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BrRITUW LIMITED

Strategic Report

The Directors present their Strategic Report on Brit UW Limited (the Company) for the year ended 31
December 2019.

Principal activities

The Company is registered in the United Kingdom and is an authorised corporate member of Lloyd's, providing
capacity to Brit Syndicates 2987 and 2988.

Result

The Company made a profit after tax for the 2019 calendar year of US$5.6m (2018 loss: US$164.4m).
Review of the business

The Company continued to provide 100% of the capacity of Syndicate 2987. The Company also provides
18.46% of the 2018 year of account capacity of Syndicate 2988 (2018 year of account total Syndicate capacity
£98.5m). Both syndicates are managed by another Brit Group company, Brit Syndicates Limited (BSL or the
Managing Agent). Premium income capacity of Syndicate 2987 for the open years of account was 2017:
£1,200m, 2018: £1,400m and 2019: £1,360m.

Summary of the income statement

The Company's key performance indicators (KPls) during the year were as follows:

2019 2018
US$m US$m
Gross premiums written 2,266.1 22325
Net premiums written 1,320.0 1,189.9
Earned premiums, net of reinsurance 1,305.2 1,172.8
Underwriting result © (65.5) (151.1)
Investment return @ ' 61.9 (6.3)
Other charges (17.4) (16.7)
Loss before the effect of foreign exchange (21.0) (174.1)
Effect of foreign exchange 16.8 (16.7)
Loss before tax as reported (4.2) (190.8)
Combined ratio @ 105.0% 112.9%

(i) Underwriting Result: Balance on Technical Account less the investment reiurn allocated to the Technical Account.
(i) Investment Return: Total investment return ignoring split between Technical and Non-Technical Account.
(i) Combined Ratio: Technical Account expenses (Claims Incurred Net of RI plus Net Operating Expenses over Net Earned Premium)

Financial performance

The Company'’s financial performance is discussed below:

Gross written premium 2019 2018 Movement
US$m Us$m %
Global Speciality Direct 1,728.6 1,776.6 (2.8%)
Global Speciality Reinsurance 537.5 455.9 17.9%
Total 2,266.1 2,232.5 1.4%
3




BriT UW LIMITED

Strategic Report (continued)
Syndicate 2987

Gross premium written increased by 2.4% to US$2,262.4m (2018: US$2,209.8m). Global Specialty Direct
business decreased by 1.9% to US$1,724.7m (2018: US$1,758.0m), while Giobal Specialty Reinsurance
increased by 19.0% to US$537.7m (2018: US$451.8m).

Growth in current year premiums against 2018 arose from Propenrty Facilities, Casualty Treaty and Terrorism,
largely driven by the renewal of Advent business into the Syndicate in 2019. Furthermore, targeted growth in
Cyber and Property Treaty, and new and recent initiatives including Scion (a US MGA owned by the Brit group)
and Kidnap and Ransom also contributed to the top line.

Underwriting discipline has been retained across all lines and certain, worst performing classes were exited
where believed to be inadequately priced or outside the Syndicate’s appetite. Latin American Property
Facultative Reinsurance, Casualty, Inland Marine and Engineering business were exited as well as
withdrawing from Singapore and China. This streamlining provides added focus on the Syndicate's core
markets, where there is most potential to further build meaningful scale and generate sustainable underwriting
profit.

The impact of foreign exchange resulted in a US$73.4m, or 3.4%, year-on-year increase in premium, reflecting
the movement during 2019 of the US dollar against core currencies in which the Syndicate writes business.

The retention rate for the period was 78.0% (2018: 80.2%). The retention rates achieved in 2018 and 2019
reflect the successful renewal of a profitable book of business. The reduction in 2019 resuits from the action
taken to improve the Syndicate’'s performance by discontinuing business lines which remained challenging.

The Syndicate reported an underwriting profit of US$33.5m (2018: loss US$56.9m) and a combined ratio of
97.5% (2018: 104.1%). The Syndicate benefited from more benign catastrophe experience in 2019, which
improved the combined ratio by 8.9% or US$103.9m when compared to 2018.

Net investment return for the 2019 financial year totalled US$35.9m, a 98.3% increase compared to the
previous year (2018: US$18.1m). Fixed income returns benefitted from higher yields at the turn of 2019. The
fall in yields during 2019 as the US Federal Reserve cut rates three times then boosted unrealised gains. The
equity portfolio also performed strongly, despite bouts of volatility during the year, as global indices responded
to each downturn with a more sustained upswing and along the way kept setting record highs.

Syndicate 2988

In December 2016, BSL received approval from Lloyd’s to set up Syndicate 2988 and underwrite for the 2017
year of account. Capacity for the 2018 year of account was £98.5 million (US$131.5 million), decreasing to
£98.0 million (US$125.2 million) for the 2019 year of account.

The Syndicate participates only on new and renewal business written by Brit’s Syndicate 2987 and in excess
of Syndicate 2987’s appetite. The strategy is to focus on business with a profitable track record and where
there are opportunities to underwrite business that Brit leads or where Brit has a strong market presence.

In its third year of underwriting Syndicate gross premiums written increased 3.6% to £110.4m (US$141.0m)
(2018: £106.5m, being US$142.2m). When adjusted for constant rates of exchange, premiums marginally
decreased year on year (2018 rebased at 2019 rates: £110.7m, being US$141.4m). Brit UW Limited's share
of the 2018 year of account amounted to US$3.7m.

Despite a continuation of favourable market conditions (estimated risk adjusted rate change of +5.7%), gross
premiums written fell short of expectations for the year. Action taken by Brit to withdraw from or curtail
underwriting in poorly performing lines of business was a material contributor to this variance. Further detail is
set out below.

The Syndicate reported an underwriting loss of £10.8m, being US$13.8m (2018 loss: £22.9m, being
US$30.6m) and a combined ratio of 111.4% (2018: 127.6%). The result for the year has been impacted by
lower than expected premium growth as well as reserve strengthening on prior year losses. Brit UW Limited's
share of the 2018 year of account represents US$0.5m of underwriting loss with a corresponding combined
ratio of 104.3%.
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Strategic Report (continued)

The impact of the 2019 major losses on the loss ratio was 6.1%. This compares to 25.4% in the prior year,
reflecting a return to much more normalised catastrophe experience following two years of heightened activity.

Major losses incurred by the Syndicate during 2019 again include wind-related events in both the United States
and Asia but to a far lesser extent than those experienced during 2018.

The portfolio of investments during 2019 was broadly consistent to 2018, comprising US Treasury Bills, cash,
holdings in collective investment schemes and deposits held in overseas jurisdictions as required by regulation
in order to conduct business in those regions. The Syndicate further diversified the portfolio by investing in
short term Canadian Treasury Bills during 2019. Brit UW Limited’s share of the investment return net of
investment management fees was US$172.9k.

Corporate

During the year, the Company renewed a fully collateralised reinsurance contract with a Group company, Brit
Reinsurance (Bermuda) Limited, the benefit of which is charged in favour of Lloyd’s. The outward reinsurance
premium on this contract amounted to US$78.0m (2018: US$75.1m).

Investment return was a profit of US$19.0m (2018: loss of US$32.0m) primarily being driven by equities.
Outlook

Coronavirus (COVID-19) outbreak

Overview

The COVID-19 pandemic is a global crisis, the like of which has not been seen for generations. As well as the
devastating human cost, it has created an extraordinarily significant amount of global disruption and economic
uncertainty, with the impact on the global economy likely to be felt for many years to come.

Brit’s operational response

Our immediate priorities as the crisis emerged were to ensure the safety of our employees and continuity of
our service to our clients and brokers. All our offices were quickly and successfully able to move to remote
working using our robust IT estate and systems and have maintained a continuity of service to our clients,
remaining fully open for business throughout the lockdown period. Our underwriters have been actively
engaging with clients and brokers, delivering market-leading responsiveness. Our Claims team continues to
service our policyholders in these challenging circumstances, proactively working with our TPAs to ensure
claims continue to be handled promptly and to our usual high standards.

Impact on the Brit Group

For Brit and the wider insurance market, the first half of 2020 proved to be very challenging, with results heavily
impacted by the COVID-19 pandemic and its impact on insurance, investment and currency markets. The
financial impact of COVID-19 on the Brit Group during the six months ended 30 June 2020, which includes the
results of Brit UW Limited, is set out in its 2020 Interim Report which is available at www.britinsurance.com.

Preserving a strong financial position is critical to the long-term success of an insurance business. The Brit
Group’s consolidated balance sheet at 30 June 2020 remains strong as it maintains its ‘conservative best
estimate’ reserving policy which provides a secure foundation. Brit Limited continues to benefit from the
support of its majority shareholder, Fairfax, with a capital contribution of US$200m provided in April 2020 to
strengthen the resilience of the balance sheet to further shocks.

The outlook for the insurance market is uncertain and challenging, with underwriting returns likely to be
impacted by COVID-19 over a prolonged period. The market also faces the consequences of the measures
taken by governments, driving yields down to record lows, and heightening the risk of recession. However,
there are a number of indicators to give us cause for optimism, including strong rate increases, the withdrawal
of some capacity and the measures taken by Lloyd’s to improve market performance. In this environment,
our clear strategy of underwriting discipline and rigorous risk selection, positions us well to respond to the
opportunities and challenges ahead.
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Strategic Report (continued)
Impact on the Brit UW Limited

Brit UW Limited has primarily been exposed to COVID-19 through its underwriting participation on Brit
syndicates 2987 and 2988, and through the impact of financial markets on its direct investment portfolio.
During 2020, we undertook a review to assess the potential financial impact of COVID-19 on the Company
and reviewed the Company'’s resulting forecast borrowing and capital positions.

As a result of the review, the following actions were taken to maintain the financial strength of the Company.
They were approved by the Board on 10 June 2020 and by the Brit Insurance Holdings Limited Board, the
Company’s immediate parent, on 18 June 2020.

+  Brit Insurance Holdings Limited injected US$250m of capital into the Company to replenish the capital
position, with sufficient headroom for further volatility, and to contribute to the Company’s remaining
2020 liquidity requirements. This was a non-cash capital injection.

+ A new £350m loan facility was created between Brit Insurance Holdings Limited and the Company, at
Libor plus 1.5%, to replace the existing loan facilities, to provide the Company with access to funds to
cover its forecast obligations.

As a result of these actions, the Company’s financial position is significantly lmproved and it is forecast to
have positive net assets at 31 December 2020.

We continue to monitor the situation and will adapt our plans as necessary to ensure we act in the best interests
of all our stakeholders.

Capacity

The market continues to harden and 2020 is expected to mark the third consecutive year of rate increases
after years of decline. This does present a real opportunity for profitable growth.

Syndicate 2987 stamp capacity for the 2020 year of account has increased to £1.44bn from £1.36bn for the
2019 year of account as the Syndicate seeks to focus on the growth of sustainable profitable classes of
business after taking decisive action to exit certain classes during 2019. The Company continues to provide
100% of the capacity.

Syndicate 2988 stamp capacity for the 2020 year of account has increased 52% to £149.0m (2019 year of
account: £98.0m) with the level of planned premium being written off this stamp increasing by over 46%. For
2020, the Syndicate 2988 capacity is being provided by an expanded investor base and by Brit, thereby
demonstrating Brit's alignment to the strategy of the Syndicate. The Company participation for the 2020 year
of account is 56%.

Growth in the premium base for 2988 represents a combination of both the expansion of existing lines of
business together with the selective introduction of new classes to further diversify the Syndicate’s portfolio.
The Syndicate will also write a whole account quota share of Brit's Syndicate 2987 for 2020.

There are still a multitude of challenges facing the Lloyd’s and general insurance market. The combination of
continued catastrophe events; the impact of medium loss events, with commentators attributing an increase
in the frequency and severity of such events to climate change and other factors such as population growth
and increasing insured values; continuation of pressures on attritional ratios largely driven by prior year soft
market conditions and social inflation in the US Casualty market, all place a strain on profit.

Despite the welcome withdrawal of some capacity, available capacity continues to exceed demand whilst also
observing increasing competition from local carriers in a number of markets in which Brit operate.

Lloyd's has expressed its support for innovation and good business growth within thé market, while reinforcing
through the 2020 approval process that perennially unprofitable areas must demonstrate a return to profit. It
is anticipated that these actions will help drive improvement in market conditions as the market focuses on
sustainable underwriting
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Strategic Report (continued)
Investments

The Company continues to face an enrivonment of political and economic uncertainty and challenges. 2019
saw continued volatility in financial markets and experienced weakening growth, recession fears, falling yields,
heightened tension around international trade and loose monetary policy. These trends show no signs of
abating during 2020 and the resulting outlook for the investment market continues to be challenging.

We believe our financial strength, underwriting discipline and our clear strategy focused on leadership,
innovation and distribution, uniquely position us to respond to the challenges of today’'s market and to benefit
from opportunities as they arise

United Kingdom’s exit from the European Union (Brexit)

Brit has continued to work to minimise the impact of Brexit on the Syndicate and Brit’s clients. While direct
European business is not material for the Syndicate, Brit has continued to monitor and evaluate the associated
risks and has implemented the processes and business changes required to write business onto Lloyd’s new
Brussels-based European insurance company (LBS), of which Brit is fully supportive.

The known work required is complete and new processes are operational. The Syndicate commenced writing
business via LBS in the fourth quarter of 2018, for risks incepting on or after 1 January 2019. The placement
process is more onerous than for non-European business, however, the solution in place is the most effective
approach given that the UK will potentially lose its passporting rights.

Following the UK's exit from the EU on 31 January 2020, significant uncertainties remain surrounding the UK's
future relationship with the EU, with potentially unknown economic and political implications for the UK. Brit
continues to monitor developments closely.

Principal risks and uncertainties
The information on principal risks and uncertainties is disclosed in Note 3 to the Financial Statements.

The Company has managed the risks associated with COVID-19 in line with the requirements of its risk
management policies, as follows:

e Operational risk

COVID-19 has caused a temporary shift from an office-based working environment to a remote working
environment for all staff on 18 March. This tested Brit's operational capabilities and could have potentially
disrupted the operations of Brit or its outsourced service providers. However, Brit and its service providers
have adapted well. All business processes have been carried out and operational performance has
remained strong.

We have put in place support mechanisms for employees and we continue to communicate regularly to
ensure that people feel engaged and supported through these uncertain times. From an operational and
IT perspective, the business continues to operate effectively. The investment in 2019 in Microsoft's Office
365, Teams and the decision to rollout laptops to all full-time employees has made working remotely
relatively seamless. Underwriting can be managed through PPL, Whitespace and reinsurance trading
platforms, and underwriting and claims staff contact details are available online or via the Brit App. The
Claims team continues to service our policyholders in these challenging circumstances. We regularly
monitor and report on the performance of controls and operational effectiveness. The ongoing monitoring
of the operational risk profile has not identified any material concerns or failings.
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Strategic Report (continued)
¢ Insurance risk

COVID-19 has resulted in material net insurance losses to the Company however these are in line with
potential catastrophe losses the Group monitors using catastrophe modelling tools and realistic disaster
scenarios (RDS). The Group has a rigorous process for establishing reserves for insurance claim
liabilities, including those associated with COVID-19. We continue to monitor and assess the impact of
COVID-19 and significant uncertainties remain around loss estimates given the complexities of the
pandemic and its evolving nature. We also continue to monitor our wider business, which may be
impacted by claims arising directly or indirectly from the events unfolding, and we continue to consider
the potential impact on medium-term claims from a global recession, which typically brings increased
moral hazard, fraud and a more litigious environment generally.

¢ Investment and market risks

Whilst financial markets have experienced volatility in 2020, the volatility is experienced is within the range
of stress and scenario tests carried out.

e Credit risk

COVID-19 has caused economic disruption around the world with many businesses and individuals forced
to cease business activity in light of government lockdowns. As at the date of this report, there has not
been a material increase in defaults.

e Solvency and Liquidity risk

Throughout 2020, the Company has complied with its regulatory capital requirements. Following the
COVID-19 outbreak, stress testing of liquidity resources was conducted, in order to assess the Company's
ability to continue meeting its obligations as they fell due. This stress testing demonstrated that the
Company will continue to have access to sufficient liquidity, even in severe stress scenarios.

We continue to monitor this risk closely.
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Strategic Report (continued)

Stakeholder engagement

The Board recognises the importance of engaging with the Company's key stakeholders.

Why we engage

Form of engagement

Impact of engagement

Members and the wider Brit Group

Brit UW Limited is owned by Brit
Insurance Holdings Limited, and
ultimately by Fairfax Financial
Holdings Limited. Our aim is to
provide long term sustainable value
for our shareholder and the wider Brit
and Fairfax Groups. Engagement
ensures that our objectives are
aligned and that our strategy,
operating environment and
performance are clearly understood.

Brit UW Limited shares a number of
Directors with Brit Insurance
Holdings Limited and Brit Limited,
and the Brit Executive Committee
has two representatives on the Brit
UW Limited Board. There is also
regular contact between Brit
executives and senior management
and those of our ultimate
shareholder.

This engagement helps ensure that
Brit UW Limited's strategy is aligned
to and supported by our shareholder
and the wider Brit Group. Such
engagement also presents us with
underwriting and investment
opportunities, and can result in
favourable collaboration with other
members of the Fairfax Group.

Reinsurers

Brit UW Limited purchases a fully
collateralised material reinsurance
contract from another Group
company, Brit Reinsurance
(Bermuda) Limited. Engagement
ensures the terms of the contact
meets our needs and that an
appropriate premium is charged.

Brit UW Limited, in conjunction with
the Brit outwards reinsurance team,
engages directly with Brit
Reinsurance (Bermuda) Limited.
We also employ the services of third
party experts to validate the terms
and cost of the policy.

This engagement allows us to
ensure we have the appropriate
level of protection purchased at an
appropriate price.

Investment managers

We implement our investment
strategy using the expertise of
investment managers. We engage
with them to monitor performance and
to ensure guidelines are adhered to.

Brit UW Limited supported by the
Brit Investment Department and is
represented on the Brit Investment
Committee. Brit has regular
discussions with its managers to
monitor performance and assess
market outlook, and receives
regular reports.

Such engagement ensures assets
are managed within risk tolerances
and guidelines and that any
changes are implemented in a
timely fashion. Insights from our
managers enhance our investment
strategy and performance.

Key suppliers

We rely on a number of key suppliers
to help us meet the needs of our
customers’ and those of other
stakeholders. On-going engagement
helps us ensure that those needs are
met and standards are maintained.
Such suppliers include Brit Group
Services Limited.

Brit has a rigorous on-boarding
process for new suppliers.
Partnerships with critical suppliers
are fostered by a range of activities
including ongoing dialogue and face
to face meetings. We also engage
in areas such as technical and
product roadmaps, integration
planning and disaster recovery.

Such engagement helps us to:

e Provide a better service to and
satisfy stakeholders needs;

« Enhance operational processes,
leading to efficiencies and
increased competitive
advantage;

e Comply with laws and
regulations;

o Improve technological resilience;
Ensure supplier robustness and
integrity.
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Strategic Report (continued)

Section 172(1) Statement

Introduction

As Directors, our key responsibility is to promote the success of the Company. This principle is the cornerstone
of our discussions and our decision making. Each Director is cognisant that in discharging this key
responsibility, they must have regard to matters set out in s172(1)(a-f) of the Companies’ Act. The Directors
consider, both individually and collectively, that they have acted in the way they consider, in good faith, would
be most likely to promote the success of the Company.

Our strategy

The Board is responsible for a number of key strategic decisions and on-going performance monitoring. The
Directors’ assessment of long-term value creation considers the Company’s resilience. They determine and
monitor risk appetites and tolerances, and they ensure the Company has an effective risk management
framework in place.

Board information

The Board receives information on a range of relevant topics, and receives information on other areas as
requested by the Directors from time to time.

Our policies and practices

All relevant factors are appropriately addressed by the Board when considering matters reserved for it, as set
out in its terms of reference. It ensures that all relevant considerations to assist it discharge its responsibilities
are embedded in the key operations of the business, in order to help promote the long-term success of the
Company.

The Board reviews its key stakeholder map on an annual basis. New key stakeholder relationships are
identified through information received and considered by the Board on a regular basis, or through the Board'’s
consideration and approval of substantial contracts and commitments.

Training

To assist the Directors discharge their responsibilities, they are provided with on-going training and
development opportunities. They have received a number of in-depth briefings on specific relevant issues. For
the wider workforce, there is a comprehensive staff development programme tailored to meet individual needs.
Elements of this training are mandatory, with all staff required to successfully complete e-learning modules on
key areas such as money laundering, bribery and corruption, data protection, fraud and cyber risk.

Our culture

Building and maintaining the Company’s reputation and its high standards of business conduct are essential
to the future success of the Company. This is embedded in our culture and in our new brand purpose, launched
in October 2019. The wider group also maintains a ‘Code of Conduct’ setting out the standard we expect from

all of our staff. This is regularly reviewed and updated, and compliance is attested to by each employee on an
annual basis.

Our stakeholders

The Board recognises the importance of engaging with its broader stakeholder base. Key stakeholders are
set out above, together with why and how we engage with them and the outcomes of that engagement.

10
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Strategic Report (continued)
Key decisions made by the Directors during the year

¢ Reinsurance contract with Brit Reinsurance (Bermuda) Limited

During the year, the Company renewed a fully collateralised material reinsurance contract with a Group
company, Brit Reinsurance (Bermuda) Limited, the benefit of which is charged in favour of Lloyd's, for
a premium of US$78.0m (2018: US$75.1m). In approving this contract, the Directors considered the
limits and terms of this contract and, after reviewing a report commissioned from an independent
expected, approved the premium payable for this contract.

e Mid year coming into line requirements

in July 2019, The Directors considered the options available to fund its capital requirements in respect
of its Syndicate participations. After careful consideration, the Board agreed to fund these
requirements by way of a US dollar payment into ‘Funds in Syndicate’, in turn funded by intra group
borrowings from its immediate holding company, Brit Insurance Holdings Limited, and a draw down on
the Group revolving credit facility. In concluding that this was the best course of action, the Directors
considered to promote the success of the Company.

e 2020 underwriting participations and capital requirements

The Directors selected and approved its 2020 syndicate participations, together with the capital
needed to support those participations. The Directors considered the Company’s immediate and
longer-term strategic priorities, together with the risks facing the business. They also considered the
needs and expectations of the Company’s shareholders. After due discussion, the Directors
concluded that the planned participations and attaching capital requirements positioned the Company
well for 2020 and the longer term.

By Order of the Board

S

PR ]

A E Usher
Director

24 September 2020
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BRrIT UW LIMITED

Directors’ Report

The Directors present their report and the financial statements for the year ended 31 December 2019.

Principal activities
Details of the Company'’s principal activities and a review of the business are included in the Strategic Report.

Result and Dividend
The Company made a profit after tax for the 2019 calendar year of US$5.6m (2018 loss: US$164.4m).

No interim dividend was paid during the year (2018: US$nil). The Directors do not recommend the payment of
a final dividend for the year ended 31 December 2019 (2018: US$nil).

Going Concern

The Company is the sole provider of capacity to Syndicate 2987, which represents the majority of the business
activity of the Brit Group. As such, Directors have a reasonable expectation that, where necessary, appropriate
funding would be made available to the Company, through investment, lending or utilisation of the credit
facilities of the Brit Group and, therefore, it has access to adequate resources to continue in operational
existence for the foreseeable future. Accordingly, they continue to adopt the going concern basis in preparing
the Strategic Report, Directors’ Report and Financial Statements.

Directors
The names of the Directors as at the date of this report are listed on page 2.
Employees and environmental matters

All staff in the United Kingdom are employed by the Group’s service company, Brit Group Services Limited,
and the full staff cost disclosures are included in the notes to those financial statements. Further information
on the Group’s employment policies can be found in the financial statements of Brit Group Services Limited.

The wider Brit Group is committed to managing and reducing its environmental impact in a cost effective and
responsible manner.

Future developments
The Company intends to continue to build on its strong historical performance during 2020 and beyond.
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. Under that law
the directors have elected to prepare the financial statements in accordance with United Kingdom Generally
Accepted Accounting Practice (United Kingdom Accounting Standards and applicable law). Under company
law the directors must not approve the financial statements unless they are satisfied that they give a true and
fair view of the state of affairs of the Company and of the profit or loss of the Company for that period. In
preparing these financial statements, the Directors are required to:

+ select suitable accounting policies and then apply them consistently;

+ state whether applicable UK Accounting Standards have been followed, subject to any material
departures disclosed and explained in the financial statements;

* make judgments and accounting estimates that are reasonable and prudent; and

+ prepare the financial statements on the going concern basis unless it is inappropriate to presume
that the company will continue in business.

12
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Directors’ Report (continued)

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain
the Company’s transactions and disclose with reasonable accuracy at any time the financial position of the
Company and enable them to ensure that the financial statements comply with the Companies Act 2006. 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.

Statement of Disclosure of Infofmation to Auditors

In accordance with the provisions of section 418 of the Companies Act 2006, each of the persons who are
Directors of the Company at the date of approval of this report confirms that:

e So far as the Director is aware, there is no relevant audit information (as defined in the Companies
Act 2008) of which the Company’s auditors are unaware; and

e The Director has taken all the steps that he/she ought to have taken as a Director to make
himself/herself aware of any relevant audit information (as defined) and to establish that the
Company’s auditors are aware of that information.

PricewaterhouseCoopers LLP will remain in office as the Company’'s auditors.

By Order of the Board

S

PR ]

A E Usher
Director
24 September 2020
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BRrRiT UW LIMITED
Independent auditors’ report to the members of Brit UW Limited

Report on the audit of the financial statements
Opinion

In our opinion, Brit UW Limited's financial statements:
e give atrue and fair view of the state of the company'’s affairs as at 31 December 2019 and of its
profit for the year then ended;

e have been properly prepared in accordance with United Kingdom Generally Accepted Accounting
Practice (United Kingdom Accounting Standards, comprising FRS 102 “The Financial Reporting
Standard applicable in the UK and Republic of Ireland”, and applicable law); and

* have been prepared in accordance with the requirements of the Companies Act 2006.

We have audited the financial statements, included within the Annua!l Financial Statements (the “Annual
Report”), which comprise: the statement of financial position as at 31 December 2019; the income statement,
the statement of changes in equity for the year then ended; and the notes to the financial statements, which
include a description of the significant accounting policies. .

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)") and
applicable law. Our responsibilities under ISAs (UK) are further described in the Auditors’ 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 remained independent of the company in accordance with the ethical requirements that are relevant to our
audit of the financial statements in the UK, which includes the FRC's Ethical Standard, and we have fulfilled
our other ethical responsibilities in accordance with these requirements.

Conclusions relating to going concern

We have nothing to report in respect of the following matters in relation to which ISAs (UK) require us to report
to you where:
o the directors’ use of the going concern basis of accounting in the preparation of the financial
statements is not appropriate; or

o the directors have not disclosed in the financial statements any identified material uncertainties that
may cast significant doubt about the company’s ability to continue to adopt the going concern basis
of accounting for a period of at least twelve months from the date when the financial statements are
authorised for issue.

However, because not all future events or conditions can be predicted, this statement is not a guarantee as to
the company’s ability to continue as a going concern.

Reporting on other information

The other information comprises all of the information in the Annual Report other than the financial statements
and our auditors’ report thereon. The directors are responsible for the other information. Our opinion on the
financial statements does not cover the other information and, accordingly, we do not express an audit opinion
or, except to the extent otherwise explicitly stated in this report, any form of assurance thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information 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 we identify an apparent

- material inconsistency or material misstatement, we are required to perform procedures to conclude whether

there is a material misstatement of the financial statements or a material misstatement of the other information.
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 based on these responsibilities.
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BriIT UW LIMITED
Independent auditors’ report to the members of Brit UW Limited (continued)

With respect to the Strategic Report and Directors’ Report, we also considered whether the disclosures '
required by the UK Companies Act 2006 have been included.

Based on the responsibilities described above and our work undertaken in the course of the audit, ISAs (UK)
require us also to report certain opinions and matters as described below.

Strategic Report and Directors’ Report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic
Report and Directors’ Report for the year ended 31 December 2019 is consistent with the financial statements
and has been prepared in accordance with applicable legal requirements.

In light of the knowledge and understanding of the company and its environment obtained in the course of the
audit, we did not identify any material misstatements in the Strategic Report and Directors’ Report.

Responsibilities for the financial statements and the audit
Responsibilities of the directors for the financial statements

As explained more fully in the Statement of Directors' Responsibilities set out on page 12, the directors are
responsible for the preparation of the financial statements in accordance with the applicable framework and
for being satisfied that they give a true and fair view. The directors are also responsible for such internal control
as they determine 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, the directors are 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 the directors either intend to fiquidate the company or to cease operations,
or have no realistic alternative but to do so.

Auditors’ 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 auditors’ 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 (UK) 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.

A further description of our responsibilities for the audit of the financial statements is located on the FRC’s
website at: www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ report.

Use of this report

This report, including the opinions, has been prepared for and only for the company’'s members as a body in
accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose. We do not, in
giving these opinions, accept or assume responsibility for any other purpose or to any other person to whom
this report is shown or into whose hands it may come save where expressly agreed by our prior consent in
writing.
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BriT UW LIMITED
Independent auditors’ report to the members of Brit UW Limited (continued)

Other required reporting
Companies Act 2006 exception reporting

Under the Companies Act 2006 we are required to report to you if, in our opinion:
e we have not received all the information and explanations we require for our audit; or

e adequate accounting records have not been kept by the company, or returns adequate for our audit
have not been received from branches not visited by us; or

e certain disclosures of directors’ remuneration specified by law are not made; or

e the financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this responsibility.

LY Tadd=

Mark Bolton (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London

24 September 2020
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BriT UW LiMITED

Income Statement

Technical Account — General Business
for the year ended 31 December 2019

2019 2018

Note US$m US$m
Gross premiums written 4 2,266.1 2,232.5
Outward reinsurance premiums (946.1) (1,042.6)
Net premiums written 1,320.0 1,189.9
Change in the gross provision for unearned prenﬁiums 16 (47.4) (36.3)
SC::rr;ge in the provision for unearned premiums, reinsurers’ 16 326 19.2
Net change in the provision for unearned premiums (14.8) (17.1)
Earned premiums, net of reinsurance 1,305.2 1,172.8
ﬁgggitnetd investment return transferred from the Non-Technical 28.2 50.4
Total technical income 1,333.4 1,223.2
Claims paid:
Gross amount 17 (1,357.2) (1,344.7)
Reinsurers’ share 17 684.6 618.5
Net claims paid (672.6) (726.2)
Change in the provision for claims:
Gross amount 80.0 (277.5)
Reinsurers’ share (125.7) 346.7
Net change in the provision for claims (45.7) 69.2
Claims incurred, net of reinsurance (718.3) (657.0)
Net operating expenses 6 (652.4) (666.9)
Total technical charges (1,370.7) (1,323.9)
Balance on the Technical Account for general business (37.3) (100.7)
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BriT UW LIMITED

Income Statement (continued)

Non-Technical Account
for the year ended 31 December 2019

2019 2018
Note US$m US$m
Balance on the Technical Account — general business (37.3) (100.7)
Investment income 48.1 44.6
Realised (losses) / gains on investments (17.3) 9.3
Unrealised gain / (loss) on investments 55.5 (80.0)
(Loss) / profit on derivatives (24.4) 19.8
Net investment return 61.9 (6.3)
general business Technical Account (28.2) (50.9
Interest receivable and similar income 7 0.2 -
Other charges -8 (0.7) (33.4)
Loss on ordinary activities before tax (4.2) (190.8)
Tax on ioss on ordinary activities 10 9.8 . 26.4
Profit / (loss) on ordinary activities after tax 5.6 (164.4)

There were no amounts recognised in other comprehensive income in the current or preceding year other
than those included in the Income Statement. Therefore no Statement of Other Comprehensive Income
has been presented.

The Notes on pages 22 to 53 form part of these financial statements.

18




BrIT UW LIMITED

Statement of Changes in Equity
for the year ended 31 December 2019

Share

Called up remium Retained Total equit
share capital P earnings quity
account
Us$m Us$m Us$m US$m
At 1 January 2019 - 146.2 (188.2) (42.0)
Total comprehensive income for
the year - - 5.6 5.6
At 31 December 2019 - 146.2 (182.6) (36.4)
Share .
Called up premium Reta!ned Total equity
share capital earnings
account
US$m US$m US$m US$m
At 1 January 2018 - 146.2 (23.8) 122.4
Total comprehensive income for
the year - - (164.4) (164.4)
At 31 December 2018 - 146.2 (188.2) (42.0)

The Notes on pages 22 to 53 form part of these financial statements.
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BriT UW LIMITED

Statement of Financial Position
as at 31 December 2019

2019 2018
Note Corporate Syndicates Total Corporate Syndicates Total
US$m USHm US$m US$m US$m Us$m
Investments
Financial Investments 14 & 15 156.1 2,003.9 2,160.0 1527 1,658.7 1,811.4
Derivative 1.5 1.5 13.5 13.5
166.1 2,005.4 2,161.5 162.7 1,672.2 1,824.9
Reinsurers’ Share of Technical Provisions
Er'gr‘gislj:‘;m unearned 16 - 387.6 387.6 - 352.4 352.4
Claims outstanding 17 - 1,969.9 1,969.9 - 2,068.4 2,068.4
- 2,357.5 2,357.5 - 2,420.8 2,420.8
Debtors
ﬁgiig;’:to‘ge‘:ggg;s ; 637.4 637.4 ; 580.4 580.4
'g‘gzirra‘g;n”; of reinsurance ; 477.6 477.6 ; 388.5 388.5
Deferred taxation 13 80.3 - 80.3 73.9 - 73.9
Other 20 9.5 327.8 337.3 0.7 357.7 358.4
89.8 1,442.8 1,5632.6 746 1,326.6 1,401.2
Other Assets
Cash at bank and in hand 0.5 319 324 26 254 28.0
FIS 27 397.8 (397.8) - 233.8 (233.8) -
Other 18 - 243.7 243.7 - 268.3 268.3
398.3 (122.2) 276.1 236.4 59.9 296.3
Prepayments and Accrued Income
Deferred acquisition costs 19 - 254.8 254.8 - 2454 2454
Other. 1.3 9.3 10.6 04 6.0 6.4
1.3 264.1 265.4 0.4 2514 251.8
Total Assets 645.5 5,947.6 6,593.1 4641 5,730.9 6,195.0
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BriT UW LiMITED

Statement of Financial Position (continued)
as at 31 December 2019
12019 2018

Note . Corporate Syndicates Total Corporate Syndicates Total
US$m US$m US$m US$m US$m US$m

Capital and reserves

Called up share capital 22 - - - | - - -

Share premium account ) 146.2 - - 146.2 146.2 - 146.2
Retained earnings (181.9) - (181.9) (188.2) - (188.2)
Shareholders’ funds (35.7) - (35.7) (42.0) - (42.0)
Derivative contract liabilities 15 - 12.4 124 - 28 238

Technical Provisions

Provision for unearned 16 - o734 9734 . 9191 9191

premiums

Claims outstanding 17 - 4,287.5 4,287.5 - 4,331.8 4,331.8

- 5,260.9 5,260.9 - 5,250.9 5,250.9

Creditors _

Arising out of direct

insurance operations ) 556 55.6 i} 131 131

Arising out of reinsurance ) 5751 575.1 ) 429 4 429.4

operations

Other 21 681.2 43.6 724.8 506.1 347 540.8
681.2 674.3 1,355.5 506.1 477.2 983.3

Total liabilities and 6455  5947.6 . 6,593.1 4641 57309  6,195.0

Shareholders’ funds

The financial statements on pages 17 to 53 were approved by the Board of Directors on 24 September 2020
and were signed on its behalf by:

S

]

A E Usher
Director
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BriIT UW LimITED

Notes to the Financial Statements
for the year ended 31 December 2019

1. Accounting policies, statement of compliance and basis of preparation
1.1 Statement of compliance and basis of preparation

The financial statements have been prepared in compliance with FRS 102 and FRS 103, being the applicable
UK GAAP accounting standards, and in accordance with The Insurance Accounts Directive (Lloyd’'s Syndicate
and Aggregate Accounts) Regulations 2008 (The Regulations 2008), and where appropriate the provisions of
Schedule 3 of the Large and Medium-sized Companies and Groups (Accounts and Reports) Regulations 2008
(The Regulations) relating to insurance companies.

The principal accounting policies applied in the preparation of these financial statements are set out below.
These policies have been consistently applied to all the years presented, unless otherwise stated.

The financial statements are prepared under the historical cost convention, as modified by the recognition of
certain financial assets and liabilities measured at fair value. The annual basis of accounting has been applied
to all classes of business written by Brit Syndicates. All amounts are presented in rounded US$m to one decimal
place, unless otherwise stated.

1.2 Product classification

Insurance contracts are those contracts that transfer significant insurance risk at the inception of the contract.
Insurance risk is transferred when an insurer agrees to compensate a policyholder if a specified uncertain future
event adversely affects the policyholder. The significance of insurance risk is dependent on both the probability
of an insured event and the magnitude of its potential effect to the policyholder.

Once a contract has been classified as an insurance contract, it remains an insurance contract for the remainder
of its lifetime, even if the insurance risk reduces significantly during this period.

1.3 Significant accounting policies
a) Underwriting Activities — Brit Syndicates

i) Premiums

Premiums written relate to 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 received or notified, less an allowance for cancellations. Premiums are accreted to the
Technical Account on a pro rata basis over the term of the related policy, except for those contracts where
the period of risk differs significantly from the contract period. In these circumstances, premiums are
recognised over the period of risk in proportion to the amount of insurance protection provided.
Reinstatement premiums are accreted to the Technical Account on a pro rata basis over the term of the
original policy to which it relates. Premiums are stated gross of commissions but net of premium taxes
and other duties levied on premiums.

i) Profit commissions
Income arising from whole account quota share contracts is recognised when the economic benefits are
highly probable. i

iii) Deferred acquisition costs
Commission and other acquisition costs incurred during the financial period that are related to securing
new insurance contracts and/or renewing existing insurance contracts, but which relate to subsequent
financial periods, are deferred to the extent that they are recoverable out of future revenue margins.
Deferred acquisition costs are capitalised and amortised over the life of the policy to which they relate on
a basis consistent with earnings pattern of that policy.
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BRrRIT UW LIMITED

Notes to the Financial Statements (continued)
Note 1.3 (continued)

iv)

vi)

vii)

viii)

Claims incurred

Claims incurred comprise claims and claims handling costs paid in the year and changes in the provisions
for outstanding claims, including provisions for claims incurred but not reported (“IBNR") and related
expenses, together with any adjustments to claims from prior years. Claims handling costs are mainly
external costs related to the negotiation and settlement of claims.

Outstanding claims provisions

Claims outstanding 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 provision for claims incurred but not reported (IBNR), less any amounts paid in respect of
those claims. Claims outstanding are reduced by anticipated salvage and other recoveries. The Company
does not discount its liabilities for unpaid claims, the ultimate cost of which cannot be known with certainty
at the statement of financial position date.

Claims provisions have been established on an individual class of business basis. The underwriting and
management teams conduct a quarterly review of each class of business. Claims are projected to the
ultimate position and provision is made for known claims and claims IBNR.

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 resuit of subsequent information and events. Adjustments to the amounts of the claims
provisions established in prior years are reflected in the financial statements for the period in which the
adjustments are made.

Provision for unearned premiums

The proportion of written premiums that relate to unexpired terms of policies in force at the statement of
financial position date is deferred as a provision for unearned premiums, generally calculated on a time
apportioned basis. The movement in the provision is taken to the Technical Account in order that revenue
is recognised over the period of the risk.

Unexpired risks provision

Provision is made for any deficiencies arising when unearned premiums, net of related deferred
acquisition costs, are insufficient to meet expected claims and expenses after taking into account future
investment return on the investments supporting the unearned premiums provision. The expected claims
are calculated having regard to events that have occurred up to the statement of financial position date.

Unexpired risk surpluses and deficits are offset where business classes are managed together and a
provision is made if an aggregate deficit arises. At 31 December 2019 and 31 December 2018 Brit
Syndicates and the Company did not have an unexpired risks provision.

Reinsurance

Brit syndicates assume and cede reinsurance in the normal course of business. Premiums and claims on
reinsurance assumed are recognised in the Technical Account 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 Technical Account on a pro rata basis over the term of the original policy to which they relate.

Reinsurance assets include amounts recoverable from reinsurance companies for paid and unpaid losses
and loss adjustment expenses, and ceded unearned premiums. Amounts recoverable from reinsurers are
calculated with reference to the claims liability associated with the reinsured risks. Revenues and
expenses arising from reinsurance agreements are therefore recognised in accordance with the
underlying risk of the business reinsured.

Gains or losses on buying reinsurance are recognised immediately in the Technical Account and are not
subject to amortisation
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BRrIT UW LiMITED

Notes to the Financial Statements (continued)
Note 1.3 (continued)

If a reinsurance asset is impaired, the Company reduces its carrying amount accordingly, and will
immediately recognise the impairment loss in the Technical Account. A reinsurance asset will be deemed
to be impaired if there is objective evidence, as a result of an event that occurred after initial recognition
of the asset, that the Company may not receive all amounts due to it under the terms of the contract, and
that the event has a reliably measurable impact on the amounts that the Company will receive from the
reinsurer.

ix) Expenses
BSL has charged Brit Syndicates a fixed fee and has borne all the management expenses of Brit
Syndicates, other than those related to the direct cost of underwriting and investment management
charges. Investment management charges are netted off against investment return, as disclosesd in note
8. Any internal or external claims adjustment or settlement costs are included within gross claims paid.

x)  Syndicate assets and liabilities
Underwriting members at Lloyd's have several but not joint liability for the transactions of the syndicates
in which they participate. Therefore, for each managed syndicate on which the Company participates,
only the relevant proportion of the transactions, assets and liabilities of those syndicates are reflected in
the financial statements. Syndicate assets are held subject to trust deeds for the benefit of the syndicate’s
insurance creditors.

As at 31 December 2019 the Company provided 100% of the capital for Syndicate 2987 and therefore all
transactions, assets and liabilities of Syndicate 2987 have been included in the Company’s financial
statements. The Company managed the underwriting of, and participated as a member with an 18.46%
share of the 2018 year of account of Syndicate 2988 at Lioyd’s. Consequently, 18.46% of the 2018 year
of account has been reflected into the financial position and performance in the Company’s financial
statements. The Company did not participate as a member of the 2019 year of account of Syndicate 2988.

(b) Investments

The Company has designated on initial recognition its 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 portfolio basis. Information relating
to investments is provided internally to the Directors of BSL and management personnel on a fair value basis.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. The fair value of financial assets and liabilities traded in
active markets (which are the principal markets or the most advantageous markets that maximise the amount
that would be received to sell the asset or minimises the amount that would be paid to transfer the liability) are
based on quoted market bid and ask price for both financial assets and financial liabilities respectively.

The fair value of financial assets and liabilities that are not traded in an active market, including over-the-counter
derivatives, is determined using valuation techniques. The Company uses a variety of methods and makes
assumptions that are based on market conditions existing at each reporting date. Valuation techniques include
the use of comparable recent arm’s length transactions, reference to other instruments that are substantially the
same, discounted cash flow analysis, option pricing models and others commonly used by market participants
and which make the maximum use of observable inputs.

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

(c) Investment return
Investment return comprises all investment income, realised investment gains and losses, movements in
unrealised gains and losses and interest and dividend income.

Realised gains and losses on investments carried at market value are calculated as the difference between 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 unrealised gains and losses recognised in earlier accounting periods in respect of
investment disposals in the current period.
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BRrIT UW LIMITED

Notes to the Financial Statements (continued)
Note 1.3 (continued)

Investment return is initially recorded in the Non-Technical Account. A transfer is made from the Non-Technical
Account to the general business Technical Account to reflect the investment return on funds supporting
underwriting activities.

(d) Recognition and derecoghnition of financial assets and financial liabilities

Financial assets and financial liabilities are recognised when the Company becomes a party to the contractual
provisions of the contract and are initially recognised at transaction price and subsequently measured at either
fair value or at amortised cost using the effective interest rate method.

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 commits to purchase 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.

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 less costs to sell
and value in use.

(e) Derivatives

Derivative financial instruments typically include currency forward contracts, equity options, inflation options,
futures, put options and interest rate swaps. Derivatives 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 pricing models as
appropriate. All derivatives are carried as assets when the fair values are positive and as liabilities when the fair
values are negative.

(f) Investment expenses and charges
Investment expenses and charges comprise investment management expenses.

(g) Net operating expenses

Operating expenses have been charged to the underwriting year for which they were incurred. These include
the Company’s share of the Syndicate operating expenses, the remuneration payable to BSL and the direct
costs of membership of Lloyd’s. .

(h) Pension costs
Brit Group Services Limited operates a defined contribution pension scheme on behalif of the BSL. Contributions
are charged to the Syndicate within the fixed fee.

(i) Foreign currencies

In accordance with FRS102, the functional currency is the currency of the primary economic environment in
which the Company operates. The functional currency for the Company is the United States dollar (US$). Items
included in the financial statements are measured using the functional currency which is also the Company’s
presentational currency.

Unless otherwise stated, transactions in Sterling, Canadian dollars and Euros are translated at the average rates
of exchange for the period. Monetary assets and liabilities in currencies other than United States dollars are
translated at the rate of exchange ruling at 31 December of each year. Transactions in foreign currencies other
than Sterling, United States dollars, Canadian dollars and Euros are translated at the rate of exchange ruling at
the date the transaction is processed. Exchange profits or losses arising on the translation of foreign currency
amounts relating to underwriting activities are included within the Non-Technical Account as prescribed by FRS
103.
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Notes to the Financial Statements (continued)
Note 1.3 (continued)

(j) Current taxation .

The Syndicates resuits included in these financial statements relate to the annually accounted result for the
2019 calendar year. Syndicate income is subject to corporation tax in the year following closure of the relevant
year of account.

(k) Deferred taxation

Deferred tax is recognised in respect of all temporary 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 a right to pay less or to receive more tax.

Deferred tax assets are recognised only to the extent that the directors consider that it is more likely than not
that there will be suitable taxable profits from which the future reversal of the underlying temporary differences
can be deducted.

Deferred tax is measured on an undiscounted basis at the tax rates that are expected to apply in the periods in
which temporary differences reverse, based on tax rates and laws enacted or substantively enacted at the
statement of financial position date.

() Offsetting of financial instruments

Financial assets and liabilities are offset and the net amount reported in the Statement of Financial Position only
when there is a legally enforceable right to offset the recognised amounts and there is an intention to settle on
a net basis, or to realise the assets and settle the liability simultaneously.

2 Critical accounting judgements and key sources of estimation uncertainty

Various assumptions are made that affect the reported amounts of assets and liabilities. Estimates and
judgements are regularly re-evaluated and are based on a combination of historical experience and other
factors, including exposure analysis, expectations of future experience and expert judgement.

a) Insurance contract liabilities

The estimation of the ultimate liability arising from claims made under insurance contracts is Brit Syndicates’
most critical accounting estimate. There are several sources of uncertainty that need to be considered in the
estimate of the amounts that each Syndicate will ultimately pay to settle such claims. Significant areas requiring
estimation and judgement include:

e Estimates of the amount of any liability 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;

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

¢ The recoverability of amounts due from reinsurers; and
Estimates of the proportion of exposure which has expired in the period as represented by the earned
proportion of premiums written.

The assumptions used and the manner in which these estimates and judgements are made are set out below,
including the reserving process for the estimation of gross, and net of reinsurance, ultimate premiums and
claims:

e Quarterly statistical data is produced in respect of gross and net premiums and claims (paid and
incurred);

e Projections of ultimate premiums, reinstatement premiums and claims are produced by the actuarial
department using standard actuarial projection techniques (e.g. Basic Chain Ladder, Bornhuetter-
Ferguson, Initial Expected Loss Ratio). The Basic Chain Ladder and Bornhuetter-Ferguson projection
methods are based on the key assumption that historical development of premiums and claims is
representative of future development. Claims inflation is taken into account in the Initial Expected Loss
Ratio selections but is otherwise assumed to be in line with historical inflation trends, unless explicit
adjustments for other drivers of inflation such as legislative developments are deemed appropriate.
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Notes to the Financial Statements (continued)
Note 2 (continued)

e Some classes of business have characteristics which do not necessarily lend themselves easily to
statistical estimation techniques e.g. due to low data volumes. In such cases, for example, a policy-by-
policy review may also be carried out to supplement statistical estimates;

¢ In the event of catastrophe losses, and prior to detailed claims information becoming available, claims
provision estimates are compiled using a combination of output from specific recognised modelling
software and detailed reviews of contracts exposed to the event in question;

e The initial ultimate selections derived by the actuarial department, along with the underlying key
assumptions and methodology, are discussed with class underwriters, divisional underwriting directors
and the claims team at ‘pre-committee’ meetings. The actuarial department may make adjustments to
the initial ultimates following these meetings;

e Following the completion of the ‘pre-committee’ meetings and peer review process within the actuarial
department, the ultimate selections (actuarial estimate), assumptions, methodology and uncertainties
are presented to the Reserving Committee for discussion and debate;

e Following review of the actuarial estimate, the Reserving Committee recommends the committee
estimate to be adopted in the financial statements; and

e As part of their audit engagement, claims provisions are subject to external actuarial review by Brit's
auditor.

The results of the external actuarial review by Brit's auditor is presented to both the Reserving Committee and
the Audit Committee with key assumptions, methodologies and uncertainties also highlighted. The purpose of
the external review is to provide both committees with an independent actuarial view of reserve requirements
compared to the recommendations of the internal actuarial department.

The estimates and judgements are applied in line with the overall reserving philosophy and seek to state the
claims provisions on a best estimate, undiscounted basis. A management risk margin is also applied over and
above the actuarial best estimate to allow for the inherent uncertainty within the best estimate reserve position.

In addition to claims provisions, the reserve for future loss adjustment expenses is also subject to estimation
with consideration being given to the level of internal and third party loss adjustment expenses incurred annually.
The estimated loss adjustment expenses are expressed as a percentage of gross claims reserves and the
reasonableness of the estimate is assessed through benchmarking. Further judgements are made as to the
recoverability of amounts due from reinsurers. Provisions for bad debts are made specifically, based on the
solvency of reinsurers, internal and external ratings, payment experience with them and any disputes of which
the Syndicates are aware.

The carrying value at the date of the statement of financial position of gross claims reported and loss adjustment
expenses and claims incurred but not reported were US$4,287.5m (2018: US$4,331.8m) as set out in Note 9 to
the financial statements. The amount of the reinsurers’ share of the claims provisions estimated at that date is
US$1,969.9m (2018: US$2,068.4m).

b) Estimation of future premiums (pipeline premiums)

Written premiums include pipeline premium of US$736.4m (2018:; US$632.4m) which represent future premiums
receivable on in-force insurance contracts. Pipeline premium estimates are typically based on standard actuarial
projection techniques (e.g. Basic Chain Ladder) on the key assumption that historical development of premiums
is representative of future development.

c) Fair value of financial assets determined using valuation techniques

Financial investments are carried in the statement of financial position at fair value. Determining the fair value
of certain investments requires estimation techniques.

The Company values investments using designated hethodologies, 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 UK GAAP.
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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 that the
Company considers market participants would normally use (level three). To the extent that valuation is based
on models or inputs that are unobservabie in the market, the determination of fair value requires more judgement
and accordingly, those instruments included in level three will require a greater degree of judgement to be
exercised during valuation than for those included in level two or level one.

The classification within the fair value hierarchy is based on the lowest level of significant input to its valuation.
Any change to investment valuations may affect the Company’s results of operations and reported financial
condition.

For further information refer to note 14.
d) Deferred tax asset in respect of carried forward losses

The deferred tax asset includes an amount of US$80.3m (2018: US$73.9m) which relates to carried forward tax
losses in respect of Lioyd’s undeclared year of account losses for 2017 and 2018 which will be taxed under the
Lloyd’'s declaration basis in the years 2020 and 2021 respectively. The Company has concluded that the
deferred tax asset is recoverable based on the Lloyd's approved plan for the year of account 2020 and forecast
results for the Brit Group UK entities and Riverstone, which are available for group or consortium relief
respectively.

The losses can be carried forward indefinitely and have no expiry date, however a further deferred tax asset of
US$2.4m (2018: US$8.7m) has not been recognised on the basis that it is not yet possible to measure the asset
reliably due to further work required to forecast results beyond 2025 and the year of account 2022,

3. Principal Risks and Uncertainties

Risk management overview

Brit UW Limited is the sole corporate member of Syndicate 2987 and has a participating share of 18.46% of the
2018 year of account of Syndicate 2988.

Syndicate 2987’s and Syndicate 2988's activities expose the Company to a number of key risks which have the
potential to affect its ability to achieve its business objectives. The following describes these Syndicates’ 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 Group 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 existing risks.

Measurement: Risks are assessed and quantified and controls are evaluated. This is done through a
combination of stochastic modelling techniques, stress and scenario analysis, 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 framework applies across all risk categories and is managed by the Chief Risk Officer (CRO). The
ownership of many of the day-to-day activities is delegated to the relevant risk committee and members of the
risk management team. The key categories of risk include: insurance, market, credit, liquidity and operational
risks defined in line with UK GAAP requirements.
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The RMF operates at the Group and at Syndicate level. The key governance bodies in the risk management
process of Brit Syndicates are set out below:

e The BSL Board, which is responsible for setting business and risk strategy and ensuring the principal risks
and uncertainties facing each Syndicate are managed;

e  Executive Committee which is responsible for the management of the overall risk profile within the agreed
limits; and

e The individual risk committees, which reflect the risk categories and are responsible for the management
and monitoring of each risk against appetite. These committees include the Underwriting Committee, the
Reserving Committee, the Investment Committee, the Credit Committee and the Operational Committee.

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

Insurance risk

Insurance risk arises from the possibility of an adverse financial result due to actual experience being different
from that expected when an insurance product was designed and priced. The actual performance of insurance
contracts is subject to the inherent uncertainty in the occurrence, timing and amount of the final insurance
liabilities. This is the principal risk the Syndicates are exposed to as their primary function is to underwrite
insurance contracts. The risk arises due to the possibility of insurance contracts being underpriced, under-
reserved or subject to unforeseen catastrophe claims. ‘

The areas of insurance risk discussed below include: underwriting (including aggregate exposure management),
reinsurance and reserving.

(i) 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 Syndicates as a result of unpredictable events.

The Syndicates are also exposed to the risks resulting from its underwriters accepting risks for premiums which
are insufficient to cover the ultimate claims which result from such policies. Although premium rates are starting
to rise, this follows a number of years of downwards pressure on premium rates and therefore this risk is
considered to be high in the current underwriting environment. This trend in premium rates has been factored
into Brit Syndicates’ pricing models and risk management tools and is continually monitored to assess whether
any corrective action is required. Additional controls over the underwriting strategy are described in the section
below.

The Syndicates write all of their business through Lloyd's and therefore can take advantage of Lloyd's
centralised infrastructure and service support. Lloyd's also has an established global distribution framework,
with extensive licensing agreements providing the Syndicates access to over 200 territories. Exclusively using
the Lloyd’s platform subjects the Syndicates to a number of resulting underwriting risks.

Controls over underwriting strategy

The BSL Board sets the Syndicates’ underwriting strategy for accepting and managing underwriting risk. The
Underwriting Committee meets monthly to drive the underwriting strategy and to monitor performance against
the plans. The assessment of underwriting performance is all-encompassing applying underwriting KPls,
technical pricing management information (MI), premium monitoring, delegated underwriting operations and
claims. The risks are managed by the committee in line with the underwriting risk policy and within the risk
tolerance set by the BSL Board. The underwriting risk policy also sets out a number of controls, which are
summarised below.

The Managing Agent carries out a detailed annual business planning process for each of its underwriting units.
The resulting plans set out premium, territorial and aggregate limits and reinsurance protection thresholds for
all classes of business and represent a key tool in managing concentration risk. Performance against the plans
is monitored on a regular basis by the Underwriting Committee as well as by the Boards of the regulated entities.
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A dedicated Risk Aggregation team also performs analysis including realistic disaster scenario (RDS) analysis
on a regular basis to ensure that each Syndicate’s net losses remain within their risk appetite.

The Managing Agent has developed underwriting guidelines, limits of authority and business plans which are
binding upon all staff authorised to underwrite. These are detailed and specific to underwriters and classes of
business. Gross and net line size limits are in place for each class of business with additional restrictions in
place on catastrophe exposed business.

A proportion of the Syndicates’ insurance risks are written by third parties under delegated underwriting
authorities, with the remaining being written through individual risk acceptances or through reinsurance treaties.
The third parties are closely vetted in advance and are subject to tight reporting requirements. In addition, the
performance of these contracts is closely monitored by underwriters and other departments with regular audits
being carried out. . :

The technical pricing framework ensures that the pricing process for each Syndicate is appropriate. It ensures
pricing methodologies are demonstrable and transparent and that technical (or benchmark) prices are assessed
for each risk. The underwriting and actuarial functions work together to maintain the pricing models and assess
the difference between technical price and actual price. The framework also ensures that sufficient data is
recorded and checked by underwriters to enable the Syndicates to maintain an effective rate monitoring process.

Compliance is checked through both a peer review process and, periodically, by the Managing Agent’s Internal
Audit department which is entirely independent of the underwriting units.

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

Underwriting risk profile

The core insurance portfolio of property, marine and casualty (including liability) covers a variety of largely
uncorrelated events and also provides some protection against the underwriting cycle as different classes are
at different points in the underwriting cycle. The underwriting portfolio is managed to target top quartile
underwriting performance and the mix of business is continually adjusted based on the current environment
(including the current pricing strength of each class). This assessment is conducted as part of the business
planning and strategy process which operates annually and uses inputs from the technical pricing framework.
The business plan is approved by the BSL Board and is monitored monthly by the Underwriting Committee.

Geographical concentration of premium

The Syndicates enter into policies with policyholders from all over the world, with the underlying risk relating to
premiums spread worldwide. This allows the Syndicates to benefit from a wide geographic diversification of risk.
The three principal locations of the Syndicates’ policyholders are the United States, UK and Ireland and mainland
Europe. The concentration of insurance premium before and after reinsurance by the location of the underlying
risk is summarised below:

Premiums written Gross Net
US$m US$m
2019
United States 1,194.5 7931
United Kingdom 139.9 911
Europe (excluding UK) 69.1 41.5
Other (including worldwide) 862.6 394.0
Total 2,266.1 1,320.0 -
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Premiums written Gross . Net
Us$m US$m

2018
United States ' 1,012.0 588.1
United Kingdom 139.4 243
Europe (excluding UK) 93.8 43.1
Other (including worldwide) 987.3 534.4
- Total 2,232.5 1,189.9

Portfolio mix

The Syndicates' breakdown of premium before reinsurance by principal categories is summarised below:

2019 2018
Gross Premiums Written UsS$m %  US$m %
R Property, Marine, Energy, Accident
Short-Tail Direct & Health, BGSUs, Aviation, 11572 51% 1,2666  57%
Terrorism and Political
Long-Tail Direct Professional Lines, Specialty o o
Insurance ' Lines, Specialist Liability 571.4 25% 5100 22%
Short-Tail Reinsurance Property Treaty 232.9 10% 212.9 10%
Long-Tail Reinsurance Casualty Treaty 304.6 14% 243.0 11%
Total 2,266.1 100% 22325 100%

(i) Brit Global Specialty USA (BGSU)

Each Syndicate underwrites a business mix of both insurance and reinsurance, long and short tailed business
across a number of geographic areas which results in a diversification of the Syndicates’ portfolios. The business
mix is monitored on an ongoing basis with particular focus on the short tail vs. long tail split and the proportion
of delegated underwriting business. Long tail business is currently 39% of the portfolio as at 31 December 2019
(2018: 34%) and delegated underwriting represents approximately 42% (2018: 41%). Underwriting risk is mainly
driven by US catastrophe exposure. Casualty Treaty is also a driver due to its long-tail exposure.

Aggregate exposure management

Each Syndicate is exposed to potential large claims from natural catastrophe events. The catastrophe risk
tolerances are defined for each Syndicate's risk appetite framework. These are reviewed and set by the Board
on an annual basis.

Syndicate 2987 has a tolerance of 20% of Brit Limited Group Net Tangible Assets for major catastrophe events
(as defined by World Wide All Perils 1-in-30 Aggregate Exceedance Probability (AEP)). This tolerance is set
annually based on the Net Tangible Assets at the beginning of the year and equates to a maximum acceptable
1-in-30 AEP modelled loss (after all reinsurance) of US$198.6m as at 31 December 2019. This is in addition to
other tolerances set within the catastrophe risk appetite framework.

Syndicate 2988 has a tolerance of 50% of Syndicate 2988’s Economic Capital Assessment for major catastrophe
events (as defined by World Wide All Perils 1-in-30 Aggregate Exceedance Probability (AEP)). This equates to
a maximum acceptable 1-in-30 AEP modelled loss (after all reinsurance) of £49.1m as at 31 December 2019.
This is in addition to other tolerances set within the catastrophe risk appetite framework.

The Syndicates closely monitor aggregation of exposure to natural catastrophe events against agreed risk
appetites using stochastic catastrophe modelling tools, along with knowledge of the business, historical loss
information, and geographical accumulations. Analysis and monitoring also measures the effectiveness of the
Syndicate’s reinsurance programmes. Stress and scenario tests are also run, such as Lloyd’'s and internally
developed Realistic Disaster Scenarios (RDS).
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Below are the key RDS losses to the Syndicates for all classes combined (in US$ millions) (unaudited):

Modelled 2987 Syndicate Loss »

Estimated 2019 2019 2018 2018
Lloyd’s prescribed RDS event industry loss Gross Net . Gross Net
Gulf of Mexico Windstorm 111,000 820 107 811 141
Florida Miami Windstorm 131,000 860 93 986 101
US North East Windstorm 81,000 838 104 788 116
San Francisco Earthquake 80,000 1,031 138 1,071 210
Japan Earthquake 73,369 284 101 246 103
Japan Windstorm 15,591 71 30 62 24
European Windstorm 26,847 89 39 165 85

The Modelled 2988 Syndicate loss is presented below. Brit UW Limited is only exposed to 18.46% of the 2018
year of account related losses of Syndicate 2988.

Estimated

industry 2019 2019 2018 2018
Lloyd’s prescribed RDS event loss Gross Net Gross Net
Gulf of Mexico Windstorm 111,000 82 32 86 34
Florida Miami Windstorm 131,000 103 33 127 34
US North East Windstorm ' 81,000 78 33 81 36
San Francisco Earthquake 80,000 111 34 99 33
Japan Earthquake 73,369 16 16 12 12
Japan Windstorm 15,591 7 7 1 1
European Windstorm 26,847 4 4 7 7

(i) At 31 December 2018 exchange rates

Actual results may differ materially from the losses above given the significant uncertainties within model
assumptions, techniques and simulations applied to calculate these event loss estimates. There could also be
unmodelled losses which result in actual losses exceeding these figures. Moreover, the portfolio of insured risks
changes dynamically over time.

Sensitivity to changes in net claims ratio

The Syndicates’ result for the financial year is sensitive to an independent 1% change in the net claims ratio for
each principal category as follows:

Change in reported profit/loss 2019 . 2018

Category US$m % US$m %
Short-Tail Direct Insurance 8.3 60% 8.4 67
Long-Tail Direct Insurance 23 17% 1.2 10
Short-Tail Reinsurance 0.9 6% 0.9 7
Long-Tail Reinsurance 23 17% 20 16
Total 13.8 100% 12.5 100
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(ii) Reinsurance risk

Each Syndicate purchases reinsurance to manage its exposure to individual risks and aggregation of risks
arising from individual large claims and catastrophe events. This allows the Syndicates to mitigate their exposure
to insurance losses against their risk appetite, reduce volatility of reported results and protect capital.

Proportional quota share reinsurance is purchased to provide protection against claims arising either from
individual large claims or aggregation of losses. Quota share reinsurance is also used to manage net exposure
to classes of business where the Syndicates’ risk appetite is lower than the efficient operating scale of the class
of business on a gross of reinsurance basis. These placements are reviewed on the basis of market conditions.

The Syndicates may use the following types of reinsurance to protect themselves from severe size or frequency
of losses: '

(i) Facultative reinsurance may be used to reduce risk relating to individuai contracts. The amount of cover
bought varies by class of business. Facultative reinsurance is also used as a tool to manage the net line
size on individual risks to within tolerance.

(i) Risk excess of loss reinsurance may be used to protect a range of individual inwards contracts which
could give rise to individual large claims. The optimal net retention per risk is assessed for each class
of business given the Syndicate’s risk appetite during the business planning exercise.

(iii) Aggregate catastrophe excess of loss cover to protect the Syndicate against combined property claims
from multiple policies resulting from catastrophe events.

Syndicate 2987 has in place a comprehensive programme of excess of loss reinsurance to protect itself from
severe size or frequency losses, whereas Syndicate 2988 has a selective reinsurance programme.

Given the fundamental importance of reinsurance protection to the Syndicates’ risk management, Brit
Syndicates have in place internal controls and processes to ensure that the reinsurance arrangements provide
appropriate protection of capital and maintain Brit's ability to meet policyholder obligations. The Head of
Outwards Reinsurance, the Chief Underwriting Officer, Chief Risk Officer and Chief Actuary propose external
reinsurance arrangements with input from class underwriters for class level reinsurance. The Chief Underwriting
Officer proposes reinsurance arrangements with Brit Reinsurance (Bermuda) Ltd, see note 26 for further
information). All reinsurance purchases are reviewed by the Outwards Reinsurance Committee. The Head of
Outwards Reinsurance monitors and reports on the placement of reinsurance protections

The Syndicates remain exposed to a number of risks relating to its reinsurance programme:

e ltis possible for extremely severe catastrophe losses to exhaust the reinsurance purchased. Any losses
exceeding the reinsurance protection would be borne by the Syndicates.

e  Some parts of the programme have limited reinstatements which limit the amount that may be recovered
from second or subsequent claims. If the entirety of the cover is exhausted, it may not be possible to
purchase additional reinsurance at a reasonable price.

e Adispute may arise with a reinsurer which may mean the recoveries received are lower than anticipated.

These risks are managed through a combination of techniques and controls including risk aggregation, capital
modelling and internal actuarial review of outward reinsurance costs. The counterparty risk in relation to
reinsurance purchased is managed by the Credit Committee. This is further discussed in the Credit risk section
below.

(iii) Reserving risk

Reserving risk arises as the actual cost of losses for policyholder obligations incurred before 31 December 2019
may differ from the established reserves due to inaccurate assumptions or unforeseen circumstances. This is a
key risk for the Syndicates as the reserves for unpaid losses represent the largest component of the Syndicates’
liabilities and are inherently uncertain. The BSL Reserving Committee is responsible for the management of
each Syndicate’s reserving risk.
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The Syndicates have a rigorous process for establishing reserves for insurance claim liabilities and a number of
controls are used to mitigate reserving risk. The reserving process starts with controls over claims data which
ensure complete and accurate recording of all paid and notified claims. Claims adjustors validate policy terms
and conditions, adjust claims and investigate suspicious or disputed claims in accordance with the Syndicates’
claims policy. Case reserves are set for notified claims using the experience of specialist claims adjustors,
underwriters and external experts where necessary.

Whilst the case reserve is expected to be sufficient to meet the claims amount when it is settled, incurred but
not reported (IBNR) claims require additional reserves. This is particularly the case for the longest tailed classes
of business where the final settlement can occur several years after the claim occurred. Actuarial projection
techniques are employed by the Syndicates’ experienced actuaries to establish the IBNR reserve. These
techniques project IBNR reserves based on historical development of paid and incurred claims by underwriting
year. For the most uncertain claims, the triangulation techniques are supplemented by additional methods to
ensure the established reserve is appropriate. The actuarial team work closely with other business functions
such as underwriting, claims and risk aggregation to ensure that they have a full understanding of the emerging
claims experience across each Syndicate.

Brit Syndicates’ 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 Reserving Committee, as part of the
formal governance arrangements for the Syndicates. The estimate agreed by the committee is used as a basis
for the Syndicates’ financial statements. A management risk margin is also applied over and above the actuarial
best estimate to allow for the inherent uncertainty within the best estimate reserve position and wider inherent
uncertainty across the economic and insurance environment. This margin increases the reserves reflected in
the Syndicates’ financial statements above the mean expectation. Finally, the reserves in the financial
statements are presented to the Audit Committee for recommendation to the BSL Board who are responsible
for the final sign-off. As part of their audit engagement, reserves are subject to external actuarial review by the
Syndicates’ auditors.

The reserves can be more or less than is required to meet the claims arising from earned business. The level
of uncertainty varies significantly between the classes written by the Syndicates but typically is highest for those
classes where there are longer delays in the settlement of the final claim amount. More specifically, the key
areas of uncertainty within the Syndicates’ reserves are considered to be claims from the long tail direct and
reinsurance classes. The issues contributing to this heightened uncertainty are common to all entities which
write such business.

Liquidity risk
This is the risk that Syndicates 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 Syndicates face
is the daily calls on its available cash resources in respect of claims arising from insurance contracts.

The Managing Agent monitors the levels of cash and cash equivalents on a daily basis within each Syndicate,
ensuring adequate liquidity to meet the expected cash flow requirements due over the short term.

" The Syndicates also limit the amount of investment in illiquid securities in line with the liquidity policy set by the

BSL Board. This involves ensuring sufficient liquidity to withstand claim scenarios at the extreme end of business
plan projections by reference to modelled RDS. Contingent liquidity also exists in the form of the Group’s
revolving credit facility.

The tables below present the fair value of monetary assets and the undiscounted value of monetary liabilities of
Brit UW Limited (including Syndicate 2987 and the Company’s share of Syndicate 2988) into their relevant
maturing groups based on the remaining period at the end of the year to their contractual maturities or expected
repayment dates.
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At 31 December 2019 Uptoayear 1-3years 3-5years Over5years Equities Total
Assets (Fair values) us$m US$m US$m US$m US$m US$m
Reinsurance assets 565.2 6221 345.3 437.3 - 1,969.9
Financial investments 1,525.4 82.6 38.8 60.6 4526 2,160.0
Derivative contracts 1.2 - - 0.3 - 1.5
Insurance receivables 1,114.7 0.3 - - - 11150
Cash at bank and in hand- 324 - - - - 324
Other 83.8 125.7 316 2.6 - 2437
3,322.7 830.7 415.7 500.8 4526 5,522.5

Liabilities (Undiscounted values) Us$m US$m UsS$m US$m US$m US$m
Insurance contract liabilities 1,189.8 1,314.1 749.2 1,034.4 - 4,287.5
Derivative contracts 12.4 - - - - 12.4
Credit facility 60.0 - - - - 60.0
Insurance & other payables 1,293.7 - - - - 12937
2,555.9 1,314.1 749.2 1,034.4 - 5,653.6

At 31 December 2018 Uptoayear 1-3years 3-5years Over5years Equities Total
Assets (Fair values) US$m US$m US$m US$m US$m US$m
Reinsurance assets 612.6 633.6 351.4 470.8 - 2,068.4
Financial investments 734.1 585.9 76.1 18.0 397.3 1,811.4
Derivative contracts 12.8 - - 0.7 - 13.5
Insurance receivables 968.1 0.8 - - - 968.9
Cash at bank and in hand 28.0 - - - - 280
Other 92.0 138.0 353 3.0 - 268.3
2,4476 1,368.3 462.8 492.5 397.3 51585

Liabilities (Undiscounted values) US$m US$m US$m US$m US$m US$m
Insurance contract liabilities 1,215.3 1,321.2 740.5 1,054.8 © 43318
Derivative contracts 28 - - - - 28
Insurance & other payables 983.3 - - - - 983.3
2,201.4 1,321.2 740.5 1,054.8 - 53179

*Note: the tables above exclude provisions for unearned premiums and deferred acquisition costs as, although monetary
assets and monetary liabilities under FRS103, these are not considered to be sensitive to liquidity risk.

Credit risk

This is the risk that one party to a financial instrument will cause a financial loss for the other party by failing to
discharge an obligation. The main sources of credit risk relate to:

) Reinsurers: through the failure to pay valid claims against a reinsurance contract held by a Syndicate.

. Brokers and coverholders: where counterparties fail to pass on premiums or claims collected or paid on

behalf of a Syndicate.

. Investments: through the issuer default of all or part of the value of a financial instrument or derivative

financial instrument.

e Cash and cash equivalents: through the default of the banks holding the cash and cash equivalents.

The insurance and non-insurance related counterparty credit risks are managed separately by the Company.
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(i) Investments credit risk
Investment credit risk management process

The Investment Committee is responsible for the management of investment credit risk. The Investment
Guidelines and Investment Policy set out clear limits and controls around the level of investment credit risk. The
Syndicates have 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 Syndicates’ and
Company's cash and investments. In addition, the investment risk framework further limits potential exposure to
credit risk through monitoring of the aggregate investment risk limits.

Investment credit risk profile

The summary of the investment credit risk exposures for Brit UW Limited (including Syndicate 2987 and the
Company's share of Syndicate 2988) is set out in the tables below:

US$ millions AAA AA A P-1 P-2 and Equities RaT:; Total
below

At 31 December 2019

Financial Investments 1,052.6 263.8 2131 - - 1484 452.6 295 2,160.0

Derivative contracts - - - - - - - 1.5 1.5

Cash at bank - 3.6 28.3 - - 0.5 - - 324

Other 122.7 291 241 - - 26.5 - 413 243.7
. Total 1,175.3 296.5 265.5 - - 1754 452.6 723 2,437.6

At 31 December 2018 .

Financial Investments 1,070.7 104.2 954 - - 89.4 400.0 517 18114

Derivative contracts - - - - - - - 13.5 135

Cash at bank - 7.1 8.1 - - 128 - - 28.0

Other 141.9 28.9 25.7 1.1 - 19.6 - 51.1 268.3

Total 1,212.6 140.2 129.2 1.1 - 1218 4000 116.3 2,121.2

(ii)) Insurance Credit Risk

Insurance Credit Risk Management Process

The Credit Committee, chaired by the Group Chief Financial Officer, is responsibie for the management of credit
risk arising from insurance activities.

Reinsurer credit risk is managed by transacting only with reinsurance counterparties that satisfy a minimum level
of financial strength or provide appropriate levels of collateral, and have been approved for use by the Credit
Committee; The reinsurer security list, which sets out the list of approved reinsurance counterparties, is reviewed
at least annually and following any significant change in risk profile, which includes any changes to reinsurers’
financial ratings. Credit risk appetite limits are set for reinsurance entities and groups to limit accumulations of
risk. These positions are monitored quarterly against current statement of financial position exposures and in
relation to a number of extreme loss scenarios.

Reinsurance aged debt is monitored and managed against risk appetite limits set by the Credit Committee. A
bad debt provision is held against all non-rated reinsurers or any reinsurer where there is deemed to be a specific
risk of non-payment.

Any breaches of credit risk appetite are reported to the Risk Oversight Committee and the BSL Board on at least
a quarterly basis.
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Insurance Credit Risk Profile

The summary of the insurance credit risk exposures for Brit UW Limited (including Syndicate 2987 and the
Company’s share of Syndicate 2988) is set out in the tables below:

US$ millions AAA AA A A Collateral Not rated Total
As at 31 December 2019

Reinsurance on claims outstanding 3.4 467.2 313.8 1,102.1 83.4 1,969.9
Insurance and reinsurance receivables - 1.3 - - 1,113.7 1,1156.0
Total 3.4 468.5 313.8 1,102.1 1,197 1 3,084.9
As at 31 December 2018

Reinsurance on claims outstanding 27 424.8 374.6 1,186.4 79.9 2,068.4
Insurance and reinsurance receivables - - - - 968.9 968.9
Total 2.7 424.8 374.6 1,186.4 1,048.8 3,037.3

Insurance credit risk arises primarily from reinsurers (whereby reinsurers fail to pay recoveries due to the
Syndicates in a timely manner) and brokers and coverholders (whereby intermediaries fail to pass on premlums
due to the Syndicates in a timely manner).

Total collateral of US$1,453.6m (2018: US$1,398.9m) and US$49.5m / £37.4m (2018: US$53.9m / £42.3m), is
held in third party trust accounts or as a letter of credit (LOC) to guarantee Syndicate 2987 and Syndicate 2988
respectively against reinsurance counterparties. This is available for immediate drawdown in the event of a
default. As at 31 December 2019, US$1,102.0m (2018: US$1,186.4m) and US$5.7m / £4.3m (2018: US$10.1m
/ £7.9m) of amounts recoverable from reinsurers were protected by cash and cash equivalents held in third party
trust accounts or by LOC’s for Syndicate 2987 and Syndicate 2988 respectively.

The following table shows movements in impairment provisions during the year:

Provision against Provision against
US$ millions Reinsurance Assets Insurance Receivables
2019
At 1 January 2019 - 10.9
Release for the year - 0.5
Net foreign exchange differences - (0.1)
At 31 December 2019 ' - 11.3
2018
At 1 January 2018 07 10.5
Release for the year ’ (0.7) 0.5
Net foreign exchange differences - (0.1)
At 31 December 2018 - 10.9
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The following table shows the amount of insurance receivables that were past due but not impaired at the end
of the year:

2019 2018

US$m US$m

0-3 months past due 16.2 50.4
4-6 months past due 29.7 11.2
7-9 months past due 0.6 3.8
10-12 months past due ' 0.4 14
More than 12 months past due 25 1.8
Total 494 68.6

Market 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. Market risk comprises three types of risk: currency risk, interest rate risk and other price risk.
Credit risk on financial investments and cash is covered in the credit risk section.

(i) Currency risk

Currency risk is the risk that movements in exchange rates impact the financial performance or solvency position
of the Syndicates.

The split of assets and liabilities for Brit UW Limited's (including Syndicate 2987 and the Company’s share of
Syndicate 2988) main currencies is set out in the tables below:

Converted US$ millions UKE uUss CAD $ EUR € Total

As at 31 December 2019

Total assets 1,177.0 4,521.0 656.9 238.3 6,593.2

Total liabilities (1,109.4) (4,878.8) (334.3) (306.4) (6,628.9)

:et_ as§ets excluding the effect of 67.6 (357.8) 322 6 (68.1) (35.7)
erivatives

Adjustment for foreign exchange (205.1) 389.9 (264.3) 79.5 .

derivatives ) ) ’ ’

Adjusted net assets (137.5) 321 58.3 1.4 (35.7)

As at 31 December 2018

Total assets 1,182.0 4,195.1 558.5 259.4 6,195.0

Total liabilities (1,051.6) (4,581.5) (278.2) (325.7) (6,237.0)

Net assets excluding the effect of 130.4 (3864) 2803  (66.3) (42.0)
erivatives

Adjustment for foreign exchange (235.4) 389.8 (235.7) 813 )

derivatives ' ' ) )

Adjusted net assets (105.0) 34 446 15.0 (42.0)
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The non-US dollar denominated net assets of the Company may lead to profits or losses (depending on the mix
relative to the liabilities), should US doliars vary relative to these currencies.

The Company manages its exposure in each of the main four currencies and the net asset position is rebalanced
periodically. Where mismatches occur these may lead to FX gains and losses reported through the income
statement.

Foreign currency forward contracts may be used to achieve the desired exposure to each currency. From time
to time the Company may also choose to utilise foreign currency derivatives to manage the risk of reported
losses due to changes in foreign exchange rates. The degree to which derivatives are used is dependent on the
prevailing cost versus the perceived benefit to shareholder value from reducing the chance of a reported loss
due to changes in foreign exchange rates. The details of foreign currency derivatives contracts entered into are
given in Note 15.

Sensitivity to changes in foreign exchange rates
The table below gives an indication of the impact on the result of a percentage movement in the relative strength
of the US dollar against the value of the Sterling, Canadian dollar, Euro and Australian dollar simultaneously,

after taking into consideration the effect of hedged positions. The analysis is based on the information at 31
December 2019.

Impact on result before tax and net assets

US$ millions 2019 2018
US dollar weakens

10% against other currencies (6.8) (4.5)
20% against other currencies (13.6) (9.0)
US dollar strengthens

10% against other currencies 6.8 4.5
20% against other currencies 13.6 90

(ii) Interest rate risk and price 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, borrowings and cash and cash equivalents. The sensitivity of the price of these financial exposures is
indicated by their respective durations. This is defined as the modified duration which is the change in the price
of the security subject to a 100 basis points parallel shift in interest rates. The greater the duration of a security,
the greater the possible price volatility.

Insurance liabilities are measured on an undiscounted basis and therefore the reported liabilities are not
sensitive to changes in interest rates.
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The banded durations of the Company (including Syndicate 2987 and the Company’s share of Syndicate 2988)
financial instruments and cash and cash equivalents sensitive to interest-rate risk are shown in the table below:

US$ millions 1 year or 1to 3 3to5 Over § Equities Total
at 31 December 2019 less years years years )

Cash at bank and in hand 324 - - - - 324
Financial Investments 1,525.4 82.6 38.8 60.6 452.6 2,160.0
Derivatives 12 - - 0.3 - 1.5
Other 83.8 125.7 316 26 - 243.7
Total 1,642.8 208.3 704 63.5 452.6 2,437.6
As at 31 December 2018

Cash at bank and in hand 28.0 - - - - 28.0
Financial Investments 7341 585.9 76.1 18.0 397.3 1,811.4
Derivatives 12.8 - - 0.7 - 13.5
Other 92.0 138.0 35.3 3.0 - 268.3
Total 866.9 723.9 111.4 21.7 397.3 2121.2

The Company takes into account the duration of its required capital, targeting an investment portfolio duration
that, under a variation in interest rates, preserves the solvency ratio of the Syndicates. The duration of the
investment portfolio is then set within an allowable range relative to the targeted duration. This is achieved by

the use of interest rate derivatives.

Sensitivity to changes in investment yields

The sensitivity of the result and net assets to the changes in the investment yields is set out in the table below.

Impact on result before tax

US$ millions 2019 2018
Increase

25 basis points (5.4) (4.2)
50 basis points (11.0) (8.5)
100 basis points (22.0) 17.1)
Decrease

25 basis points 54 4.2
50 basis points 11.0 8.5
100 basis points 22.0 171
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‘Capital risk management

Capital framework at Lloyd'’s

The Society of Lloyd’s (Lloyd’s) is a regulated undertaking and subject to the supervision of the Prudential
Regulatory Authority (PRA) under the Financial Services and Markets Act 2000, and in accordance with the
Solvency II framework.

Within this supervisory framework, Lloyd's applies capital requirements at member level and centrally to ensure
that Lioyd's complies with Solvency li, and beyond that to meet its own financial strength, liscence and ratings
objectives.

Although, as described below, Lloyd's capital setting processes use a capital requirement set at syndicate level
as a starting point, the requirement to meet Solvency Il and Lloyd'’s capital requirements apply at overall and
member level respectively, not at syndicate level. Accordingly the capital requirements in respect of Syndicate
2987 and Syndicate 2988 are not disclosed in these financial statements.

Lloyd’s capital setting process

In order to meet Lloyd’s requirements, each syndicate is required to calculate its Solvency Capital Requirement
(SCR) for the prospective underwriting year. This amount must be sufficient to cover a 1 in 200 year loss,
reflecting uncertainty in the ultimate run-off of underwriting liabilities (SCR to ultimate). The syndicate must also
calculate its SCR at the same confidence level but reflecting uncertainty over a one year time horizon (one year
SCR) for Lloyd's to use in meeting Solvency Il requirements. The SCRs of each syndicate are subject to review
by Lloyd’s and approval by the Lloyd’s Capital and Planning Group.

A syndicate may be comprised of one or more underwriting members of Lloyd’s. Each member is liable for its
own share of underwriting liabilities on the syndicate(s) on which it participates but not other members’ shares.
Accordingly, the capital requirement that Lloyd's sets for each member operates on a similar basis. Each
member's SCR shall thus be determined by the sum of the member’s share of the syndicate SCR to ultimate.
Where a member participates on more than one syndicate, a credit for diversification is provided to reflect the
spread of risk, but consistent with determining an SCR which reflects the capital requirement to cover a 1 in 200
year loss to ultimate for that member. Over and above this, Lloyd's applies a capital uplift to the member’s capital
requirement, known as the Economic Capital Assessment (ECA). The purpose of this uplift, which is a Lloyd’s
not a Solvency I requirement, is to meet Lloyd's financial strength, licence and rating objectives. The capital
uplift applied for 2019 was 35% of the member’'s SCR to ultimate.

Capital Calculation

The SCR to Ultimate is calculated using a stochastic risk-based capital model developed by the Brit Group which
allows the BSL Board to identify an appropriate level of capital required. This capital requirement is specific to
the actual reserving history, reinsurance programme and business profile of Syndicate 2987 and Syndicate 2988
rather than being based on company market averages. The BSL Board reviews and approves all capital
modelling submissions to Lloyd's.

The FAL provided by the corporate member takes account of any estimated surpluses or expected losses in

respect of open years. Any consequential deficit must be funded as part of the coming into line exercise.
Consequently the actual FAL provided may be higher or lower than the ECA.
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4. Segmental information
Brit Global
Brit Global Speciality
Speciality Direct Reinsurance Corporate Total
UsS$m US$m US$m US$m
Year ended 31 December 2019
Gross premiums written 1,728.7 537.4 2,266.1
Net premiums written 1,192.6 205.4 (78.0) 1,320.0
Net premiums earned 1,207.5 175.7 (78.0) 1,305.2
Claims incurred net of reinsurance (657.0) (61.3) (718.3)
Net operating expenses (498.7) (108.3) (44.4) (652.4)
Underwriting result 51.7 5.1 (122.4) (65.6)
Investment return 227 9.0 (3.4) 28.3
Balance on Technical Account 74.4 14.1 (125.8) (37.3)
Year ended 31 December 2018
Gross premiums written 1,776.6 455.9 - 2,232.5
Net premiums written 971.7 293.3 (75.1) 1,189.9
Net premiums earned 962.8 285.1 (75.1) 1,172.8
Claims incurred net of reinsurance (437.3) (219.7) - (657.0)
Net operating expenses (546.6) (105.7) (14.6) (666.9)
Underwriting result (21.1) (40.3) (89.7) (151.1)
Investment return 38.1 131 (0.8) 50.4
Balance on Technical Account 17.0 (27.2) (90.5) (100.7)
The geographical analysis of premiums by the location of the underlying risk is as follows:
} 2019 2018
Us$m US$m
United States 1,194.5 1,012.0
United Kingdom 139.9 139.4
Europe (excluding UK) 66.2 93.8
Other (including worldwide) 865.5 987.3
Total 2,266.1 2,232.5

All premiums were concluded in the UK.

Commissions on direct insurance gross premiums written during 2019 were US$339.9m (2018: US$359.1m).
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An analysis of the underwriting result before investment return is set out below:

Gross Gross Gross Gross

Written  premiums claims operating Reinsurance
Year ended 31 Premiums Earned incurred expenses balance Total
December 2019 US$m US$m Us$m UsS$m Us$m UsS$m
Direct Insurance:
Accident and health 38.8 39.3 (20.7) (13.4) (3.8) 1.4
Motor (other
classes) - - 0.1 - (0.1) -
Marine aviation and -
transport 129.2 160.4 (109.3) (45.8) (1.6) 3.8
Fire and other 520.6 495.5 (268.6) (159.8) (64.0) 3.1
damage to property ’ ’ ’ ’ ’ '
Third party liability 475.0 4737 (260.4) (124.6) (89.2) (0.5)
Miscellaneous 117.5 125.2 (60.7) (22.4) (12.3) 6.4
Total Direct
Insurance 1,281.1 1,294.1 (719.6) (366.0) (171.0) 14.0
Reinsurance 985.0 924.6 (557.6) (319.3) (28.1) 19.5
Corporate - - - (44.4) (78.0) (98.9)
Total 2,266.1 2,218.7 (1,277.2) (729.7) (277.2) (65.4)

Gross Gross Gross Gross

Written premiums claims operating  Reinsurance
Year ended 31 Premiums Earned incurred expenses balance Total
December 2018 US$m US$m US$m US$m US$m US$m
Direct Insurance:
Accident and health 417 426 (26.4) (14.3) (4.6) (2.7)
Motor (other :
classes) - - 1.2 - (0.8) 04
Marine aviation and
transport 213.9 2259 (185.1) (68.8) 7.7 (20.3)
Fire and other 490.1 4637 (335.3) (156.5) 14.0 (14.1)
damage to property ’ ' ’ : : '
Third party liability 463.8 452.0 (289.3) (120.4) (10.6) 31.7
Miscellaneous 137.6 127.6 (72.3) (55.4) 12 11

1,347.1 1,311.8 (907.2) (415.4) 6.9 (3.9)
Reinsurance 885.4 884.4 (715.0) (304.0) . 77.0 (57.6)
Corporate - - - (14.5) (75.1) (89.6)

Total 2,232.5 2,196.2 (1,622.2) (733.9) 8.8 (151.1)

43




BriT UW LimiTED

Notes to the Financial Statements (continued)

6. Net operating expenses

2019 2018
US$m US$m
Acquisition costs 543.5 546.7
Movement in deferred acquisition costs (6.7) (9.0)
Operating expenses V 209.4 - 211.6
Names' personal expenses on Lloyd's Syndicates (16.5) (15.4)
729.7 - 7339
Reinsurance commissions receivable (77.3) (67.0)
Total 652.4 666.9
7. Interest receivable and similar income
2019 2018
US$m US$m
Intragroup interest receivable and other income 0.2 -
Total 0.2 -
8. Other charges
2019 2018
US$m US$m
Lloyd's market service expenses (0.2) 0.1)
Investment management fees (6.8) (7.6)
Foreign exchange gain/(loss) 16.9 (16.7)
Intragroup interest payable (10.6) (9.0)
Total (0.7) (33.4)

The audit fee for the current year has been borne by a fellow Group company and amounts to US$20.0k (2018:
US$20.0k). .

9. Claims development

The following tables illustrate the development of the estimates of earned ultimate cumulative claims incurred,
including claims notified and IBNR, for each successive underwriting year, illustrating how amounts estimated
have changed from the first estimates made. Non US dollar cumulative claims estimates and cumulative
payments are translated into US dollars at the period end rate as at 31 December 2019.

As these tables are on an underwriting year basis, there is an apparent large increase from amounts reported
for the end of the underwriting year to one year later as a large proportion of premiums are earned in the year
of account’s second year of development.

Advantage has been taken of the transitional rules of FRS 103 that permit the stepped increase in disclosure of

claims development information. The claims development information disclosed will be increased up to ten years
up to the 2020 year end.
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Estimate of cumulative gross incurred claims

US$m 2010
& 2011 2012 2013 2014 2015 2016 2017 2018 2019
Underwriting year Prior
At end of underwriting year - 4415 4753 441.4 475.5 452.3 531.4 906.7 830.0 644.6
One year later 831.9 894.7 948.1 1,089.4 1,004.5 1,238.9 1,6452 1,529.6
Two years later 878.2  958.6 995.9 1,139.2 1,080.0 1,365.3 1,7175.
Three years later 876.3 935.5 988.8 1,163.2 1,064.0 1,350.6
Four years later 881.5 971.6 1,008.2 1,142.0 1,032.9
Five years later 862.0 981.4 994.0 1122.5
Six years later 849.1 970.2 980.7
Seven years later 8473  956.5
Eight years later 849.5
Current estimate of
cumulative claims incurred 849.5 956.5 980.7 1,122.5 1,032.9 1,350.6 1,717.5 1,529.6 644.6
Cumulative payments to date 770.2 795.4 778.9 858.3 677.8 840.6 926.7 525.4 43.7
Gross outstanding claims
provision at 320.1 79.3 161.1 201.8 264.2 355.1 510.0 790.8 1,004.2 600.9
31 Dec 2019
Estimate of cumulative net incurred claims

2010
US$m & 2011 2012 2013 2014 2015 2016 2017 2018 2019
Underwriting year Prior
At end of underwriting year 3103 3273 2973 331.3 307.2 336.5 464.0 483.6 366.9
One year later 589.3 622.8 642.2 731.5 691.0 734.2 817.9 868.4
Two years later 614.7 6574 673.9 766.3 726.4 775.3 854.3
Three years later 6020 6429 671.9 768.3 695.6 7741
Four years later 602.0 651.5 677.3 722.8 670.3
Five years later 588.3  650.7 635.6 715.7
Six years later 576.4 621.0 623.6
Seven years later 569.9 612.2
Eight years later 569.3
Current estimate of
cumulative claims incurred 569.3 612.2 623.6 715.7 670.3 7741 854.3 868.4 366.9
Cumulative payments to date 517.3 5§23.7 511.2 563.3 452.4 504.1 466.2 3181 34.8
Net outstanding claims
provision at 153.8 52.0 88.5 1124 152.4 217.9 270.0 388.1 550.4 332.1

31 Dec 2019
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(a) Tax on loss on ordinary activities:

2019 2018
UsS$m US$m
Current tax:
UK corporation tax at 19% (2018: 19.25%) 1.2 (12.3)
Overseas tax (0.1) (1.7)
Double tax relief 1.2 11
2.3 (12.9)
Adjustments in respect of prior years 1.4 35
Total current tax credit/(charge) 3.7 (9.4)
Deferred tax:
Origination and reversal of temporary differences 6.8 407
Effect of future tax rate changes (1.3) (4.9)
Adjustments in respect of prior years 0.6 -
Total deferred tax credit 6.1 358
Tax credit on loss on ordinary activities 9.8 26.4

Overseas tax and the double tax relief principally arise from taxes suffered as a result of the Company's
operations at Lloyd's. Double tax relief is effectively limited to an amount equal to the tax due at the UK tax rate

on the same source of income.

(b) Factors affecting tax (credit)/charge for the year:

The tax on the entity's profits before tax differs from the theoretical amount that would arise based on the

standard rate of tax as follows:

2019 2018
UsS$m US$m
Loss on ordinary activities before tax (4.2) (190.8)
Loss on ordi.nary activities multiplied by standard rate of 08 36.2
UK corporation tax at 19% (2018:; 19.25%) :
Effect of tax rate change (1.3) (4.9)
Effect of temporary differences not recognised 7.0 (9.7)
Non-taxable items 0.2 1.9
Foreign tax 11 (0.6)
Adjustments to tax in respect of prior years 2.0 3.5
Total tax credited to income statement (Note 10(a) above) 9.8 26.4

(c) Effect of post balance sheet rate changes

UK legislation was substantively enacted on 9 September 2016 to reduce the main rate of UK corporation tax

from 19% to 17% from 1 April 2020.

The reduction in rate from 19% to 17% has been used in the calculation of the UK's deferred tax assets and

liabilities as at 31 December 2019.
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During 2019 it was announced that further legislation would instead maintain the main rate of UK corporation
tax at 19% and this legislation was substantively enacted by Budget resolution in March 2020. The impact of

the rate being maintained at 19% is to increase the total deferred tax asset to US$89.2m with an additional
US$2.7m unrecognised deferred tax asset in respect of undeclared year of account losses.

11.  Staff numbers and costs
All staff in the United Kingdom are employed by the Group’s services company, Brit Group Services Limited,

and the full staff cost disclosures are included in the notes to those financial statements. The Company is
recharged an appropriate amount by Brit Group Services Limited for the services it receives from those staff.

12. Directors’ remuneration

None of the Directors received any remuneration for their services to the Company during the year ended 31
December 2019 (2018: US$nil).

13. Deferred tax

2019 2018

US$m US$m

Undeclared year of account losses 80.3 73.9

80.3 73.9

Provision at the start of the year 73.9 37.3
Other adjustments in respect of prior years 0.6 -

Effect of rate change (1.3) (4.9)

Origination and reversal of temporary differences 6.8 40.7

Effect of Foreign Exchange 0.3 0.8

Deferred tax asset 80.3 73.9

Deferred assets, all of which arise in the United Kingdom, are considered recoverable where it is expected that
there will be future taxable income based on the approved business plans and budgets of the Brit Group. The
net deferred tax asset recorded in the year arises from significant catastrophe-related activity, which is not
expected to recur. The losses can be carried forward indefinitely and have no expiry date. Please see note 2 d)
for further detail on the estimation of deferred tax assets.

Deferred tax assets have not been recognized in respect of undeclared year of account losses of US$14.1m
(2018: US$51.2m) as it is not considered probable that they can be utilised in the foreseeable future.

14. Financial Investments

Market value Market value Cost Cost
2019 2018 2019 2018
US$m US$m US$m US$m
Shares and other variable yield securities 453.3 400.0 4344 4226
Debt §¢cunt|es and other fixed interest 1,706.7 1,381.9 1,690.5 1,458.2
securities

Derivative contracts 1.5 135 16.8 16.8
Other investments - 29.5 - 271
2,161.5 1,824.9 2,141.8 1,924.7
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“Other investments” relates to loan instrument securities including senior secured and second lien debt.

US$143.3m (2018: US$167.2m) of “Shares and other variable yield securities” and “Debt securities and other
fixed interest securities” are listed. These comprise 6.6% (2018: 9.2%) of the total market value of investments.

All financial investments have been designated as held at fair value through profit or loss.

(i) Disclosures of fair values in accordance with the fair value hierarchy

2019 Level 1 Level 2 Level 3 Total
US$m US$m US$m US$m

Equity securities 120.5 - 1321 252.6
Debt securities‘ 581.2 1,125.5 - 1,706.7
Derivatives - 1.2 0.3 1.5
Specialised investment funds 116.9 69.0 14.8 200.7
818.6 1,195.7 147.2 2,161.5

2018 Level 1 Level 2 Level 3 Total
_ US$m US$m US$m USS$m

Equity securities 1255 17.6 100.9 2440
Debt securities 848.3 533.6 - 1,381.9
Loan instrument securities } - 29.5 29.5
Derivatives } 12.7 0.8 13.5
Specialised investment funds 116.4 256 14.0 156.0
1,090.2 589.5 145.2 1,824.9

The Company has classified the fair value measurements using a fair value hierarchy that reflects the
significance of the inputs used in making those 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.

Assets are categorised as level one where fair values determined in whole directly by reference to an active
market relate to prices which are readily 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:
e 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

e Assets measured on the basis of valuation techniques including a varying degree of assumptions
supported by market transactions and observable data.
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For all assets not quoted in an active market or for which there is no active market, the availability of financial
data can vary and is affected by a wide variety of factors, including the type of financial instrument, whether it is
new and not yet established in the marketplace, and other characteristics specific to each transaction. To the
extent that valuation is based on the models or inputs that are unobservable in the market, the determination of
fair 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.

Valuation techniques

Level one financial assets

Inputs represent unadjusted quoted prices for identical instruments exchanged in active markets (where
transactions occur with sufficient frequency and volume). The fair value of securities sold short and the majority
of the company’s equities are based on published quotes in active markets. These also include government
bonds and treasury bills issued in Canada and in the US.

Level two financial assets

Inputs include directly or indirectly observable inputs (other than Level one inputs) such as quoted prices for
similar financial instruments exchanged in active markets, quoted prices for identical or similar financial
instruments exchanged in inactive markets and other market observable inputs.

Level two securities contain certain investments in 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 fliow 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 (“over-the-counter”)
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 of principal repayments are considered during their valuation.

Level three financial assets

Level three securities contain investments in private equity/limited partnerships where the fund’s underlying
investments, which include both equity and debt investments, are not traded/quoted in an active market. Pricing
models for these underlying investments 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. :
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The Company purchases derivative financial instruments:
i) to hedge its foreign currency exposure on future commitments;

ii) as part of its investment management strategy.

2019 2018

US$m US3m

Foreign exchange forward contract assets 1.2 12.7
Non-currency based inflation options 0.3 0.8
Other financial investments — derivatives 1.5 13.5
Foreign exchange forward contracts liabilities (12.4) (2.8)
Net value of derivatives at 31 December (10.9) 107

The hierarchy of fair values of derivative contracts is included within the Fair Value Hierarchy in Note 14 above.

16. Provision for unearned premium

Gross Reinsurers’ share Net
uUs$m US$m Us$m
Balance at 1 January 2019 919.1 (352.4) 566.7
Premiums written in the year 2,266.1 (946.1) 1,320.0
Premiums earned in the year (2,218.7) 913.5 (1,305.2)
Effect of movement in exchange rates 6.9 (2.6) 4.3
Balance at 31 December 2019 973.4 (387.6) 585.8
Gross Reinsurers’ share Net
US$m US$m US$m
Balance at 1 January 2018 897.1 (338.4) 558.7
Premiums written in the year 2,232.5 (1,042.6) 1,189.9
Premiums earned in the year (2,196.2) 1,023.4 (1,172.8)
Effect of movement in exchange rates (14.3) 5.2 (9.1)
Balance at 31 December 2018 919.1 (352.4) 566.7
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17. Claims Outstanding

Gross Reinsurers’ share Net
UsS$m US$m US$m
Balance at 1 January 2019 4,331.8 (2,068.4) 2,263.4
Claims incurred in current underwriting year 647.3 (274.6) 372.6
Claims incurred in prior underwriting years 629.9 (284.3) 345.6
Claims paid in the year (1,357.2) 684.6 (672.6)
Effect of movement in exchange rates 35.7 (27.2) 8.5
Balance at 31 December 2019 4,287.5 (1,969.9) 2,317.6
Gross Reinsurers’ share Net
US$m US$m US$m
Balance at 1 January 2018 41329 (1,779.7) 2,353.2
Claims incurred in current underwriting year 832.5 (347.4) 485.1
Claims incurred in prior underwriting years 789.7 (617.8) 171.9
Claims paid in the year (1,344.7) 618.5 (726.2)
Effect of movement in exchange rates (78.6) 58.0 (20.6)
Balance at 31 December 2018 4,331.8 (2,068.4) 2,263.4

18. Other assets

Other assets comprise overseas deposits which are lodged as a condition of conducting underwriting business

in certain countries.

19. Deferred acquisition costs

2019 2018
UsS$m US$m
Balance at 1 January 245.4 2416
Change in deferred acquisition costs 6.7 9.0
Effect of movement in exchange rates 27 (5.2)
Balance at 31 December 254.8 2454
20. Other debtors
2019 2018
US$m US$m
Amounts due from the Corporate Member 316.2 3523
Balances owed to the Syndicates by the Corporate Member 0.5 . 0.1
Outstanding settiements on investments 5.9 14
Current taxation 6.0 -
Other debtors 8.7 4.6
Total 337.3 358.4

Balances between the Corporate Member and the Syndicates have been reported gross on the Statement of

Financial Position.

51




BrIT UW LiMITED

Notes to the Financial Statements (continued)

21. Other creditors

2019 2018

US$m US$m

Amounts due to the Syndicates 316.2 352.3
Balances owed by the Corporate Member to the Syndicates - 0.5 0.1
Balances owed by the Syndicates to Group undertakings 0.3 0.2
Current taxation - 10.4
Amounts due to Group companies 302.0 141.0
Outstanding settlements on investments 6.8 23
Accruals and deferred income 36.9 325
Credit facility 60.0 -
Other creditors 21 2.0
Total 7248 540.8

The credit facility is for a maximum of US$450.0m (inciuding a US$80.0m letter of credit) where both Brit UW
Limited and Brit Insurance Holdings Limited are borrowers. As at 31 December 2019, Brit UW Limited was
US$60.0m drawn on the facility, Brit Insurance Holdings Limited was drawn by US$80.0m and the US$80.0m
letter of credit was uncollateralised.

22, Called up share capital

31 December 31 December
2019 2018
£ £
Allotted, called up and fully paid:
82 (2018: 82) Ordinary shares of £1 82 82

23. Controlling parties

The Company is a private company, limited by shares and is incorporated in England and Wales. The Company
is a wholly owned subsidiary of Brit Insurance Holdings Limited, a company registered in the United Kingdom.

The intermediate holding company, in which Brit UW Limited’s result is consolidated, is Brit Limited, a company
~ registered in the United Kingdom. Copies of Brit Limited’s consolidated financial statements can be obtained

by writing to The Leadenhall Building, 122 Leadenhall Street, London EC3V 4AB or from the website
ww.britinsurance.com.

The ultimate parent undertaking at the year-end is Fairfax Financial Holdings Limited, a company registered in
Canada and listed on the Toronto Stock Exchange. Copies of Fairfax consolidated financial statements can be
obtained by writing to 95 Wellington Street West, Suite 800, Toronto, Ontario, Canada, M5J 2N7 or from the
website at www fairfax.ca.

24. Disclosure exemptions

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

o  Statement of Cash Flows;

* Areconciliation of shares outstanding at the beginning and end of the period;

¢ Disclosure of key management personnel compensation.
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Note 24 Disclosure exemptions (continued)

The Company has been consolidated into the consolidated financial statements of Brit Limited, copies of whose
financial statements can be obtained from The Leadenhall Building, 122 Leadenhall Street, London EC3V 4AB
or from the website www .britinsurance.com.

25. Related party transactions

The Company has taken advantage of the exemption in FRS 102 not to disclose transactions with other wholly
owned subsidiaries within the Group. This is by virtue of the entity being wholly owned within a group whose
consolidated financial statements are publicly available (see Note 24 above).

26. Guarantees

The Funds at Lloyd's requirement of US$1,285.5m (2018: US$1,184.8m) for Brit UW Limited in respect of
Syndicate 2987 is provided in part through the fully collateralised reinsurance contract between Brit UW Limited
and Brit Reinsurance (Bermuda) Limited. The maximum claim under the reinsurance contract is US$650m. The
balance is provided by way of cash, investments and a letter of credit in Brit UW Limited amounting in aggregate
to US$635.5m (2018: US$534.8m) which are charged in favour of Lloyd's.

27. Funds in Syndicate

As at 31 December 2019, Syndicate 2987 held US$397.8m (2018: US$233.8m) of undistributed profit relating
to closed years of account. The investment return for the calendar year was a profit of US$7.9m (2018 loss:
US$(32.3)m). The undistributed profits are included in the Statement of Financial Position under ‘Financial
Investments’ (with a corresponding consolidation adjustment in other assets), and associated investment return

‘reported in the Income Statement: Non-Technical Account.

In 2019 capital injections of US$83.8m and US$29.0m occurred with a subsequent release of US$2.9m. Funds
in syndicate are included in the statement of financial position under financial investments and the associated
investment income reported in the non-technical account.

28. Post balance sheet events

Since the outbreak of COVID-19 in the first quarter of 2020, global financial markets have experienced, and may
continue to experience significant volatility and there are significant consequences for the global economy from
travel and border restrictions, quarantines, supply chain disruptions, lower consumer demand and general
market uncertainty. The extent and duration of the impact of COVID-19 on the global economy and the sectors
in which the Company and its policyholders operate is uncertain at this time, but it has the potential to adversely
affect our business.

The following actions were taken to maintain the financial strength of the Company. They were approved by
the Board on 10 June 2020 and by the Brit Insurance Holdings Limited Board, the Company’s immediate parent,
on 18 June 2020.

- Brit Insurance Holdings Limited injected US$250m of capital into the Company to replenish the capital
position, with sufficient headroom for further volatility, and to contribute to the Company’s remaining
2020 liquidity requirements. This was a non-cash capital injection.

+ A new £350m loan facility was created between Brit Insurance Holdings Limited and the Company, at
Libor plus 1.5%, to replace the existing loan facilities, to provide the Company with access to funds to
cover its forecast obligations.
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