
Other creditors 1.2 1.2 -

667.3 128.8 247.6 

~ 29 ~ 

Fair values 

3-5 OverS Equities Total 
years years 

US$m US$m US$m US$m 

--
3.7 18.0 198.8 1,479.7 

- - - 8.9 

- - - 122.5 

- - - 89.5 

- - - 44.7 

3.7 18.0 198.8 1,745.3 

Undiscounted values 

3-5 Overs Equities Total 
years years 

US$m US$m US$m US$m 

-
203.5 87A - 664.0 

- - - 1.0 

- - - 1.1 

- - - 1.2 

203.5 87.4 - 667.3 
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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 regulatory 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 output of the regulatory approved internal model which reflects 

the risk profile of the business. The policy requkes capital to be held we!! in 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 
environment to ensure its capital strength is maintained whilst optimising risk adjusted returns. 

The Company seeks to hold capital resources at an appropriate level of capital for the business and provides 

management' with: 

• The flexibility to absorb major losses while still being in a position to take advantage of subsequent market 
dislocations; 

• The ability to pursue opportunity-driven growth in our core business; and 
o 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. AU 
requirements have been complied with during the year by the Company. 

Under the Bermuda Insurance Act 1978, the Company is required to maintain at aU times a minimum level of statutory 
capital and surplus. The Company's available capital consists of ordinary share capital and retained earnings, which 
amounted to US$907.5m as at 31 December 2018 (2017; US$989.2m). This represented a surplus of US$295.6m 
{2017: US$455.0m) over regulatory requirements, being the 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. Net Investment return 

Year ended 31 December 2018 

Investment 
income 

US$m 

Equity securities 2.9 

Debt securities 14.0 

Specialised investment funds 4.4 

DeriVaflves -

Cash and cash equivalents 3.2 

Total investment return before expenses 24.4 

Investment management expenses -
Net investment return 24.4 

Year ended 31 December 2017 

Investment 
income 

f-gqUity securities 
US$m 

1.7 

Debt securities 6.7 

Specialised investment funds 5.2 

Derivatives -
Cash and cash equivalents 2.8 

Total investment return before expenses 16.4 

Investment management expenses -
Net investment return 16.4 
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Net Total 
Net realised unrealised investment 

(losses)/gains losses return 
US$m US$m US$m 

(3.2) (36.7) (37.0) 

0.9 (3.2) 11.7 

(6.3) (37.2) (39.1) 

(14.2) (16. 7) (30.9) 

- - 3.2 

(22.8) (93.7) (92.1) 

- - (3.9) 

(22.8) (93.7) (96.0) 

Net Total 
Net realised unrealised investment 

gains/(losses) gains/(losses) return 
US$m US$m US$m 

2.3 22.9 26.9 

(0.2) 2.3 8.8 

5.3 29.0 39.5 

16.0 (0.4) 15.6 

- - 2.8 

23.4 53.8 93.6 

- - (4.2) 

23.4 53.8 89.4 
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6. Provision for unearned premium 

Balance at 1 January 2018 

Premiums written in the year 

Premiums earned in the year 

Change in provision for unearned premium 

Effect of movement in exchange rates 
. . 

Balance at 31 December 2018 

Balance at 1 January 2017 

Premiums written in the year 

Premiums earned in the year 

Change in provision for unearned premium 

Effect of movement in exchange rates 
- ---· 

Balance at 31 December 2017 

Gross Reinsurers' 
share 

US$m US$m 

101.6 (1.3) 

262.51 0.1 

(266.0) 1.2 

(3.5) ! 1.3 
i 

(1.3) i -
. -

96.8 -

Gross 1 Reinsurers' 

I share 

US$m I US$m 
I 

88.51 (2.2) 

303.91 (3.7) 

(295.6) 1 4,6 

·~I 0.9 

4.8' -
• 

101.6 I {1.3) 

All net premiums for the current year and the prior year relate to reinsurance acceptances. 

7. Claims outstanding 

Gross 1 Reinsurers' 

' share 

US$m I US$m 
I 

Balance at 1 January 2018 664.0 1 -
Claims incurred in current underwriting year 110.3 i -
Claims incurred in prior underwriting years 63.8 \ -
Claims paid in the year (211.9) j 

I 
-

Change in provisions for claims (37.7) 1 -
Effect of movement in exchange rates {24.1) ! -
Balance at 31 December 2018 602.1 \ -
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Net 

US$m 

100.3 

262.6 

(264.8) 

(2.2) 

(1.3) 

96.8 

Net 

US$m 

86.3 

300.2 

{291.0) 

9.2 

4.8 
---

100.3 

Net 

US$m 

664.0 

110.3 

63.8 

(211.9) 

(37.7) 

24.1) 

602.1 
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7. Claims outstanding (continued) 

Balance at 1 January 2017 

Claims incurred in current underwriting year 

Claims incurred in prior underwriting years 

Claims paid in the year 

Change in provisions for claims 

Effect of movement in exchange rates 

Balance at 31 December 2017 

8. Insurance and reinsurance contracts 

Assumptions and changes in assumptions 

Process used 'to decide on assumpUons required 

Gross I 
I 

US$m 

510.0 

133.3 ' 
I 116.0 i 
i 

(140.1) I 

109.2 

44.8 ! 

es4.o 1 

Reinsurers' Net 
share 
US$m US$m 

- 510.0 

- 133,3 

- 116.0 

- (140.1) 

- 109.2 

- 44.8 

- 664.0 

The risks associated with these insurance liabilities and in particular with casualty insUrance are complex and subject 
to a 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-ladder 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 to 
cumulative claims data for each underwriting year that is not yet fully developed to produce an 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 techniques are less suitable in cases in which the insurer does not have a developed claims 
history for a particular class of business or for underwriting years at earty 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. The fOrmer is based on a measure of exposure such as premiums; 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 developed claims experience 
are not avallable for the projection (recent underwriting year or new classes of business). 

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

Standard statistical techniques may not be solely appropriate for assessing ultimate claims for a number of classes of 
business (e.g. casualty treaty) and particular events (e.g. natural catastrophes). therefore alternative methodologies 
may be employed to add additional rigourto the process. Examples 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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a. Insurance and reinsurance contracts (continued) 

Assumptions and changes in assumptions (continued) 

Process used to decide on assumptions required (continued) 

Jn addition to the estimation of claims reserves, certain estimates are produced for unearned premiums_ For open market 
business, earned premium is calculated at policy level. However, premium derived from delegated underwriting 
authorities is calculated by applying the 1/144ths method to estimated premiums applied to the master policy. This 
assumes that attachments to master policies arise evenly throughout the period of that master policy. 

Reinsurance outwards premiums are earned according to the nature of the cover. 'Losses occurring during' policies are 
earned evenly over the policy period. 'Risks attach'~ng' policies are earned on the same basis as the inwards business 
being protected. 

Changes in assumptions 

The Company dld not change its estimation techniques for the insurance contracts disclosed in this Note during the 
year. 

Claims development tables 

The following 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 
large increase in incurred claims in the second year, due to the premium earning pattern. 

The claims have been adjusted to make them comparable on a year-by-year basis. Claims in currencies other than US$ 
have been retranslated at 31 December 20t8 exchange rates. 

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

Estimate of cumulative gross and net incurred claims: 

US$m 2010 & 2011 2012 20131 2014 2015 2016 2017 20181 Underwriting year prior 
-,;;- ------· i 
At end of underwriting year 75.1 71.8 s3s 1 76.7 73.3 78.8 133.1 109.4 
One year later 128.8 133.7 134.41 167.2 152.3 175.4 222.8 I Two years later 133.2 140.5 141.0 168.0 161.5 186.1 
Three years later 131.0 137.5 138.5 175.6 157.5 
Four years later 132.9 141.2 142.6 166.9 
F1ve years later 129.4 143.7 135.2 
Six year later 127.4 136.4 
Seven years later 126.5 
Current estimate of cumulative 

13521 claims incurred 126.5 136.4 166.9 157.5 186.1 222.8 109.4 
Cumulative payments to date 108.9 108.7 100.4 104.7 81.6 89.2 84.0 4.5 
Gross and net outstanding I 
claims provision at 31 Dec 

138.81 104.91 2018 43.3 17.6 27.7 34.8 622 75.9 96.9 

During 2012, the Company entered '1nto a Joss portfolio reinsurance contract agreement with the RiverStone Group 
whereby the Company reinsured certain lfnes of business underwritten by Brit Insurance Limited prior to its sale by the 
Brit Group to the RiVerStone Group. During 2014, the loss portfolio reinsurance contract was commuted. Incurred claims 
relating to this contract have been excluded from the claims development table in order to make the claims comparable 
on a year by year basis. 
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9. Net operating expenses 

Acquisition costs 

Change in deferred acquisition costs 

Reinsurance commissions and profit participation 

Administrative expenses 

Foreign exchange gains 

Administrative expenses include: 

Audit of the Company annual accounts 

10. Staff costs 

Staff Costs comprise· 

Wages and salaries 

Pension contributions 

··--· . .. 

2018 2017 

US$m US$m 

12.5 14."! 

0.1 (1.2) 

3.3 (0.5) i 

4.1 4.4 

(14.5) {8.2) 

5.5 8.6 

2018 : 2017 
US$m US$m 

0.1 0.1 
• 

20181 2017 

US$m 1 US$m 

0.51 0.8 

0.1 i 0.1 

o.s I 0.9 

Included in wages and salaries are charges relating to share-based payment schemes of US$1, 173 (2017; US$3, 116). 
Pension contributions are in respect of a defined contribution pension scheme. 

2018 2017 
No. No. 

Headcount of staff were as follows: 

Management 
5 21 

Underwriting - 1 
Administration 

1 -
Average Headcount 5 4 

2o1a 2o17 1 

US$m US$m! 
Staff costs include Directors' f1iffilin6C;ra'"t"';oC:nC:aOCseit:Col"-lo;;:w::s:;c ---------~ --~----..cc="{----=='-j ,. 
Aggregate remuneration 0.5 0.5 j 

These amounts represent remuneration based on an apportionment of the Directors' time. 



Brit Reinsurance (Bermuda) Limited 
NOTES TO THE FINANCIAL STATEMENTS 

10. Staff costs (continued) 

The Directors' remuneration disclosed above includes the following amounts paid to the highest paid Director: 

Aggregate remuneration 

11. Tax on ordinary activities 

2018 I 
US$m I 

2017 
US$m 

0.3 

Undercurrent Bermuda Jaw, the Company is not requked to pay any taxes in Bermuda on either income or capital gains. 

2018 2017 -

US$m US$m 
Tax charge in the income statement: 

I 
Withholding taxes 0.6 0.31 

0.6 0.3 

Factors affecting tax charge for the year 

The tax assessed for the year is higher than the exemption from tax in Bermuda {2017: Gibraltar standard rate of 10%). 

The differences are explained below; 

2018 2017 I 

US$m US$m 

(Loss)/Profit on ordinary activities before tax (10.9) 1 122.2 
(Loss)/Profit on ordinary activities before tax multiplied by standard rate of 
corporation tax in Gibraltar of 10% (2017: 10%) -I 12.2 

Effects of: 

I nco me not taxable I 
(5.1) 

: I Branch income not taxable (11.8) 

Withholding tax suffered 0.6/ 0.5 

Prior year adjustment 
i 

(0.2) 

: I Deferred tax not provided on tax losses 4.7 

Total tax charqe on profit on ordinarv activities 0.6 0.3 

The income not taxable presented in 2017 relates to investment income in Cell 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 
Bermuda and so free of tax in Bermuda and branch profits exempt from tax in Gibraltar. 

-36-



Brit Reinsurance (Bermuda) Limited 
NOTES TO THE FINANCIAL STATEMENTS 

12. Financial investments 

Market value 
2018 

US$m 

Shares and other variable yield 460.3 
securities and units in unit trusts 

Debt securities and other fixed 999.1 
income securities 

1,459.4 

Market value 
2017 Cost2018 

US$m US$m 

653.2 507.0 
I 

826.5 sso.1 I 

1,479.7 1,497.1 

All financial·lnvestments have been designated as held at fair value through profit or Joss. 

Cost 2017 
US$m 

641.0 

805.5 

1,446.5 

The Company has class'lfied fair value measurements using a fak value hierarchy that reflects the significance of the 
inputs used in making the measurements. The fair value hierarchy comprises the following levels: 

(a) Level one- quoted prices (unadjusted) in active 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. derived from prices); and 

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

Assets are categorised as level one where fair values determined in whole directly by reference to an active market 
relate to prices which are read"lly and regularly available from an exchange, dealer, broker, industry group, pricing service 
or regulatory agency and those prices represent actual and regularly occurring 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 recurring 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 assets include; 

• Values provided 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 transactions and observable data. 

For a!l assets not quoted in an active market or for which there is no active market, the availabillty 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 to each transaction. To the extent that valuation is 
based on the models or inputs that are unobservable in the market, the determination of fa!r value requires more 
judgement. Accordingly, the degree of judgement exercised is higher for instruments classified in level three and the 
classification between level two and level three depends highly on the proportion of assumptions used, supported by 
market transactions and observable data. 
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12. Financial investments (continued) 

Valuation techniques 

Level one 

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

Level 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 inacf1ve markets 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 securities, loan instruments and certain 
specialised investment funds. 

US government agency securities are priced using valuations 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 quotes, reported trades, issuer spreads and available bids. Non US 
government agency securities are priced with OTC quotes or broker-dealer quotes. Other market observable inputs 
include benchmark yields and reported trades. 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 includes credit data as well as other observations from the market and the particular sector. Prices for all 
these securities are based on a limited number of transactions (OTC prices/broker-dealer quotes) so they are derived 
indirectly using inputs that can be corroborated by observable market data. These also include certain private placement 
corporate debt securities which are valued with the use of discounted cash flow models. 

Level two specialised investment funds contain credit opportunities funds that are valued based on the underlying assets 
in the fund on a security by security basis. A number of direct and indirect inputs such as benchmark yield curves, credit 
spreads, estimated default rates, anticipated market interest rate volatility, coupon rates and anticipated timing of 
principal repayments are considered during their valuation. 

Level three 

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

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

Level three equities include investments in limited partnerships where the fund's underlying investments are not 
traded/quoted in an active market. In some instances, limited partnerships are classified as level three because they 
may require at least three months of notice to liquidate. 

Level three specialised "investment funds include securities that are valued using techniques appropriate to each specific 
investment. The valuation techniques include fair value by reference to Net Asset Values (NAV) adjusted and issued 
by fund managers based on their knowledge of underlying investments and credit spreads of counterpart"1es. 
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12. Financial invesbnents (continued) 

Valuation techniques (continued) 

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

As at 31 December 2018 Level1 Level2 Level3 Total 
2018 2018 2018 2018 

US$m US$m US$m US$m 

Equities 85.7 25.7 77.1 188.5 

Debt securities 376.3 608.6 14.2 999.1 

Specialised investment funds 266.9 4.9 271.8 

462.0 901.2 96.2 1,459.4 

As at 31 December 2017 Level1 Level2 Level3 Total 
2017 2017 2017 2017 

US$m US$m US$m US$m 

Equities 92.1 30.2 76.5 198.8 
Debt securities 794.2 5.3 27.0 826.5 

Specialised investment funds - 449.1 5.3 454.4 

886.3 484.6 108.8 1,479.7 
-

Transfers between fair value levels 

Fair values are classified as level one when the financial instrument or derivative ls actively traded and a quoted price 
is available. In accordance with the Company's policy if an instrument classified as level one subsequently ceases to 
be actively traded, it is immediately transferred out of level one. In such cases, instruments are classified into level two, 
unless the measurement of its fair value requires the use of significant unobservable inputs, in which case it is classified 
as level three. All fair value measurements above are recurring as they are required to be measured and recognised at 
the end of each reporflng period. 

Transfers from level one to level three 

!here were US$5.1 m equity transfers from level one to level three during 2018 due to the investments no longer being 
listed. 

Transfers from level two to level one 

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

becoming observable. 

Transfers from level three to level two 

There were US$10.3m equity transfers from level three to level two during 2018 due to an increase in availability of 
observable inputs for use in their valuation. 
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13. Derivatives 

·-·· 
Derivative assets 

~~alive liabilities 

-

-

2018 2017 
US$m US$m 

-
1.4 8,9 

_ ___i!:l,!l]_ r-------~ 
(9.6) 7.9 

Derivatives are used to 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 undertakings 

2018 2017 
US$m US$m 

Deposits with Brit Insurance Holdings Limited 0.3 89.5 

Other amounts due from Gro!:!P Undertak'll}g~ 0.2 -
0.5 89.5 

L_ ----------- -

The balance with Brit Insurance Holdings Limited relates to cash deposited in the Group where interest is earned at 
above market rates. 

15. Other debtors 

r-- ··-----·-----··----· 
2018 2017 

US$m US$m 

Corporation tax 3.9 4.1 
Other debtors 4.3 0.6 

8.2 4.7 

The corporation tax is in respect of recoverable amounts due from the Gibraltar tax authorities relating to the period the 
Company was designated in Gibraltar. 
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16. Called up share capital 

2018 Authorised share capital 

Authorised Core Shares 

1,000,000,000 ordinary shares of $1 each 

2017 Authorised share capital 

Authorised Core Shares 
1,000,000,000 ordinary shares of $1 each 

USD 
$'000 

., .ooo.ooo I 

USD 
$'000 

1,000,000 

On 7 December 2017, (i) the entirety of the Company's existing authorised and issued share capital was converted into 
shares of US$1 each, (ii) the Company's authorised share capital was increased to US$1 ,000,000,000 divided into 

1,000,000,000 ordinary shares of US$1 each. Such changes were made with the consent of the Company's sole 
shareholder and in accordance with Bermuda law. 

During 2017, the Company issued ordinary shares such that the issued share capital of the Company at 31 December 
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 

$ US$m 

609,244,210 ordinary shares of $1 each 609,244,210 609.2 

~------------------------------
609,244,210 609.2 

2017 Allotted, called up and fully paid Calle~ 1 
USD up 

$ US$m 
1 

609,244,210 ordinary shares of $1 each 609,244,210 609.2 

609,244,210 609.2 
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17. Deferred acquisition costs 

At 1 January 

Costs deferred during the year 

Amortisation charge for the year 

Foreiqn exchanqe movements -
At 31 December 

18. Other creditors 

---··---- ... 

Amounts owed to Group undertakings 
Other creditors 

-

19. Oth.er provisions 

2018 2017 
US$m US$m 

6.5 5.0 

12.5 14.1 

(12.6) (12.9) 

___ (0.1) 0.3 

6.3 6.5 

2018 2017 
US$m US$m 

. 1.1 
1.0 1.2 

1.0 2.3 

Since the Company relocated to Bermuda, the Br'1t Group has been cons'ldering the future 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 
utilised during the remaining lease period and, as such, a provision has been raised for an amount of US$0.2m as at 
31 December 2018 for the remaining outstanding minimum contractual lease payments in respect of the leased 
property in Gibraltar. 

20. Operating lease commitments 

The Company entered into an operating lease arrangement on 1 August2016 to lease an office property in Gibraltar. 
The lease is for a period of 12 years with a three yearly rent review. There are break clauses at five and eight years, 
with six months' and three months' notice in advance respectively. 

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

2018 2017 
US$m US$m 

Not later than one year - 0.1 

Later than one year and not later 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 2016 (replacing an earlier 
covenant and charge arrangement) pursuant to which the Company provides funds at Lloyd's (FAL) on behalf of Brit 
UW Limited, a Group company. The Company has agreed to pay an amount not exceeding US$650.0m to. or at the 

direction of, The Society of Lloyd's (the Society) in respect of Brit UW Limited's FAL obligations. As security for the 
performance of its obligations, the Company has created a charge over Its assets in favour of the Sodety. 

The Company has granted Brit Syndicates Limited, as managing agent of Lloyd's Syndicate 2987, a security interest 
over certain funds and securities held in the collateral accounts established under a custody agreement 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 

Until5 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 control of Brit Limited passing on that date to FFHL 
Group Limited, a subsidiary of FairfaX Financial Holdings Umited (Fairfax), the awards under these Brit schemes either 
vested or were replaced with awards under a Fairfax long-term incentive plan (LTIP) (treated as equity~settled). 
Subsequent to 5 June 2015, a further L TIP (treated as cash-settled) and an employee share ownership plan (ESOP) 
(treated as equity-settled) denominated in Fairfax shares were made available to the employees of the Company. AI! of 
these schemes are deemed to fall wlthin the scope of Section 26 'Share-based payments' of FRS 102. 

The Fairfax L TIP schemes have no performance conditions and a vesting period of three to five years. The Fairfax 
ESOP has no performance conditions and no vesting period. 

The compensation cost relating to employees of the Company recognised in the income statement under FRS 102 for 
the share-based payment arrangements was US$6,736 (2017: US$17,774) of which US$1, 173 {2017: US$3, 116) was 
recognised in equity. 

For more information refer to the Brit Limited consolidated accounts, which can be obtained by writing to The Leadenhall 
Building, 122 Leadenhall Street, London, EC3V 4AB or by visiting www.britfnsurance.com. 

23. Dividends 

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

24. Disclosure exemptions 

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

• A statement of cash trows 

• A reconciliation of the number of shares outstanding at the beginning and end of the year 

• Specific information relating to share-based payment included within equivalent disclosures for the Group 
• Disclosure of key management personnel compensation 
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24. Disclosure exemptions (continued) 

The Company has been consol'ldated 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 obtained from The Leadenhall Buikf1ng, 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 Umlted Group. 

Transactions with relateQ parties that require disclosure in accordance w1th FRS 102 were as follows~ 

a) Conyers Corporate Services (Bermuda) Umited (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 & Pearmari Umited in respect of the change in domicile of 
the company. 

b) Fairfax Financial Holdings Limited 

Hamblin Watsa Investment Counsel Umited (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 controlling party 

The immediate parent undertaking at the year-end is Brit Insurance Holdings Limited, a company registered in England 
and Wales. The ultimate parent undertaking at the year-end is Fairfax Financial Holdings limited (Fairfax), a company 
which is federally incorporated and domiciled in Ontario, Canada. Copies of Fairfax consolidated accounts can be 
obtained by writing to 95 Wellington Street West, Suite 800, Toronto, Ontario, Canada, M5J 2N7 or by visfling 
www.fairfax.ca, 
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