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Notes to the financial
statements continued

2 Significant accounting policies continued
2.9 Impairment of assets continued

(c) Impairment loss
An impairment loss is recognised for the
amount by which the asset’s carrying
amount exceeds its recoverable amount.
The recoverable amount is the higher of
an asset’s fair value less costs to sell and
value in use. For the purpose of assessing
impairment, assets are grouped at the
lowest levels for which there are separately
identifiable cash flows (cash generating units).

Where an impairment loss subsequently
reverses, the carrying amount of the asset
is increased to the revised estimate of
its recoverable amount, but so that the
increased carrying amount does not
exceed the carrying amount that would
have been determined had no impairment
loss been recognised for the asset in prior
periods. A reversal of an impairment loss
is recognised as income immediately.
Impairment losses recognised in respect
of goodwill are not subsequently reversed.

2.10 Derivative financial instruments
Derivatives are initially recognised at fair
value on the date on which a derivative
contract is entered into and are subsequently
valued at their fair value at each balance
sheet date. Fair values are obtained from
quoted market values and, if these are not
available, valuation techniques including
option pricing models as appropriate. The
method of recognising the resulting gain
or loss depends on whether the derivative
is designated as a hedging instrument and,
if so, the nature of the item being hedged.
For derivatives not formally designated
as a hedging instrument, fair value changes
are recognised immediately in the income
statement. Changes in the value of derivative
and other financial instruments formally
designated as hedges of net investments
in foreign operations are recognised in the
currency translation reserve to the extent
they are effective; gains or losses relating
to the ineffective portion of the hedging
instruments are recognised immediately
in the consolidated income statement.

The Group had no derivative instruments
designated for hedge accounting during
the current and prior financial year (see
note 2.17).

2.11 Own shares
Where any Group company purchases

the parent Company’s equity share capital
(own shares), the consideration paid,
including any directly attributable
incremental costs (net of income taxes),
is deducted from equity attributable to
the Company’s owners on consolidation.
Where such shares are subsequently sold,
reissued or otherwise disposed of, any
consideration received is included in equity
attributable to the Company’s owners,
net of any directly attributable incremental
transaction costs and the related tax effects.

2.12 Revenue
Revenue comprises insurance premiums
earned on the rendering of insurance
protection, net of reinsurance, together
with profit commission, investment returns,
agency fees and other income inclusive
of fair value movements on derivative
instruments not formally designated for
hedge accounting treatment. The Group’s
share of the results of associates is reported
separately. The accounting policies for
insurance premiums are outlined below.
Profit commission, investment income and
other sources of income are recognised
on an accruals basis net of any discounts
and amounts such as sales based taxes
collected on behalf of third parties.

2.13 Insurance contracts
(a) Classification
The Group issues short-term casualty and
property insurance contracts that transfer
significant insurance risk. Such contracts may
also transfer a limited level of financial risk.

(b) Recognition and measurement
Gross premiums written comprise premiums
on business incepting in the financial year
together with adjustments to estimates
of premiums written in prior accounting
periods. Estimates are included for pipeline
premiums and an allowance is also made
for cancellations. Overrider and profit
commissions earned on ceded reinsurance
are also included within premiums. Premiums
are stated before the deduction of brokerage
and commission but net of taxes and duties
levied. Premiums are recognised as revenue
(premiums earned) proportionally over the
period of coverage except where time does
not approximate to the pattern of risk, where
previous claims information and other
factors determine revenue recognition.
The portion of premium received on in-force
contracts that relates to unexpired risks at
the balance sheet date is reported as the
unearned premium liability.

Claims and associated expenses are
charged to profit or loss as incurred based
on the estimated liability for compensation
owed to contract holders or third parties
damaged by the contract holders. They

include direct and indirect claims settlement
costs and arise from events that have
occurred up to the balance sheet date
even if they have not yet been reported to
the Group. The Group does not discount
its liabilities for unpaid claims. Liabilities for
unpaid claims are estimated using the input
of assessments for individual cases reported
to the Group and statistical analysis for the
claims incurred but not reported, and an
estimate of the expected ultimate cost of
more complex claims that may be affected
by external factors e.g. court decisions.

(c) Deferred acquisition costs (‘DAC’)
Commissions and other direct and indirect
costs that vary with and are related to
securing new contracts and renewing
existing contracts are capitalised as
deferred acquisition costs. All other costs
are recognised as expenses when incurred.
DAC are amortised over the terms of the
insurance contracts as the related premium
is earned.

(d) Liability adequacy test
At each balance sheet date, liability adequacy
tests are performed by each segment
of the Group to ensure the adequacy
of the contract liabilities net of related DAC.
In performing these tests, current best
estimates of future contractual cash flows
and claims handling and administration
expenses, as well as investment income
from assets backing such liabilities, are
used. Any deficiency is immediately charged
to profit or loss initially by writing-off
DAC and by subsequently establishing
a provision for losses arising from liability
adequacy tests (‘the unexpired risk provision’).

Any DAC written-off as a result of this test
cannot subsequently be reinstated.

(e) Outwards reinsurance contracts held
Contracts entered into by the Group,
with reinsurers, under which the Group
is compensated for losses on one or more
insurance or reinsurance contracts and
that meet the classification requirements
for insurance contracts, are classified as
insurance contracts held. Contracts that do
not meet these classification requirements
are classified as financial assets.

The benefits to which the Group is entitled
under outwards reinsurance contracts are
recognised as reinsurance assets. These
assets consist of short-term balances due
from reinsurers (classified within loans and
receivables) as well as longer-term receivables
(classified as reinsurance assets) that are
dependent on the expected claims and
benefits arising under the related reinsured
insurance contracts.
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2 Significant accounting policies continued
2.13 Insurance contracts continued
(e) Outwards reinsurance contracts held
continued

Reinsurance liabilities primarily comprise
premiums payable for ‘outwards’ reinsurance
contracts. These amounts are recognised
in profit or loss proportionally over the
period of the contract. Receivables and
payables are recognised when due.

The Group assesses its reinsurance assets
on a regular basis and if there is objective
evidence, after initial recognition, of an
impairment in value, the Group reduces the
carrying amount of the reinsurance asset to
its recoverable amount and recognises the
impairment loss in the income statement.

(f) Receivables and payables related
to insurance contracts
Receivables and payables are recognised
when due. These include amounts due
to and from agents, brokers and insurance
contract holders.

If there is objective evidence that the
insurance receivable is impaired, the Group
reduces the carrying amount of the insurance
receivable accordingly and recognises the
impairment loss in profit or loss.

(g) Salvage and subrogation
reimbursements
Some insurance contracts permit the Group
to sell property acquired in settling a claim
(i.e. salvage). The Group may also have the
right to pursue third parties for payment of
some or all costs (i.e. subrogation). Estimates
of salvage recoveries are included as an
allowance in the measurement of the
insurance liability for claims and salvage
property is recognised in other assets when
the liability is settled. The allowance is the
amount that can reasonably be recovered
from the disposal of the property.

Subrogation reimbursements are also
considered as an allowance in the
measurement of the insurance liability for
claims and are recognised in other assets
when the liability is settled. The allowance
is the assessment of the amount that can
be recovered from the action against the
liable third-party.

2.14 Deferred tax
Deferred tax is provided in full, using the
liability method, on temporary differences
arising between the tax bases of assets
and liabilities and their carrying amounts
in the financial statements. However, if
the deferred income tax arises from initial
recognition of an asset or liability in a
transaction other than a business

combination that at the time of the
transaction affects neither accounting nor
taxable profit or loss, it is not recognised.
Deferred tax is determined using tax rates
and laws that have been enacted or
substantively enacted by the balance sheet
date and are expected to apply when
the related deferred tax asset is realised
or the deferred tax liability is settled.

Deferred tax assets are recognised to the
extent that it is probable that the future
taxable profit will be available against which
the temporary differences can be utilised.
Deferred tax is provided on temporary
differences arising on investments in
subsidiaries and associates, except where
the Group controls the timing of the
reversal of the temporary difference and
it is probable that the temporary difference
will not reverse in the foreseeable future.

2.15 Employee benefits
(a) Pension obligations
The Group operated both defined
contribution and defined benefit pension
schemes during the year under review.
The defined benefit scheme closed to
future accrual with effect from 31 December
2006 and active members were offered
membership of the defined contribution
scheme from 1 January 2007.

A defined contribution plan is a pension
plan under which the Group pays fixed
contributions into a separate entity and has
no further obligation beyond the agreed
contribution rate. A defined benefit plan
is a pension plan that defines an amount
of pension benefit that an employee will
receive on retirement, usually dependent
on one or more factors such as age, years
of service and compensation.

For defined contribution plans, the Group
pays contributions to publicly or privately
administered pension insurance plans
on a contractual basis. The contributions
are recognised as an employee benefit
expense when they are due. Prepaid
contributions are recognised as an asset
to the extent that a cash refund or a
reduction in future payments is available.

The amount recognised in the balance
sheet in respect of defined benefit pension
plans is the present value of the defined
benefit obligation at the balance sheet date
less the fair value of plan assets, together
with adjustments for unrecognised
actuarial gains or losses and past service
costs. Plan assets exclude any insurance
contracts issued by the Group. To the
extent that a surplus emerges on the
defined benefit obligation, it is only
recognisable on the asset side of the

balance sheet when it is probable that
future economic benefits will be recovered
by the scheme sponsor in the form of
refunds or reduced future contributions.
The Group is not currently required to make
ongoing, regular contributions and does
not forsee future refunds with sufficient
probability for the scheme’s current
reported surplus to be recognised as an
asset on the balance sheet.

Actuarial gains and losses are only
recognised when the net cumulative
unrecognised actuarial gains and losses
for each individual plan at the end of the
previous accounting period exceeds
10% of the higher of the defined benefit
obligation and the fair value of the plan
assets at that date. Such actuarial gains
or losses falling outside of this 10% corridor
are charged or credited to income over the
employees’ expected average remaining
working lives.

Past service costs are recognised
immediately in income, unless the changes
to the pension plan are conditional on the
employees remaining in service for a
specified period of time (the vesting period).
In this case, the past service costs are
amortised on a straight-line basis over the
vesting period.

(b) Other long-term employee benefits
The Group provides sabbatical leave to
employees on completion of a minimum
service period of ten years. The present
value of the expected costs of these
benefits is accrued over the period of
employment. In determining this liability,
consideration is given to future increases
in salary levels, experience with employee
departures and periods of service.

(c) Share based compensation
The Group operates a number of equity
settled share based employee
compensation plans. These include both
the approved and unapproved share option
schemes, and the Group’s performance
share plans, outlined in the Directors’
remuneration report together with the
Group’s save as you earn (‘SAYE’) schemes.

The fair value of the employee services
received, measured at grant date, in
exchange for the grant of the awards is
recognised as an expense with the
corresponding credit being recorded in
retained earnings within equity. The total
amount to be expensed over the vesting
period is determined by reference to the
fair value of the awards granted, excluding
the impact of any non-market vesting
conditions (e.g. profitability or net asset
growth targets). Non-market vesting
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Notes to the financial
statements continued

2 Significant accounting policies continued
2.15 Employee benefits continued
(c) Share based compensation continued

conditions are included in assumptions
about the number of awards that are
expected to become exercisable. At each
balance sheet date, the Group revises its
estimates of the number of awards that are
expected to vest. It recognises the impact
of the revision of original estimates, if any, in
the income statement, and a corresponding
adjustment to equity, over the remaining
vesting period.

When the terms and conditions of an equity
settled share based employee compensation
plan are modified, and the expense to be
recognised increases as a result of the
modification, then the increase is
recognised evenly over the remaining
vesting period. When a modification
reduces the expense to be recognised,
there is no adjustment recognised and the
pre-modification expense continues to be
applied. The proceeds received net of any
directly attributable transaction costs are
credited to share capital and share
premium when the options are exercised.

In accordance with the transitional
arrangements of IFRS 2 only share
based awards granted or modified after
7 November 2002, but not yet vested
at the date of adoption of IFRS are included
in the calculations.

(d) Termination benefits
Termination benefits are payable when
employment is terminated before the
normal retirement date, or whenever an
employee accepts voluntary redundancy
in exchange for these benefits. The Group
recognises termination benefits when it is
demonstrably committed to either: terminating
the employment of current employees
according to a detailed formal plan without
possibility of withdrawal; or providing
termination benefits as a result of an offer
made to encourage voluntary redundancy.

(e) Profit sharing and bonus plans
The Group recognises a liability and an
expense for bonuses and profit sharing,
based on a formula that takes into
consideration the profit attributable to
the Company’s shareholders after certain
adjustments. The Group recognises a
provision where a contractual obligation
to employees exists or where there is

a past practice that has created
a constructive obligation.

(f) Accumulating compensation benefits
The Group recognises a liability and an
expense for accumulating compensation
benefits (e.g. holiday entitlement), based
on the additional amount that the Group
expects to pay as a result of the unused
entitlement accumulated at the balance
sheet date.

2.16 Financial liabilities
Financial liabilities are initially measured
at fair value. The Group’s borrowings are
financial liabilities and were previously
designated on inception as being held at
fair value through profit or loss if they were
managed and evaluated on a fair value
basis in accordance with a documented
strategy or if they eliminate or significantly
reduce a measurement or recognition
inconsistency.

In the prior year and up to 6 May 2008
(when all existing borrowings were repaid
in full), borrowings were consequently
remeasured at fair value at each balance
sheet date using observable market
interest rate data for similar instruments,
with all changes in value from one
accounting period to the next reflected in
the income statement unless they formed
part of a designated hedge accounting
relationship in which case certain changes
in value were recognised directly in equity,
(see notes 2.17 and 20).

All borrowings drawn after 6 May 2008 are
now remeasured at amortised cost at each
balance sheet date thereafter using the
effective interest method. Any difference
between the remeasured amortised cost
carrying amount and the ultimate redemption
amount is recognised in the income
statement over the period of the borrowings.

2.17 Net investment hedge accounting
In order to qualify for hedge accounting, the
Group is required to document in advance
the relationship between the item being
hedged and the hedging instrument.
The Group is also required to document
and demonstrate an assessment of the
relationship between the hedged item and
the hedging instrument, which shows that
the hedge will be highly effective on an
ongoing basis. This effectiveness testing
is re-performed at each period end to
ensure that the hedge remains highly effective.

The Group hedged elements of its net
investment in certain foreign entities
through foreign currency borrowings
that qualified for hedge accounting from
3 January 2007 until their replacement

on 6 May 2008; accordingly gains or losses
on retranslation are recognised in equity to
the extent that the hedge relationship was
effective during this period. Accumulated
gains or losses will be recycled to the
income statement only when the foreign
operation is disposed of. The ineffective
portion of any hedge is recognised
immediately in the income statement.

2.18 Finance costs
Finance costs consist of interest charges
accruing on the Group’s borrowings and
bank overdrafts together with commission
fees charged in respect of letters of credit.
Arrangement fees in respect of financing
arrangements are charged over the life of
the related facilities.

2.19 Provisions
The Group is subject to various insurance
related assessments and guarantee fund
levies. Provisions are recognised where
there is a present obligation (legal or
constructive) as a result of a past event that
can be measured reliably and it is probable
that an outflow of economic benefits will
be required to settle that obligation.

2.20 Leases
(a) Hiscox as lessee
Leases in which significantly all of the risks
and rewards of ownership are transferred
to the Group are classified as finance
leases. At the commencement of the lease
term, finance leases are recognised as
assets and liabilities at the lower of the fair
value of the asset and the present value of
the minimum lease payments. The minimum
lease payments are apportioned between
finance charges and repayments of the
outstanding liability, finance charges being
charged to each period of the lease term
so as to produce a constant rate of interest
on the outstanding balance of the liability.

All other leases are classified as operating
leases. Payments made under operating
leases (net of any incentives received from
the lessor) are charged to the income
statement on a straight-line basis over
the period of the lease.

(b) Hiscox as lessor
Rental income from operating leases is
recognised on a straight-line basis over the
term of the relevant contractual agreement.

2.21 Dividend distribution
Dividend distribution to the Company’s
shareholders is recognised as a liability in
the Group’s financial statements in the
period in which the dividends are approved.
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2 Significant accounting policies continued

2.22 Use of critical estimates,
judgements and assumptions
The preparation of financial statements
requires the use of significant estimates,
judgements and assumptions. The
Directors consider the accounting policies
for determining insurance liabilities, the
valuation of investments, the valuation of
retirement benefit scheme obligations and
the determination of current and deferred
tax assets and liabilities as being most
critical to an understanding of the Group’s
result and position.

The inherent uncertainty of insurance risk
requires the Group to make estimates,
judgements and assumptions that affect
the reported amounts of insurance and
reinsurance assets and liabilities at the
balance sheet date. This is the most
significant area of potential uncertainty
in the Group’s financial statements.

There are several sources of uncertainty
that need to be considered in the estimation
of the insurance liabilities that the Group
will ultimately pay for valid claims. These
include but are not restricted to: inflation;
changes in legislation; changes in the Group’s
claims handling procedures; and judicial
opinions which extend the Group’s coverage
of risk beyond that envisaged at the time
of original policy issuance. The Group seeks
to gather corroborative evidence from all
relevant sources before making judgements
as to the eventual outcome of claims,
particularly those under litigation, which have
occurred and been notified to the Group but
remain unsettled at the balance sheet date.

Estimates are continually evaluated based
on entity specific historical experience and
contemporaneous developments observed
in the wider industry when relevant, and are
also updated for expectations of prospective
future developments. Although the possibility
exists for material changes in insurance
liabilities estimates to have a critical impact
on the Group’s reported performance and
financial position, it is anticipated that the
scale and diversity of the Group’s portfolio
of insurance business considerably lessens
the likelihood of this occurring. Note 26
to the consolidated financial statements
provides a greater analysis of the main
methods used by the Group when
formulating estimates of the insurance
claims liabilities at each balance sheet date.

The Group carries its financial investments
at fair value through profit or loss with
fair value determined using published price
quotations in the most active financial
markets in which the assets trade.

During periods of economic distress and
diminished liquidity, the ability to obtain
quoted bid prices may be reduced and
as such as a greater degree of judgment
is required in obtaining the most reliable
source of valuation. Note 3.2 to the financial
statements discusses the reliability of the
Group’s fair values.

With regard to employee retirement benefit
scheme obligations, the amounts disclosed
in these consolidated financial statements
are sensitive to judgemental assumptions
regarding mortality, inflation, investment
returns and interest rates on corporate
bonds, many of which have been subject
to specific recent volatility. This complex
set of economic variables may be expected
to influence the liability obligation element
of the reported net balance amount to a
greater extent than the reported value of
the scheme assets element. For example,
if the recent cuts in official UK interest rates
are replicated with lower yields emerging
in UK corporate bond indices, a significant
uplift may occur in the reported net scheme
deficit through the reduced effect of
discounting outweighing any expected
appreciation in asset values. A sensitivity
analysis is given at note 30.

Legislation concerning the determination
of taxation assets and liabilities is complex
and continually evolving. In preparing the
Group’s financial statements, the Directors
estimate taxation assets and liabilities after
taking appropriate professional advice.
The determination and finalisation of
agreed taxation assets and liabilities may
not occur until several years after the
balance sheet date and consequently the
final amounts payable or receivable may
differ from those presently recorded in
these financial statements.

2.23 Reporting of additional
performance measures
The Directors consider that the claims
ratio, expense ratio and combined ratio
measures reported in respect of operating
segments and the Group overall at note 4
provide useful information regarding the
underlying performance of the Group’s
businesses. These measures are widely
recognised by the insurance industry and
are consistent with internal performance
measures reviewed by senior management
including the chief operating decision
maker. However, these three measures are
not defined within the IFRS framework and
body of standards and interpretations and
therefore may not be directly comparable
with similarly titled additional performance
measures reported by other companies.
Net asset value per share and return on
equity measures, disclosed at notes 5

and 6, are likewise considered to be
additional performance measures.

3 Management of risk
Overview of risk
The Group enters into contracts that
directly accept and transfer insurance risk,
which in turn necessarily creates exposure
to financial and other classes of risk.
Consequently, Hiscox is fundamentally
concerned with the identification and
management of all significant risks.

The Group’s overall appetite for accepting
and managing varying classes of risk is
defined by the Group’s Board. The Board
has developed a governance framework
and set Group-wide risk management
policies and procedures which cover
specific areas such as risk identification,
risk management and mitigation, and risk
reporting. The objective of these policies
and procedures is to protect the Group’s
shareholders, policyholders and other
stakeholders from negative events that
could hinder the Group’s delivery of its
contractual obligations and its achievement
of sustainable profitable economic and
social performance.

The Board exercises oversight over
the development and operational
implementation of its risk management
policies and procedures, and ongoing
compliance therewith, partially through
its own enquiries but primarily through
a dedicated internal audit function, which
has operational independence, clear terms
of reference influenced by the Board’s Non
Executive Directors and a clear upwards
reporting structure back into the Board.

The main sources of risk relevant to the
Group’s operations and its financial
statements fall into two broad categories:
insurance risk and financial risk. Note 3.1
details the Group’s approach to managing
insurance risk specifically whilst note 3.2
onwards outlines the Group’s sensitivity to
financial risk generally. Additional unaudited
information is also provided in the corporate
governance and risk management sections
of this Report and Accounts.

The Group, in common with the non-life
insurance industry generally, is fundamentally
driven by a desire to originate, retain and
service insurance contracts to maturity,
rather than engaging in mass distribution
of the risks assumed through large scale
securitisation. The Group’s business is
therefore fundamentally different to other
types of financial institutions in that its cash
flows are funded mainly through advance
premium collections rather than assuming
cash deposits, and the timing of such
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3 Management of risk continued

premium inflows is reasonably predictable.
In addition, the majority of material cash
outflows are typically triggered by the
occurrence of insured events non-
correlated to financial markets, and not
by the inclination or will of policyholders.

Consequently, as the Group therefore has
the capacity to invest and hold a significant
proportion of assets to maturity if required,
it has the ability for many of its ultimate
cash flows to remain relatively immune to
short-term, technically driven accounting
losses in fair value terms.

3.1 Insurance risk
Insurance risk is transferred to the Group
by contract holders through the
underwriting process. The Group’s
exposure to insurance risk arises from
the possibility that an insured event occurs,
and a claim is subsequently submitted
by the insured for payment. Management
of insurance risk on a day-to-day basis is
the responsibility of the Chief Underwriting
Officer, who receives assistance from
the management information and risk
modelling departments. The Board sets
the Group’s underwriting strategy for
accepting and managing insurance risk
prospectively, seeking to exploit identified
opportunities and taking cognisance of
other relevant anticipated market conditions.
Specific underwriting objectives such as
aggregation limits, reinsurance protection
thresholds, geographical disaster event risk
exposures and line of business diversification
parameters are prepared and reviewed
by the Chief Underwriting Officer in order
to translate the Board’s summarised
underwriting strategy into specific
measurable actions and targets. These
actions and targets are reviewed and
approved by the Board in advance of each
underwriting year. The Board continually
reviews its underwriting strategy throughout
each underwriting year in light of the
evolving market pricing and loss conditions
and as opportunities present themselves.

The Board requires all underwriters to
operate within an overall Group appetite for
individual events. This defines the maximum
exposure that the Group is prepared to
retain on its own account for any one
potential catastrophe event or disaster.
The Group’s underwriting risk appetite
seeks to ensure that it should not lose more

than one year’s profit plus 15% of core
capital as a result of a 1 in 250 year event.

Realistic disaster scenarios are extreme,
hypothetical events selected by Lloyd’s to
represent major events occurring in areas
with large insured values. They also reflect
the areas that represent significant exposures
for Hiscox. The Group compiles estimates
of losses arising from realistic disaster
events using statistical models alongside
input from its underwriters. The selection
of realistic disaster scenario events is
adjusted each year and they are not
therefore necessarily directly comparable
from one year to the next. The events are
extreme and as yet untested, and as such
these estimates may prove inadequate
as a result of incorrect assumptions, model
deficiencies, or losses from unmodelled
risks. This means that should a realistic
disaster actually eventuate, the Group’s
final ultimate losses could materially differ
from those unaudited estimates modelled
by management. The Group’s estimated
concentration of insurance risk, determined
in relation to the broad categories of insurance
liabilities reserved on the balance sheet, is
summarised in the tables on page 59.

The Group’s underwriters and management
consider insurance risk at an individual
contract level, and also from a portfolio
perspective where the risks assumed in
similar classes of policies are aggregated
and the exposure evaluated in light of
historical portfolio experience and
prospective factors. To assist with the
process of pricing and managing insurance
risk the Group routinely performs a wide
range of activities including the following:

regularly updating the Group’s risk
models;
documenting, monitoring and
reporting on the Group’s strategy
to manage risk;
developing systems that facilitate
the identification of emerging
issues promptly;
utilising sophisticated computer
modelling tools to simulate
catastrophes and measure the
resultant potential losses before
and after reinsurance;
monitoring legal developments and
amending the wording of policies
when necessary;
regularly aggregating risk exposures
across individual underwriting portfolios
and known accumulations of risk;
examining the aggregated exposures
in advance of underwriting further
large risks; and
developing processes that continually
factor market intelligence into the
pricing process.

The delegation of underwriting authority
to specific individuals, both internally and
externally, is subject to regular review. All
underwriting staff and binding agencies are
set strict parameters in relation to the levels
and types of business they can underwrite,
based on individual levels of experience
and competence. These parameters cover
areas such as the maximum sums insured
per insurance contract, maximum gross
written premiums and maximum aggregated
exposures per geographical zone and risk
class. Monthly meetings are held between
the Chief Underwriting Officer and a
specialist central analysis and review team
in order to monitor claim development
patterns and discuss individual underwriting
issues as they arise. The Chief Underwriting
Officer also holds weekly video conference
meetings with this team to discuss interim
underwriting matters.

The Group’s insurance contracts include
provisions to contain losses such as the
ability to impose deductibles and demand
reinstatement premiums in certain cases.
In addition, in order to manage the Group’s
exposure to repeated catastrophic events,
relevant policies frequently contain payment
limits to cap the maximum amount payable
from these insured events over the
contract period.

One tool for managing insurance risk is
reinsurance. Reinsurance protection such
as excess of loss cover is purchased at
an entity level and is also considered at an
overall Group level to mitigate the effect of
catastrophes and unexpected concentrations
of risk. However, the scope and type
of reinsurance protection purchased may
change depending on the extent and
competitiveness of cover available in
the market.



3 Management of risk continued
3.1 Insurance risk continued

Estimated concentration of gross and net Types of insurance risk in Group

insurance liabilities on balance sheet by
Property – Property – Casualty –

Reinsurance Marine and Other Professional Casualty –territory coverage of premium written
inwards major assets assets indemnity Other risks Other* Total

31 December 2008 £000 £000 £000 £000 £000 £000 £000

UK and Ireland Gross 51,386 8,900 141,470 223,181 3,100 13,887 441,924
Net 43,742 8,163 139,135 177,272 2,610 11,807 382,729

Europe Gross 27,922 5,370 75,624 44,932 9,219 11,447 174,514
Net 22,546 4,097 70,269 41,082 7,478 9,615 155,087

United States Gross 249,389 50,252 168,770 338,150 46,713 20,352 873,626
Net 143,826 36,889 118,909 306,694 33,186 15,554 655,058

Other territories Gross 81,258 15,736 28,459 37,062 7,118 62,779 232,412
Net 69,570 13,510 23,470 34,746 5,840 49,580 196,716

Multiple territory coverage Gross 124,552 183,410 38,615 3,990 154,195 50,178 554,940
Net 90,170 130,813 31,325 3,756 106,023 38,019 400,106

Total Gross 534,507 263,668 452,938 647,315 220,345 158,643 2,277,416

Net 369,854 193,472 383,108 563,550 155,137 124,575 1,789,696

Types of insurance risk in Group

Property – Property – Casualty –
Reinsurance Marine and Other Professional Casualty –

inwards major assets assets indemnity Other risks Other* Total
31 December 2007 £000 £000 £000 £000 £000 £000 £000

UK and Ireland Gross 47,633 7,200 122,967 263,869 1,332 28,446 471,447
Net 40,498 6,841 101,690 199,573 1,235 17,307 367,144

Europe Gross 43,751 22,367 47,799 66,758 11,662 15,340 207,677
Net 41,167 16,918 41,764 53,523 9,022 10,194 172,588

United States Gross 111,008 26,390 92,012 131,466 18,083 13,095 392,054
Net 87,937 15,270 90,686 129,457 16,495 10,406 350,251

Other territories Gross 34,163 96,391 53,664 75,478 58,735 37,827 356,258
Net 31,292 74,946 52,564 61,171 43,920 49,650 313,543

Multiple territory coverage Gross 103,081 81,095 18,364 1,808 48,576 33,527 286,451
Net 88,419 61,345 18,165 1,101 32,842 28,401 230,273

Total Gross 339,636 233,443 334,806 539,379 138,388 128,235 1,713,887

Net 289,313 175,320 304,869 444,825 103,514 115,958 1,433,799

*Includes a diverse mix of certain specialty lines such as kidnap and ransom, terrorism, bloodstock and other risks which contain a mix of property and casualty exposures.

Frequency and severity of claims
The specific insurance risks accepted by the Group fall broadly into four main categories: reinsurance inwards, marine and major property
risks, other property risks and casualty insurance risks. These specific categories are defined for risk review purposes only and are not
exclusively aligned to any specific reportable segment in the Group’s operational structure or the primary internal reports reviewed by
the chief operating decision maker. A discussion of the frequency and severity of claims for each of those categories is given below.
The Group has no significant exposure to asbestos risks or life insurance business.

Reinsurance inwards
The Group’s reinsurance inwards acceptances are primarily focused on large commercial property, homeowner and marine and crop
exposures held by other insurance companies predominantly in North America and other developed economies. This business is
characterised more by large claims arising from individual events or catastrophes than the high frequency, low severity attritional losses
associated with certain other business written by the Group. Multiple insured losses can periodically arise out of a single natural
or man-made occurrence.

The main circumstances that result in claims against the reinsurance inwards book are conventional catastrophes, such as earthquakes
or storms, and other events including fires and explosions. The occurrence and impact of these events is very difficult to model over the
short-term which complicates attempts to anticipate loss frequencies on an annual basis. In those years where there is a low incidence
of severe catastrophes, loss frequencies on the reinsurance inwards book can be relatively low.

A significant proportion of the reinsurance inwards business provides cover on an excess of loss basis for individual events. The Group
agrees to reimburse the cedant once their losses exceed a minimum level. Consequently the frequency and severity of reinsurance
inwards’ claims is related not only to the number of significant insured events that occur but also to their individual magnitude. If numerous
catastrophes occurred in any one year but the cedant’s individual loss on each was below the minimum stated, then the Group would
have no liability under such contracts.
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Notes to the financial
statements continued

3 Management of risk continued
3.1 Insurance risk continued

Maximum gross line sizes and aggregate
exposures are set for each type of
programme.

Property risks – Marine and major assets
The Group directly underwrites a diverse
range of property risks. The risk profile of
the property covered under marine and
major asset policies is different to that
typically contained in the other classes of
property (such as private households and
contents insurance) covered by the Group.

Typical property covered by marine and
other major property contracts include
fixed and moveable assets such as ships
and other vessels, cargo in transit, energy
platforms and installations, pipelines, other
subsea assets, satellites, commercial
buildings and industrial plants and
machinery. These assets are typically
exposed to a blend of catastrophic and
other large loss events, and attritional
claims arising from conventional hazards
such as collision, flooding, fire and theft.
Climatic changes may give rise to more
frequent and severe extreme weather
events (for example earthquakes,
windstorms and river flooding etc.) and
it may be expected that their frequency
will increase over time.

For this reason the Group accepts major
property insurance risks for periods of
mainly one year so that each contract
can be re-priced on renewal to reflect
the continually evolving risk profile. The
most significant risks covered for periods
exceeding one year are certain specialist
lines such as marine and offshore
construction projects which can typically
have building and assembling periods
of between three and four years. These
form a small proportion of the Group’s
overall portfolio.

Marine and major property contracts
are normally underwritten by reference
to the commercial replacement value of
the property covered. The cost of repairing
or rebuilding assets, of replacement or
indemnity for contents and time taken
to restart or resume operations to original
levels for business interruption losses are
the key factors that influence the level of
claims under these policies. The Group’s
exposure to commodity price risk in relation

to insurance contracts is very limited,
given the controlled extent of business
interruption cover offered in the areas
prone to losses of asset production.

Other property risks
The Group provides home and contents
insurance, together with cover for art work,
antiques, classic cars, jewellery, collectables
and other assets typically held by affluent
individuals. The Group also extends cover
to reimburse certain policyholders when
named insureds or insured assets are
seized for kidnap and a ransom demand
is subsequently met. Events which can
generate claims on these contracts include
burglary, kidnap, seizure of assets, acts
of vandalism, fires, flooding and storm
damage. Losses on most classes can be
predicted with a greater degree of certainty
as there is a rich history of actual loss
experience data and the locations of the
assets covered, and the individual levels
of security taken by owners, are relatively
static from one year to the next. The losses
associated with these contracts tend to be
of a higher frequency and lower severity
than the marine and other major property
assets covered above.

The Group’s home and contents insurance
contracts are exposed to weather and
climatic risks such as floods and windstorms
and their consequences. As outlined earlier
the frequency and severity of these losses
do not lend themselves to accurate
prediction over the short-term. Contract
periods are therefore not normally more
than one year at a time to enable risks
to be regularly re-priced.

Contracts are underwritten by reference
to the commercial replacement value of
the properties and contents insured, and
claims payment limits are always included
to cap the amount payable on occurrence
of the insured event.

Casualty insurance risks
The casualty underwriting strategy
attempts to ensure that the underwritten
risks are well diversified in terms of type
and amount of potential hazard, industry
and geography. However, the Group’s
exposure is more focused towards marine
and professional and technological liability
risks rather than human bodily injury risks,
which are only accepted under limited
circumstances. Claims typically arise from
incidents such as errors and omissions
attributed to the insured, professional
negligence and specific losses suffered as
a result of electronic or technological failure
of software products and websites. The
provision of insurance to cover allegations
made against individuals acting in the

course of fiduciary or managerial
responsibilities, including directors’ and
officers’ insurance, is one example of
a casualty insurance risk. However the
Group’s specific exposure to this specific
risk category is relatively limited. The
Group’s casualty insurance contracts mainly
experience low severity attritional losses.

The Group’s pricing strategy for casualty
insurance policies is typically based upon
historical claim frequencies and average
claim severities, adjusted for inflation
and extrapolated forwards to incorporate
projected changes in claims patterns.
In determining the price of each policy
an allowance is also made for acquisition
and administration expenses, reinsurance
costs, investment returns and the Group’s
cost of capital.

Sources of uncertainty in the estimation
of future claim payments
The Group’s procedures for estimating the
outstanding costs of settling insured losses
at the balance sheet date, including those
not yet notified by, or apparent to, the
insured, are detailed in note 26.

The majority of the Group’s insurance risks
are short tail and, based on past history,
significant claims are normally notified
and settled within 12 to 24 months of the
insured event occurring. Those claims
taking the longest time to develop and
settle typically relate to casualty risks where
legal complexities occasionally develop
regarding the insured’s alleged omissions
or negligence. The length of time required
to obtain definitive legal judgements and
make eventual settlements exposes the
Group to a degree of reserving risk in an
inflationary environment.

The majority of the Group’s casualty
exposures are written on a claims made
basis. However the final quantum of these
claims may not be established for a number
of years after the event. Consequently
a significant proportion of the casualty
insurance amounts reserved on the balance
sheet may not be expected to settle within
24 months of the balance sheet date.

Certain marine and property insurance
contracts such as those relating to subsea
and other energy assets, and the related
business interruption risks, can also
take longer than normal to settle. This
is because of the length of time required
for detailed subsea surveys to be carried
out and damage assessments agreed
together with difficulties in predicting
when the assets can be brought back
into full production.



Level 1 Level 2 Level 3 Total
£000 £000 £000 £000

Debt and fixed income securities 605,222 1,323,377 – 1,928,599
Equities and shares in unit trusts 2,043 122,282 539 124,864
Deposits with credit institutions 22,392 – 5,877 28,269
Derivative instrument assets – – 40 40

Total 629,657 1,445,659 6,456 2,081,772
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3 Management of risk continued

3.2 Financial risk
Overview
The Group is exposed to financial risk
through its ownership of financial assets
including loans and receivables, financial
liabilities and reinsurance assets. These
items collectively represent a significant
element of the Group’s net shareholder funds.

The key financial risk for the Group is that
the proceeds from its financial assets are
not sufficient to fund the obligations arising
from its insurance contracts and financial
liabilities. The most important entity and
economic variables that could result in
such an outcome relate to risk factors such
as equity price risk, interest rate risk,
credit risk, liquidity risk and currency risk.
The Group’s policies and procedures
for managing exposure to these specific
categories of risk are detailed below.

Reliability of fair values
The Group has elected to carry all financial
investments at fair value through profit
or loss as they are managed and evaluated
on a fair value basis in accordance with
a documented strategy. With the exception
of unquoted equity investments, all of the
financial investments held by the Group
are available to trade in public markets
and the Group therefore seeks to determine
fair value by reference to published price
quotations in the most active financial
markets in which the assets trade. The
Group seeks to determine the fair value
of financial assets primarily with reference
to their closing bid market prices at the
balance sheet date. The ability to obtain
quoted bid market prices may be reduced
in periods of diminished liquidity, such
as those prevailing for certain categories
of asset-backed and mortgage-backed
fixed income instruments affected by
the continued market dislocation that
commenced during the second half of
2007. In addition, those quoted prices
that may be available may represent an

unrealistic proportion of market holdings
or individual trade sizes that could not
be readily available to the Group. In such
instances fair values may be determined
or partially supplemented using other
observable market inputs such as prices
provided by market makers such as dealers
and brokers, and prices achieved in the
most recent regular transaction of identical
or closely related instruments occurring
before the balance sheet date but updated
for relevant perceived changes in market
conditions. Throughout 2008 the Group
has witnessed substantial declines in
observable market values for many fixed
income assets such as corporate, municipal
and asset backed bonds. In some cases the
extent and duration of declines witnessed
appears to arise as a response to global
macroeconomic and liquidity concerns and
not as a result of specific issuer events or
credit concerns.

At 31 December 2008, the Group holds
asset-backed and mortgage-backed
fixed income instruments in its investment
portfolio but has minimal direct exposure
to sub-prime asset classes. Together
with the Group's investment managers,
management continues to monitor the
potential for any adverse development
associated with this investment exposure
through the analysis of relevant factors such
as credit ratings, collateral, subordination
levels and default rates in relation to the
securities held.

Valuation of these securities will continue
to be impacted by external market factors
including default rates, rating agency
actions, and liquidity. The Group will make
adjustments to the investment portfolio
as appropriate as part of its overall portfolio
strategy, but its ability to mitigate its risk
by selling or hedging its exposures may
be limited by the market environment. The
Group’s future results may be impacted,
both positively and negatively, by the valuation
adjustments applied to these securities.

In October 2008, the IASB issued an
Exposure Draft on Improving Disclosures
about Financial Instruments, Proposed
amendments to IFRS 7. The Exposure Draft
was in response to the requirement by users
of financial statements to enhance the
disclosures over the fair value measurement
of financial instruments. This was particularly
relevant in light of the current market
conditions. On 5 March 2009, the IASB
issued the amendments to IFRS 7 with an
effective date for annual periods beginning
on or after 1 January 2009.

One amendment to enhance the disclosure
of fair value measurements is based on
a three level fair value hierarchy similar to
that issued by the US Financial Accounting
Standard Board in SFAS 157. The fair value
hierarchy classifies financial instruments into
Level 1 to Level 3 based on the significance
of the inputs used in measuring their fair
value with Level 1 being the most reliable.
The levels within the fair value hierarchy are
defined as follows:

Level 1 – Quoted prices in active markets
for the same instrument.

Level 2 – Quoted prices in active markets
for similar assets or liabilities or
other valuation techniques for
which all significant inputs are
based on observable market data.

Level 3 – Valuation techniques for which
any significant input is not based
on observable market data.

The Group will adopt the amended standard
from its effective date and endorsement
by the EU. Given the instability of the global
markets in the fourth quarter of 2008, the
Group has classified its financial investments
as at 31 December 2008 using the above
proposed fair value hierarchy in order to
present useful information on the inputs
used to measure fair value.
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Notes to the financial
statements continued

3 Management of risk continued
3.2 Financial risk continued
Reliability of fair values continued

The level within the hierarchy that a financial
instrument is placed is based on the lowest
level of any input that is significant to its fair
value measurement. Where a valuation
technique is used, the Group selects inputs
using the most reliable source of data and
where possible observable market data. The
models used to measure fair value in these
cases may not be the same across the industry
and as such fair value measurements may differ.

The fair value of unquoted equity investments
is determined by reference to recent
observable market transactions and other
valuation factors including the discounted
value of expected future cash flows. The
carrying value of unquoted equity investments
included in the Group’s balance sheet at
31 December 2008 was £539,000 (2007:
£4,151,000), representing less than 1%
of the total financial assets carried at fair value.

(a) Equity price risk
The Group is exposed to equity price risk
through its holdings of equity and unit trust
investments. However this is limited to a
small and controlled proportion of the overall
investment portfolio and the equity and unit
trust holdings involved are well diversified
over a number of companies and industries.
The fair value amounts held at the balance
sheet date may be analysed as follows:

2008 2007
% weighting % weighting

Nature of equity and unit
trust holdings
Directly held equity
securities – 3
Units held in funds –
traditional long only 68 77
Units held in funds –
long and short and
special strategies 32 20

Geographic focus
Specific UK mandates 29 40
Global mandates 71 60

The allocation of equity risk is not heavily
confined to any one market index so as to
reduce the Group’s exposure to individual
sensitivities. A 10% downward correction in
equity prices at 31 December 2008 would
have been expected to reduce Group equity
and profit after tax for the year by approximately
£10.0 million (2007: £11.6 million) assuming

that the only area impacted was equity financial
assets. A 10% upward movement is estimated
to have an equal but opposite effect.

(b) Interest rate risk
Fixed income investments represent a
significant proportion of the Group’s
assets and the Board continually monitors
investment strategy to minimise the risk of
a fall in the portfolio’s market value which
could affect the amount of business that the
Group is able to underwrite or its ability to
settle claims as they fall due. The fair value
of the Group’s investment portfolio of debt
and fixed income securities is normally
inversely correlated to movements in market
interest rates. If market interest rates fall,
the fair value of the Group’s debt and fixed
income investments would tend to rise and
vice versa if credit spreads remained constant.

Debt and fixed income assets are predominantly
invested in high quality corporate, government
and asset backed bonds. The investments
typically have relatively short durations and
terms to maturity. The portfolio is managed
to minimise the impact of interest rate risk
on anticipated Group cash flows.

The fair value of debt and fixed income assets
in the Group’s balance sheet at 31 December
2008 was £1,929 million (2007: £1,445
million). These may be analysed as follows:

31 December 31 December
2008 2007

% weighting % weighting

Government issued bonds
and instruments 35 26
Agency and Government
supported debt 17 9
Asset backed securities 10 16
Mortgage backed
instruments – Agency 8 7
Mortgage backed
instruments – Non-agency 8 13
Corporate bonds 20 27
Lloyd’s and money
market deposits 2 2

One method of assessing interest rate
sensitivity is through the examination of
duration-convexity factors in the underlying
portfolio. Using a duration-convexity based
sensitivity analysis, if market interest rates
had risen by 100 basis points at the balance
sheet date, the fair value might have been
expected to decrease by £31 million
(2007: decrease of £22 million) assuming
that the only balance sheet area impacted
was debt and fixed income financial assets.

Duration is the weighted average length of
time required for an instrument’s cashflow
stream to be recovered, where the weightings
involved are based on the discounted
present values of each cashflow. A closely

related concept, modified duration, measures
the sensitivity of the instrument’s price to
a change in its yield to maturity. Convexity
measures the sensitivity of modified duration
to changes in the yield to maturity.

Using these three concepts, scenario
modelling derives the above estimated
impact on instruments' fair values for a 100
basis point change in the term structure of
market interest rates.

Insurance contract liabilities are not directly
sensitive to the level of market interest
rates, as they are undiscounted and
contractually non-interest-bearing. The
Group’s debt and fixed income assets are
further detailed at note 20.

The $182 million facility drawn down at 31
December 2007 was fully repaid in the year.
The Group negotiated a new loan facility
with its primary lender for £350 million.
At 31 December 2008, $130 million was
drawn on this facility. The Group has no
other significant borrowings or other assets
or liabilities carrying interest rate risk, other
than the facilities and Letters of Credit
outlined in note 35.

(c) Credit risk
The Group has exposure to credit risk, which
is the risk that a counterparty will suffer a
deterioration in perceived financial strength
or be unable to pay amounts in full when due.

The concentrations of credit risk exposures
held by insurers may be expected to be
greater than those associated with other
industries, due to the specific nature of
reinsurance markets and the extent of
investments held in financial markets. In
both markets, the Group interacts with a
number of counterparties who are engaged
in similar activities with similar customer
profiles, and often in the same geographical
areas and in industry sectors. Consequently,
as many of these counterparties are
themselves exposed to similar economic
characteristics, one single localised or
macroeconomic change could severely
disrupt the ability of a significant number of
counterparties to meet the Group’s agreed
contractual terms and obligations.

Key areas of exposure to credit risk include:
reinsurers’ share of insurance
liabilities;
amounts due from reinsurers in
respect of claims already paid;
amounts due from insurance contract
holders; and
counterparty risk with respect to
cash and cash equivalents, and
investments including deposits and
derivative transactions.

Nature of debt and
fixed income holdings
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3 Management of risk continued
3.2 Financial risk continued
(c) Credit risk continued

The Group’s maximum exposure to credit risk is represented by the carrying values of financial assets and reinsurance assets included in
the consolidated balance sheet. The Group does not use credit derivatives or other products to mitigate maximum credit risk exposures.
The Group structures the levels of credit risk accepted by placing limits on their exposure to a single counterparty, or groups of counterparties,
and having regard to geographical locations. Such risks are subject to an annual or more frequent review. There is no significant concentration
of credit risk with respect to loans and receivables, as the Group has a large number of internationally dispersed debtors with unrelated
operations.

Reinsurance is used to contain insurance risk. This does not, however, discharge the Group’s liability as primary insurer. If a reinsurer fails
to pay a claim for any reason, the Group remains liable for the payment to the policyholder. The creditworthiness of reinsurers is therefore
continually reviewed throughout the year.

The Group Reinsurance Security Committee assesses the creditworthiness of all reinsurers by reviewing credit grades provided by rating
agencies and other publicly available financial information detailing their financial strength and performance. The financial analysis of
reinsurers produces an assessment categorised by Standard & Poor’s (S&P) rating (or equivalent when not available from S&P).

Despite the rigorous nature of this assessment exercise, and the resultant restricted range of reinsurance counterparties with acceptable
strength and credit credentials that emerges therefrom, some degree of credit risk concentration remains inevitable.

The Committee considers the reputation of its reinsurance partners and also receives details of recent payment history and the status
of any ongoing negotiations between Group companies and these third parties. This information is used to update the reinsurance
purchasing strategy.

Individual operating units maintain records of the payment history for significant brokers and contract holders with whom they conduct
regular business. The exposure to individual counterparties is also managed by other mechanisms, such as the right of offset where
counterparties are both debtors and creditors of the Group. Management information reports detail provisions for impairment on loans
and receivables and subsequent write-off. Exposures to individual intermediaries and groups of intermediaries are collected within the
ongoing monitoring of the controls associated with regulatory solvency.

The Group also mitigates credit counterparty risk by concentrating debt and fixed income investments in high quality instruments,
including a particular emphasis on government gilts issued mainly by European Union and North American countries.

An analysis of the Group’s major exposures to counterparty credit risk excluding loans and receivables, based on Standard & Poor’s
or equivalent rating, is presented below:

Other/
AAA AA A not rated Total

As at 31 December 2008 Note £000 £000 £000 £000 £000

Debt and fixed income securities 20 1,471,797 179,416 172,832 104,554 1,928,599
Deposits with credit institutions 20 4,146 11,800 12,323 – 28,269
Derivative financial assets 20, 22 – 40 – – 40
Reinsurance assets 19 6,896 278,685 175,756 26,383 487,720
Cash and cash equivalents 23 54,227 330,246 56,010 139 440,622

Total 1,537,066 800,187 416,921 131,076 2,885,250

Amounts attributable to largest single counterparty 415,429 271,991 15,508 8,103

The largest counterparty exposure within AAA rating is with the US Treasury. A significant proportion of ‘other/not rated’ reinsurance
assets at 31 December 2008 are supported by Letter of Credit guarantees issued by financial institutions with Standard & Poor’s or
equivalent credit or financial strength ratings of A or better.

Other/
AAA AA A not rated Total

As at 31 December 2007 Note £000 £000 £000 £000 £000

Debt and fixed income securities 20 1,116,903 106,754 158,157 62,718 1,444,532
Deposits with credit institutions 20 35,911 501 107,462 – 143,874
Derivative financial assets 20, 22 – – – – –
Reinsurance assets 19 15,309 134,475 120,536 9,768 280,088
Cash and cash equivalents 23 97,816 173,755 31,166 5 302,742

Total 1,265,939 415,485 417,321 72,491 2,171,236

Amounts attributable to largest single counterparty 252,875 96,909 17,984 4,996

The largest counterparty exposure within the AAA rating is with the US Treasury. The largest counterparty exposure under other ratings
is a reinsurance asset that is supported by Letter of Credit guarantees rated A or better.
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3 Management of risk continued
3.2 Financial risk continued
(c) Credit risk continued

At 31 December 2008 the Group held no material debt and fixed income assets that were past due or impaired beyond their reported fair
values, either for the current period under review or on a cumulative basis (2007: £nil ). For the current period under review, the Group
experienced defaults on debt securities with one financial institution. The total market value of those securities is negligible to the overall
portfolio. No defaults occurred in investments during the prior year.

The available headroom of working capital is monitored through the use of a detailed Group cash flow forecast which is reviewed by
management monthly or more frequently as required.

(d) Liquidity risk
The Group is exposed to daily calls on its available cash resources mainly from claims arising from insurance contracts. Liquidity risk is
the risk that cash may not be available to pay obligations when due at a reasonable cost. The Board sets limits on the minimum level of
cash and maturing funds available to meet such calls and on the minimum level of borrowing facilities that should be in place to cover
unexpected levels of claims and other cash demands.

A significant proportion of the Group’s investments are in highly liquid assets which could be converted to cash in a prompt fashion
and at minimal expense. The deposits with credit institutions largely comprise short dated certificates for which an active market exists
and which the Group can easily access. The Group’s exposure to equities is concentrated on shares and funds that are traded on
internationally recognised stock exchanges.

The main focus of the investment portfolio is on high quality short duration debt and fixed income securities, and cash. There are no
significant holdings of investments with specific repricing dates. Notwithstanding the regular interest receipts and also the Group’s ability
to liquidate these securities and the majority of its other financial instrument assets for cash in a prompt and reasonable manner, the
contractual maturity profile of the fair value of these securities at 31 December was as follows:

Debt and Deposits Derivative Cash
fixed income with credit financial and cash 2008 2007

securities institutions assets equivalents Total Total
£000 £000 £000 £000 £000 £000

Less than one year 196,839 28,269 40 440,622 665,770 611,931
Between one and two years 593,371 – – – 593,371 385,986
Between two and five years 669,819 – – – 669,819 563,052
Over five years 407,273 – – – 407,273 282,110

Sub-total 1,867,302 28,269 40 440,622 2,336,233 1,843,079

Perpetual notes and other non-dated instruments 61,297 – – – 61,297 48,069

Total 1,928,599 28,269 40 440,622 2,397,530 1,891,148

The Group’s equities and shares in unit trusts and perpetual notes and other non-dated instruments have no contractual maturity terms
but could also be orderly liquidated for cash in a prompt and reasonable timeframe within one year of the balance sheet date if so required.

2008 2007
Years Years

Pound Sterling 4.85 4.69
US Dollar 6.95 9.42
Euro 5.10 4.11
Canadian Dollar 2.45 1.83

Fair values at balance sheet date analysed
by contractual maturity

Average contractual maturity analysed by
denominational currency of investments
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3 Management of risk continued
3.2 Financial risk continued
(d) Liquidity risk continued

The following is an analysis by liability type of the estimated timing of net cash flows based on the net claims liabilities held. The Group
does not discount claims liabilities. The estimated phasing of settlement is based on current estimates and historical trends and the
actual timing of future settlement cash flows may differ materially from that disclosure below.

Within Between one Between two Over 2008
one year and two years and five years five years Total

£000 £000 £000 £000 £000

Reinsurance inwards 136,718 75,744 53,762 8,859 275,083
Property – marine and major assets 71,590 41,561 39,787 6,630 159,568
Property – other assets 143,891 44,696 30,918 3,826 223,331
Casualty – professional indemnity 109,421 109,516 185,154 41,266 445,357
Casualty – other risks 60,526 47,281 49,774 11,912 169,493
Other* 34,985 15,742 14,220 3,646 68,593

Total 557,131 334,540 373,615 76,139 1,341,425

Within Between one Between two Over 2007
one year and two years and five years five years Total

£000 £000 £000 £000 £000

Reinsurance inwards 95,083 71,981 20,058 21,404 208,526
Property – marine and major assets 53,458 53,688 15,932 7,947 131,025
Property – other assets 108,740 50,832 16,618 6,369 182,559
Casualty – professional indemnity 104,889 121,326 87,778 34,188 348,181
Casualty – other risks 26,851 32,324 15,355 12,462 86,992
Other* 14,965 13,062 4,518 3,387 35,932

Total 403,986 343,213 160,259 85,757 993,215

*Includes a diverse mix of certain specialty lines such as kidnap and ransom, terrorism, bloodstock and other risks which contain a mix of property and casualty exposures.

Details of the payment profile of other Group liabilities is given in notes 20 and 27.

(e) Currency risk
The Group operates internationally and its exposures to foreign exchange risk arise primarily with respect to the US Dollar and the Euro.
These exposures may be classified in two main categories:
1) Structural foreign exchange risk through taking net investments in subsidiaries with different functional currencies to the Group; and
2) Operational foreign exchange risk through routinely entering into insurance, investment and operational contracts, as a Group of

international insurance entities serving international communities, where rights and obligations are denominated in currencies other
than each respective entities’ functional currency.

The Group’s exposure to structural foreign exchange risk primarily relates to the US Dollar net investments made in its domestic operation
in Bermuda and its overseas operation in Guernsey and the US. Other structural exposures also arise on a smaller scale in relation to net
investments made in European operations. The Group’s risk appetite permits the acceptance of structural foreign exchange movements
within defined aggregate limits and exchange rate parameters which are monitored centrally. Exchange rate derivatives are used when
appropriate to shield the Group against significant movements outside of the defined range.

At a consolidated level, the Group is exposed to foreign exchange gains or losses on balances held between group companies where
one party to the transaction has a functional currency other than Pound Sterling. To the extent that such gains or losses are considered
to relate to economic hedges and intragroup borrowings, they are disclosed separately in order for users of the financial statements
to obtain a fuller understanding of the Group’s financial performance (note 14).

In the prior year and up to 6 May 2008 the Group financed a portion of its net investment in the Bermuda and Guernsey insurance operations
using US Dollar borrowings to which hedge accounting was applied for the vast majority of the periods under review (see note 20).

The Group has the ability to draw on its current borrowing facility in any currency requested, enabling the Group to match its funding
requirements with the relevant currency.

Operational foreign exchange risk is controlled within the Group’s operations. The assets of the Group’s overseas operations are
generally invested in the same currencies as their underlying insurance and investment liabilities producing a natural hedge. Due attention
is paid to local regulatory solvency and risk based capital requirements.

Details of all foreign currency derivative contracts entered into with external parties are given in note 22. All foreign currency derivative
transactions with external parties are managed centrally. Included in the tables below are net non-monetary liabilities of £225m
(2007: £233m) which are denominated in foreign currencies.

Liquidity requirements to settle estimated profile
of net claim liabilities on balance sheet

Liquidity requirements to settle estimated profile
of net claim liabilities on balance sheet
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3 Management of risk continued
3.2 Financial risk continued
(e) Currency risk continued

The currency profile of the Group’s assets and liabilities is as follows:

Sterling US Dollar Euro Other Total
At 31 December 2008 £000 £000 £000 £000 £000

Intangible assets 42,249 6,308 – – 48,557
Property, plant and equipment 16,378 2,404 886 – 19,668
Investments in associates 6,504 – 696 – 7,200
Deferred acquisition costs 40,263 66,462 20,094 4,311 131,130
Financial assets carried at fair value 370,043 1,430,712 236,066 44,951 2,081,772
Reinsurance assets 63,782 389,121 24,769 10,048 487,720
Loans and receivables including insurance receivables 127,702 290,523 64,748 11,342 494,315
Current tax 26,289 – – – 26,289
Cash and cash equivalents 127,881 229,165 75,109 8,467 440,622

Total assets 821,091 2,414,695 422,368 79,119 3,737,273

Sterling US Dollar Euro Other Total
£000 £000 £000 £000 £000

Employee retirement benefit obligations – – – – –
Deferred tax 68,649 – – – 68,649
Insurance liabilities 455,606 1,570,090 206,228 45,492 2,277,416
Financial liabilities – 132,818 10,532 – 143,350
Current tax – – – – –
Trade and other payables 143,627 108,627 40,680 3,898 296,832

Total liabilities 667,882 1,811,535 257,440 49,390 2,786,247

Sterling US Dollar Euro Other Total
At 31 December 2007 £000 £000 £000 £000 £000

Intangible assets 35,369 5,083 – – 40,452
Property, plant and equipment 17,281 1,499 598 – 19,378
Investments in associates 986 – 516 – 1,502
Deferred acquisition costs 47,637 56,001 15,204 4,239 123,081
Financial assets carried at fair value 411,908 1,130,080 165,258 40,581 1,747,827
Reinsurance assets 87,963 166,436 19,912 5,777 280,088
Loans and receivables including insurance receivables 158,151 168,889 48,280 9,902 385,222
Cash and cash equivalents 116,780 130,634 44,606 10,722 302,742

Total assets 876,075 1,658,622 294,374 71,221 2,900,292

Sterling US Dollar Euro Other Total
£000 £000 £000 £000 £000

Employee retirement benefit obligations – – – – –
Deferred tax 9,751 – – – 9,751
Insurance liabilities 491,339 1,015,832 167,302 39,414 1,713,887
Financial liabilities – 91,764 – – 91,764
Current tax 24,711 – – – 24,711
Trade and other payables 51,390 114,521 54,219 15,745 235,875

Total liabilities 577,191 1,222,117 221,521 55,159 2,075,988
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3 Management of risk continued
3.2 Financial risk continued
(e) Currency risk continued

Sensitivity analysis
The Group performs sensitivity analysis before and after the impact of US Dollar derivative contracts. The estimated impact of a 10%
strengthening or weakening of the following currencies against Pound Sterling occurring on 31 December 2008 on total equity and
profit before tax is shown below. This analysis assumes that all other variables, in particular interest rates, remain constant and that
the underlying valuation of assets and liabilities in their base currency is unchanged. The process of deriving the undernoted estimates
takes account of the linear retranslation movements of foreign currency monetary assets and liabilities together with the impact on the
retranslation of those Group entities with non-sterling functional currency financial statements. Cognizance is also paid to non-linear
estimated changes in the valuation of certain foreign currency linked derivative contracts. No account is taken of potential management
actions such as the instigation of stop loss procedures on foreign currency derivative contracts that would have been contemplated
if a change towards the actual scenarios had actually arisen.

Effect on profit Effect on profit
Effect on equity before tax Effect on equity before tax

excluding the excluding the including the including the
impact of impact of impact of impact of
US Dollar US Dollar US Dollar US Dollar
derivative derivative derivative derivative
contracts contracts contracts contracts

At 31 December 2008 £m £m £m £m

Strengthening of US Dollar 71.8 19.5 21.7 (30.6)
Weakening of US Dollar (59.8) (15.9) (24.7) 19.3
Strengthening of Euro 20.6 28.7 20.6 28.7
Weakening of Euro (11.6) (16.2) (11.6) (16.2)

The sensitivity analysis performed as at 31 December 2007 showed an impact on equity of £58.2 million and an impact on profit
of £42.1 million based on the US Dollar and Euro strengthening by 10% against Pound Sterling.

(f) Limitations of sensitivity analysis
The sensitivity information given in notes (a) to (e) above demonstrates the estimated impact of a change in a major input assumption
while other assumptions remain unchanged. In reality, there is normally significant levels of correlation between the assumptions and
other factors. It should also be noted that these sensitivities are non-linear, and larger or smaller impacts should not be interpolated
or extrapolated from these results. The same limitations exist in respect to the retirement benefit scheme sensitivities presented at note
30 to these financial statements. Furthermore, estimates of sensitivity may become less reliable in unusual market conditions such as
instances when risk free interest rates fall towards zero.

The sensitivity analyses do not take into consideration that the Group’s assets and liabilities are actively managed. Additionally, the financial
position of the Group may vary at the time that any actual market movement occurs. For example, the Group’s financial risk management
strategy aims to manage the exposure to market fluctuations. As investment markets move past various trigger levels, management
actions could include selling investments, changing investment portfolio allocation and taking other protective action.

3.3 Capital risk management
The Group’s primary objectives when managing its capital position are:

to safeguard its ability to continue as a going concern, so that it can continue to provide long-term growth and progressive dividend
returns for shareholders;
to provide an adequate return to the Group’s shareholders by pricing its insurance products and services commensurately with the
level of risk;
the attainment of an efficient cost of capital; and
to comply with all regulatory requirements by a significant margin.

The Group sets the amount of capital required in its funding structure in proportion to risk. The Group then manages the capital structure
and makes adjustments to it in the light of changes in economic conditions and the risk characteristics of the underlying assets. In order
to obtain or maintain an optimal capital structure the Group may adjust the amount of dividends paid to shareholders, return capital
to shareholders, issue new shares, assume debt, or sell assets to reduce debt.

The Group’s activities are funded by a mixture of capital sources including issued equity share capital, retained earnings, Letters of Credit,
bank debt and other third-party insurance capital.

The Board ensures that the use and allocation of capital are given a primary focus in all significant operational actions. With that in mind,
the Group has developed and embedded sophisticated capital modelling tools within its business. These join together short-term and
long-term business plans and link divisional aspirations with the Group’s overall strategy. The models provide the basis of the allocation
of capital to different businesses and business lines, as well as the regulatory and rating agency capital processes.
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statements continued

3.3 Capital risk management continued

During the year the Group was in compliance
with capital requirements imposed by regulators
in each jurisdiction where the Group operates.

There were no changes in the Group’s
approach to capital risk management during
the current or prior year under review.

Gearing
The Group currently utilises short- to medium-
term gearing as an additional source of funds
to maximise the opportunities from strong
markets and to reduce the risk profile of
the business when the rating environment
shows a weaker model for the more volatile
business. The Group’s gearing is obtained
from a number of sources, including:

Letter of Credit and revolving credit
facility – the Group's main facility
currently in place is for a total of £350
million which may be drawn as cash
(under a revolving credit facility) or letter
of credit or a combination thereof,
providing that the cash portion does
not exceed £200 million. This facility
was secured during 2008 by the
Company’s subsidiary Hiscox plc.
The Letter of Credit availability period
ends on 31 December 2009. This
enables the Group to utilise the Letter
of Credit as Funds at Lloyd’s to support
underwriting on both the 2009 and
2010 years of account. Subject
to agreement by the banks, the Group
is able to extend the Letter of Credit
availability period to 2011, which would
provide Fund’s at Lloyd’s cover up to
and including the 2012 year of account.
The revolving credit facility has a
maximum five year contractual period
for repayment. At 31 December 2008
£137,500,000 was drawn by way of
Letter of Credit to support the Funds
at Lloyd's requirement and a further
US$130,000,000 by way of cash
to support general trading activities;
external Names – 27.5% of Syndicate
33’s capacity is capitalised by third-
parties paying a profit share of
approximately 17.5%;
Syndicate 6104 at Lloyd’s – with an
approximate capacity of £43 million
(2007: £34 million). This Syndicate is
wholly backed by external members
and takes a pure 2009 year of account
quota share of Syndicate 33’s
international property catastrophe
reinsurance account;

gearing quota shares – historically the
Group has used reinsurance capital to
fund its capital requirement for short-term
expansions in the volume of business
underwritten by the Syndicate; and
qualifying quota shares – these are
reinsurance arrangements that allow
the Group to increase the amount
of premium it writes in hard markets.

The funds raised through Letters of Credit
and loan facilities have been applied to
support both the 2009 year of account for
Syndicate 33 and the capital requirements
of Hiscox Insurance Company (Bermuda)
Limited, formed in 2005.

Financial strength
The financial strength ratings of the Group’s
insurance company subsidiaries is outlined
below:

Standard
A.M. Best Fitch & Poor’s

Hiscox Insurance
Company Limited A (Excellent) A A (Strong)

Hiscox Insurance Company
(Bermuda) Limited A (Excellent) A –

Hiscox Insurance Company
(Guernsey) Limited A (Excellent) A –

Hiscox Insurance
Company Inc. A (Excellent) A –

Syndicate 33 benefits from an A.M. Best
rating of A (Excellent). In addition, the
Syndicate also benefits from the Lloyd’s
ratings of A (Excellent) from A.M. Best and
A+ (Strong) from Standard & Poor’s.

Capital performance
The Group’s main capital performance
measure is the achieved return on equity
(ROE). This marker best aligns the
aspirations of employees and shareholders.
As variable remuneration, the vesting of
options and longer-term investment plans
all relate directly to ROE, this concept is
embedded in the workings and culture of
the Group. The Group maintains its cost of
capital levels and its debt to overall equity
ratios in line with others in the non-life
insurance industry.

Capital modelling and regulation
The capital requirements of an insurance
group are determined by its exposure to
risk and the solvency criteria established
by management and statutory regulations.

In 2005, the UK Financial Services Authority
(FSA) and Lloyd’s introduced a new capital
regime that requires insurance companies
to calculate their own capital requirements
through Individual Capital Assessments
(ICA). Hiscox Insurance Company Limited
and Syndicate 33 maintain ICA models in
accordance with this regime. The models
are concentrated specifically on the

particular product lines, market conditions
and risk appetite of each entity. If the FSA
considers an ICA to be inadequate, it can
require the entity to maintain an increased
capital safeguard. The Directors are also
required to certify that the Group has
complied, in all material aspects, with the
provisions of the Interim Prudential Sourcebook:
Insurers (IPRU(INS)), the Integrated Prudential
Sourcebook for Insurers (INSPRU) and
General Prudential Sourcebook (GENPRU)
when completing the ICA return.

The Group used its own integrated modelling
expertise to produce the ICA calculations.
The results mirrored those driving the
existing internal capital setting process.

The assessed capital requirement for the
business placed through Hiscox Insurance
Company Limited is driven by the level of
resources necessary to maintain an A rating.

For Syndicate 33, the ICA process produces
a result that is uplifted by Lloyd’s to identify
the capital required to hold the A rating.
The strong control and risk management
environment, together with the sophistication
of the modelling, have produced a capital
ratio below that suggested under the
previous risk-based capital regime.

Another key area of capital modelling for
Hiscox is to identify which insurance vehicle
produces the best return on capital employed
for the Group, given certain restraints from
licences, reinsurance and the regulatory
environment. This modelling takes into
account transactional costs and tax, in
addition to the necessary capital ratios.
It proves the capital efficiency of Lloyd’s,
despite a tax disadvantage against offshore
entities, and the cost advantage of
processing smaller premium business
outside of Lloyd’s.

In addition to the ICA modelling process,
the EU Insurance Group’s Directive
of 1998, as amended by the Financial
Group’s Directive (FGD), compels insurance
companies that are members of a group
to consider the solvency margin of their
ultimate parent company. This consideration
must refer to the surplus assets of the
ultimate parent’s related insurers, reinsurers,
intermediate holding companies and other
regulated entities.

The FGD has been applied in the UK through
INSPRU and GENPRU. In accordance with
these provisions, the parent company’s
solvency margin consideration became a
minimum capital requirement for the Group
from 31 December 2006 onwards. The
estimated regulatory capital position of the
Group under FGD at 31 December 2008 was
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(a) Profit before tax by segment
Year to 31 December 2008 Year to 31 December 2007

Global UK and Corporate Global UK and Corporate
Markets Europe International Centre Total Markets Europe International Centre Total

£000 £000 £000 £000 £000 £000 £000 £000 £000 £000

Gross premiums written 586,458 354,899 206,007 – 1,147,364 676,464 302,273 220,212 – 1,198,949
Net premiums written 425,056 328,744 176,664 – 930,464 524,683 265,001 185,226 – 974,910
Net premiums earned 477,814 302,418 172,788 – 953,020 552,205 248,348 164,637 – 965,190

Investment result –
financial assets* (5,785) (11,935) (8,114) (1,798) (27,632) 46,617 18,343 23,915 11,912 100,787
Investment result – derivatives – (10,483) – (42,495) (52,978) – – – (1,110) (1,110)
Other revenues 15,606 2,929 1,323 – 19,858 11,996 2,672 1,216 3,160 19,044

Revenue 487,635 282,929 165,997 (44,293) 892,268 610,818 269,363 189,768 13,962 1,083,911

Claims and claim adjustment
expenses, net of reinsurance (275,679) (129,889) (73,812) – (479,380) (246,876) (115,032) (61,457) – (423,365)
Expenses for the acquisition
of insurance contracts (137,379) (74,625) (40,864) – (252,868) (157,718) (65,423) (41,429) – (264,570)
Administration expenses (23,157) (46,228) (13,813) – (83,198) (27,822) (37,399) (11,592) – (76,813)
Other expenses (19,149) (33,042) (14,112) (10,196) (76,499) (27,292) (33,509) (8,613) (12,855) (82,269)
Foreign exchange gains/(losses) 108,536 32,507 (22,291) (8,997) 109,755 4,462 3,817 2,509 (2,387) 8,401

Total expenses (346,828) (251,277) (164,892) (19,193) (782,190) (455,246) (247,546) (120,582) (15,242) (838,616)

Results of operating activities 140,807 31,652 1,105 (63,486) 110,078 155,572 21,817 69,186 (1,280) 245,295
Finance costs including
interest expense (273) (35) (186) (4,664) (5,158) – – (82) (8,095) (8,177)
Share of profit of
associates after tax – – – 260 260 – – – 81 81

Profit before tax 140,534 31,617 919 (67,890) 105,180 155,572 21,817 69,104 (9,294) 237,199

*Interest revenues included total £89,608,000 (2007: £85,435,000).

3 Management of risk continued
3.3 Capital risk management continued

a surplus of £638 million (2007: surplus
of £536 million), which is calculated as
below. The final regulatory capital position
will be submitted to the FSA before 30 April
2009 in accordance with the required
regulatory timetable.

In the Group’s other geographical territories,
including the USA, its subsidiaries underwriting
insurance business are required to operate
within broadly similar risk-based externally
imposed capital requirements when
accepting business.

Estimated Group capital position
2008 2007

At 31 December £m £m

Group capital resources 829 738

Group capital resources
requirement (191) (202)

Surplus 638 536

Group capital resources are less than the
Group’s total equity value primarily as a result
of the inadmissibility of certain assets including
intangible assets for regulatory purposes.

4 Operating segments
The Group’s four operating segments are:

Global Markets comprises the results
of Syndicate 33, excluding Syndicate
33’s fine art, UK regional events
coverage, non-US household business
and underwriting result of Hiscox Inc.
It includes the results of the larger
retail TMT business written by Hiscox
Insurance Company Limited.
UK and Europe comprises the results
of Hiscox Insurance Company Limited,
the results of Syndicate 33’s fine art,
UK regional events coverage and non-
US household business, together with
the income and expenses arising from
the Group’s retail agency activities
in the UK and in continental Europe.
It excludes the results of the larger
retail TMT business written by Hiscox
Insurance Company Limited.

International comprises the results of
Hiscox Insurance Company (Guernsey)
Limited, Hiscox Inc., Hiscox Insurance
Company (Bermuda) Limited and the
ALTOHA sub-group.
Corporate Centre comprises the
investment return, finance costs and
administrative costs associated
with Group management activities.
In respect of the current year under
review, Corporate Centre also includes
the majority of foreign currency items
on economic hedges and intragroup
borrowings. These relate to certain
foreign currency items on economic
hedges and intragroup borrowings,
further details of which are given
at note 14. Corporate Centre forms
a reportable segment due to its
investment activities which earn
significant external coupon revenues.

All amounts reported below represent
transactions with external parties only,
with all inter-segment amounts eliminated.
Performance is measured based on each
reportable segment’s profit before tax.
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Notes to the financial
statements continued

4 Operating segments continued
(a) Profit before tax by segment continued

The following charges are included within the consolidated income statement:
Year to 31 December 2008 Year to 31 December 2007

Global UK and Corporate Global UK and Corporate
Markets Europe International Centre Total Markets Europe International Centre Total

£000 £000 £000 £000 £000 £000 £000 £000 £000 £000

Depreciation 1,348 3,007 921 47 5,323 975 3,303 599 40 4,917
Amortisation of intangible assets – 135 123 1 259 40 137 41 5 223

The Group’s wholly owned subsidiary, Hiscox Syndicates Limited, oversees the operation of Syndicate 33 at Lloyd’s. The Group’s
percentage participation in Syndicate 33 can fluctuate from year to year and consequently, presentation of the results at the 100% level
removes any distortions arising therefrom.

Year to 31 December 2008 Year to 31 December 2007

Global UK and Corporate Global UK and Corporate
100% ratio analysis Markets Europe International Centre Total Markets Europe International Centre Total

Claims ratio (%) 57.8 41.9 43.0 – 51.1 45.1 45.6 40.1 – 44.5
Expense ratio (%) 36.7 50.3 38.8 – 40.8 37.4 54.3 36.8 – 41.0

Combined ratio excluding
foreign exchange impact (%) 94.5 92.2 81.8 – 91.9 82.5 99.9 76.9 – 85.5
Foreign exchange impact (%) (26.0) (10.7) 12.4 – (15.8) (0.8) (1.7) (1.5) – (1.1)

Combined ratio (%) 68.5 81.5 94.2 – 76.1 81.7 98.2 75.4 – 84.4

The combined ratio is an underwriting ratio and as such the costs of the Corporate Centre are not included in the total combined ratio
calculation. The impact on profit before tax of a 1% change in each component of the segmental combined ratios is:

Year to 31 December 2008 Year to 31 December 2007

Global UK and Corporate Global UK and Corporate
Markets Europe International Centre Markets Europe International Centre

£000 £000 £000 £000 £000 £000 £000 £000

At 100% level (note 4b)
1% change in claims or expense ratio 6,531 3,168 1,793 – 7,660 2,598 1,695 –

At Group level
1% change in claims or expense ratio 4,778 3,024 1,728 – 5,522 2,483 1,646 –

(b) 100% operating result by segment
Year to 31 December 2008 Year to 31 December 2007

Global UK and Corporate Global UK and Corporate
Markets Europe International Centre Total Markets Europe International Centre Total

£000 £000 £000 £000 £000 £000 £000 £000 £000 £000

Gross premiums written 803,189 371,511 215,040 – 1,389,740 932,251 316,017 227,576 – 1,475,844
Net premiums written 580,806 344,101 183,798 – 1,108,705 722,209 276,967 191,219 – 1,190,395
Net premiums earned 653,090 316,791 179,340 – 1,149,221 765,959 259,841 169,465 – 1,195,265

Investment result –
financial assets (7,933) (11,970) (8,149) (1,798) (29,850) 64,552 19,161 23,915 11,912 119,540
Investment result – derivatives – (10,483) – (42,495) (52,978) – – – (1,110) (1,110)
Other revenues 23 2,929 35 – 2,987 2,665 2,672 500 3,160 8,997
Claim and claim adjustment
expenses, net of reinsurance (377,626) (132,838) (77,038) – (587,502) (345,318) (118,418) (67,938) – (531,674)
Expenses for the acquisition
of insurance contracts (188,724) (79,474) (41,868) – (310,066) (222,965) (69,428) (42,375) – (334,768)
Administration expenses (31,245) (46,933) (14,082) – (92,260) (34,640) (38,079) (11,913) – (84,632)
Other expenses (19,531) (33,042) (13,589) (10,196) (76,358) (28,739) (33,510) (8,105) (12,855) (83,209)
Foreign exchange gains/(losses) 169,713 34,152 (22,291) (8,997) 172,577 5,881 4,160 2,509 (2,387) 10,163

Results of operating activities 197,767 39,132 2,358 (63,486) 175,771 207,395 26,399 66,058 (1,280) 298,572

Segment results at the 100% level presented above differ from those presented at the Group’s share at note 4(a) solely as a result of the
Group not owning 100% of the capacity of Syndicate 33 at Lloyd’s.
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4 Operating segments continued

(c) Segmental analysis of assets and liabilities
The segment assets and liabilities at 31 December and the capital expenditure for the year then ended are as follows:

31 December 2008

Global UK and Corporate Intragroup items
Markets Europe International Centre and eliminations Total

£000 £000 £000 £000 £000 £000

Financial assets 1,175,492 320,776 471,676 121,028 – 2,088,972
Reinsurance assets 460,804 120,543 107,011 – (200,638) 487,720
Intangible assets 30,507 2,850 8,645 6,555 – 48,557
Deferred acquisition costs 55,158 41,102 35,352 – (482) 131,130
Other assets 486,926 231,224 525,984 742,713 (1,005,953) 980,894

Total assets 2,208,887 716,495 1,148,668 870,296 (1,207,073) 3,737,273

Insurance liabilities 1,553,432 436,949 487,176 – (200,141) 2,277,416
Other liabilities 560,451 219,317 100,916 196,041 (567,894) 508,831

Total liabilities 2,113,883 656,266 588,092 196,041 (768,035) 2,786,247

Capital expenditure 8,622 337 934 220 10,113

31 December 2007

Global UK and Corporate Intragroup items
Markets Europe International Centre and eliminations Total

£000 £000 £000 £000 £000 £000

Financial assets 954,701 271,572 385,091 137,965 – 1,749,329
Reinsurance assets 162,516 102,137 28,691 – (13,256) 280,088
Intangible assets 25,275 2,985 7,543 4,649 – 40,452
Deferred acquisition costs 56,231 36,087 24,792 – 5,971 123,081
Other assets 456,515 248,366 222,796 658,318 (878,653) 707,342

Total assets 1,655,238 661,147 668,913 800,932 (885,938) 2,900,292

Insurance liabilities 1,081,287 407,332 229,481 – (4,213) 1,713,887
Other liabilities 419,549 166,858 51,859 158,760 (434,925) 362,101

Total liabilities 1,500,836 574,190 281,340 158,760 (439,138) 2,075,988

Capital expenditure 9,409 190 3,375 167 13,141

Segment assets and liabilities primarily consist of operating assets and liabilities, which represent the majority of the balance sheet.
Intragroup assets and liabilities that cross segments are presented under the separate category heading ‘Intragroup items and
eliminations’.

Capital expenditure comprises expenditure on intangible assets (note 15) other than goodwill, and additions to property, plant and
equipment (note 16), but excluding assets acquired on business combinations.

(d) Geographical information
The Group’s operational segments underwrite business domestically in Bermuda and from locations in the UK and Ireland, the USA,
Guernsey, France, Germany, Belgium, the Netherlands, Spain, Portugal, Sweden and Austria.

The following table provides an analysis of the Group’s gross premium revenues earned by material geographical location of external parties:
Year to 31 December 2008 Year to 31 December 2007

Global UK and Corporate Global UK and CorporateGross premium revenues
Markets Europe International Centre Total Markets Europe International Centre Total

earned from external parties £000 £000 £000 £000 £000 £000 £000 £000 £000 £000

UK and Ireland 36,204 220,213 9,878 – 266,295 85,441 202,703 9,095 – 297,239
Europe 52,722 84,776 18,914 – 156,412 69,956 77,171 19,913 – 167,040
United States 308,818 4,567 124,450 – 437,835 310,892 2,006 101,485 – 414,383
Rest of World 232,044 23,535 55,390 – 310,969 234,808 3,924 62,050 – 300,782

629,788 333,091 208,632 – 1,171,511 701,097 285,804 192,543 – 1,179,444

The Group’s largest external policyholder contributed less than 2% of total gross Group premium revenues earned and the details thereof
are not disclosed on the grounds of materiality.

The Group has not reported segmental details of non-current assets excluding financial instruments and including loans and receivables,
rights and obligations under insurance and reinsurance contracts, investments in associates and subsidiaries on the grounds of the
relevance of these items to the Group’s operations and the usefulness of such information to users.
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statements continued

5 Net asset value per share
2008 2007

Net asset Net asset
value NAV value NAV

(total equity) per share (total equity) per share
£000 pence £000 pence

Net asset value 951,026 258.1 824,304 209.5
Net tangible asset value 902,469 244.9 783,852 199.3

The net asset value per share is based on 368,477,595 shares (2007: 393,386,041), being the adjusted number of shares in issue at 31 December.

Net tangible assets comprise total equity excluding intangible assets.

6 Return on equity
2008 2007
£000 £000

Profit for the period 70,808 191,248
Opening shareholders’ equity 824,304 682,085
Adjusted for the time weighted impact of:
– Distribution and other movements in capital (55,700) (18,029)

Adjusted opening shareholders’ equity 768,604 664,056

Annualised return on equity (%) 9.2 28.8

Profit for the period excluding foreign currency items on economic hedges and intragroup borrowings 125,928 191,248
Annualised return on equity excluding foreign currency items on economic hedges and intragroup borrowings (%) 16.4 28.8

7 Investment result
The total result for the Group before taxation comprises:

2008 2007
Note £000 £000

Investment income including interest receivable 94,678 90,259
Net realised gains on financial investments at fair value through profit or loss 4,743 10,105
Net fair value (losses)/gains on financial investments at fair value through profit or loss (127,053) 423

Investment result – financial assets 8 (27,632) 100,787
Fair value gains/(losses) on derivative instruments and borrowings 20, 22 (52,978) (1,110)

Total result (80,610) 99,677

Investment expenses are presented within other expenses (note 9).

8 Analysis of return on financial investments
(i) The weighted average return on financial investments for the year by currency was:

2008 2007
% %

Sterling (0.1) 4.9
US Dollar (2.5) 5.5
Other 0.4 3.6

(ii) Investment yields
Global Markets UK and Europe International Corporate Centre 2008 Total

£000 % £000 % £000 % £000 % £000 %

Debt and fixed income securities (8,288) (0.9) 7,367 3.4 (7,490) (2.3) 4,384 5.4 (4,027) (0.3)
Equities and shares in unit trusts – – (25,529) (41.9) (5,552) (16.2) (7,186) (18.0) (38,267) (28.4)
Deposits with credit institutions/
cash and cash equivalents 2,503 4.2 6,227 5.0 4,928 2.8 1,004 2.6 14,662 3.7

(5,785) (0.6) (11,935) (3.0) (8,114) (1.5) (1,798) (1.1) (27,632) (1.3)
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8 Analysis of return on financial investments continued

Global Markets UK and Europe International Corporate Centre 2007 Total

£000 % £000 % £000 % £000 % £000 %

Debt and fixed income securities 43,802 5.2 9,599 5.6 11,553 6.1 5,734 6.1 70,688 5.5
Equities and shares in unit trusts – – 1,131 1.3 2,181 9.1 3,647 6.4 6,959 4.1
Deposits with credit institutions/
cash and cash equivalents 2,815 4.9 7,613 5.5 10,181 5.2 2,531 6.5 23,140 5.4

46,617 5.2 18,343 4.6 23,915 5.9 11,912 6.3 100,787 5.4

9 Other revenues and expenses
2008 2007

Note £000 £000

Agency related income 5,324 4,626
Profit commission 14,382 10,468
Other income 152 3,950

Other revenues 19,858 19,044

Managing agency expenses 19,513 28,870
Overseas underwriting agency expenses 28,787 23,811
Connect agency expenses 13,343 14,492
Investment expenses 1,899 1,250
Other Group expenses including central overheads 15, 16 12,957 13,846

Other expenses 76,499 82,269

10 Employee benefit expense
The aggregate remuneration and associated costs were:

2008 2007
Note £000 £000

Wages and salaries, including holiday pay and sabbatical leave charges 79,048 68,135
Social security costs 10,468 8,909
Share based payments cost of options granted to Directors and employees 24 5,269 5,689
Pension costs – defined contribution 5,794 7,256
Pension costs – net expense/(credit) arising on defined benefit schemes 30 – (3,801)

100,579 86,188

The average monthly number of staff employed by the Group was 914 (2007: 804) comprising 335 underwriting and 579 administrative
staff (2007: 301 and 503 respectively). Of the total remuneration shown above, an amount of £21,053,000 (2007: £19,838,000) was
recharged to Syndicate 33.

11 Finance costs
2008 2007

Note £000 £000

Interest and expenses associated with bank borrowings carried at fair value 20 3,201 6,278
Interest and charges associated with Letters of Credit 35 1,922 1,845
Interest charges arising on finance leases 36 35 54

5,158 8,177
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12 Auditors’ remuneration
Fees payable to the Group’s main external auditor, KPMG, its member firms and its associates (exclusive of VAT ) include the following
amounts recorded in the consolidated income statement:

2008 2007
Group £000 £000

Fees payable to the Company’s auditor for the audit of the Group’s consolidated financial statements 262 201

Fees payable to the Company’s auditor and its associates for other services:
The audit of subsidiaries pursuant to legislation 519 345
Other services pursuant to legislation 75 50
All other services* 75 93

931 689
Fees in respect of the defined benefit pension scheme:
Audit 12 12

Total auditors’ remuneration expense 943 701

*Other fees relate primarily to corporate advisory and financial reporting consulting services. Non-audit services with fees greater than £50,000 must be pre-approved by the Audit Committee which is composed solely of independent Non
Executive Directors.

The full audit fee payable for the Syndicate audit has been included above, although an element of this is borne by the third-party
participants in the Syndicate.

Fees payable to other external auditors in respect of the Company’s subsidiaries in the United States pursuant to legislation during 2008
were £23,000 (2007: £51,000).

13 Net foreign exchange gains/(losses)
The net foreign exchange gains/(losses) for the year include the following amounts:

2008 2007
£000 £000

Exchange gains recognised in the consolidated income statement 109,755 8,401

Exchange gains/(losses) classified as a separate component of equity 150,582 (2,869)

Total exchange gains reported for the year 260,337 5,532

The above excludes profits or losses on foreign exchange derivative contracts which are included within the investment result and are
outlined in note 22.

2008
Economic

hedges and
intragroup 2008

borrowings Other 2008 2007
Overall impact of foreign exchange related items before tax Note £000 £000 £000 £000

Consolidated income statement
Derivative losses on foreign exchange contracts included
within investment return 7, 22 (42,540) (10,123) (52,663) (1,110)

Net unearned premiums and deferred acquisition costs adjustment† – 50,525 50,525 14,438
Foreign exchange losses on intragroup borrowings (note 14) (8,463) – (8,463) –
Other foreign exchange gains/(losses) – 67,693 67,693 (6,037)

(8,463) 118,218 109,755 8,401

Impact of foreign exchange related items in consolidated income statement (51,003) 108,095 57,092 7,291

†Net unearned premiums and deferred acquisition cost adjustment arises as a result of a foreign exchange mismatch caused by those items being translated only at the historical exchange prevailing at the original transaction date and not
retranslated again at the year end rate.
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14 Foreign currency items on economic hedges and intragroup borrowings
The Group has highlighted two separate charges on the consolidated income statement to enable readers to obtain a fuller understanding
of their impact and that of related amounts recognised directly in other comprehensive income:

Consolidated
Consolidated statement of Total

income comprehensive impact on
statement income equity

2008 2008 2008
£000 £000 £000

Unrealised losses on foreign currency derivative contracts used to manage retranslation risk
associated with the net investment in Bermuda and Guernsey insurance operations (42,540) – (42,540)

Retranslation gain on managed net investment in Bermuda and Guernsey insurance operations – 67,591 67,591

Unrealised translation (losses)/gains on intragroup borrowings (12,580) 12,580 –

Total (losses)/gains recognised (55,120) 80,171 25,051

The Group recorded unrealised losses of £42,540,000 before and after tax in respect of US Dollar currency option collar contracts which
were contracted in September and October 2008 to serve as informal hedges of part of the Group’s net investment in its Bermuda and
Guernsey insurance operations. The translated Pound Sterling value of the US Dollar capital held in these operations appreciated
significantly during the year generating currency translation gains. The collar contracts acquired enabled the Group to largely protect
approximately £47,568,000 of 2008 foreign exchange gains earned up to the dates at which the contracts were effected, at zero initial
cost. The US Dollar continued to strengthen subsequent to the purchase of the derivatives generating further translation gains of
£67,591,000. The unrealised losses are therefore viewed by the Directors as economically linked to the underlying currency translation
gains recognised separately within total comprehensive income. Formal hedge accounting designation was not achievable due to the
specific effectiveness requirements of IAS 39.

Foreign exchange losses of £8,463,000 before tax (£12,580,000 after tax) were recorded on certain loan arrangements, denominated
in US Dollars, between Group companies. In most cases, as one party to each arrangement has a functional currency other than the US
Dollar, foreign exchange losses arise which are not eliminated through the income statement on consolidation. Implicit offsetting gains
are reflected instead on retranslation of the counterparty company’s closing balance sheet through other comprehensive income and
into the Group’s currency translation reserve within equity.

15 Intangible assets
State

Syndicate authorisation
Goodwill capacity licences Other Total

£000 £000 £000 £000 £000

At 1 January 2007
Cost 8,547 24,505 – 2,970 36,022
Accumulated amortisation and impairment (2,442) – – (368) (2,810)

Net book amount 6,105 24,505 – 2,602 33,212

Year ended 31 December 2007
Opening net book amount 6,105 24,505 – 2,602 33,212
Additions in year on business combinations – – 5,083 – 5,083
Other additions – – – 2,500 2,500
Disposal on sale of subsidiary (39) – – (81) (120)
Amortisation charges – – – (223) (223)

Closing net book amount 6,066 24,505 5,083 4,798 40,452

At 31 December 2007
Cost 8,496 24,505 5,083 5,361 43,445
Accumulated amortisation and impairment (2,430) – – (563) (2,993)

Net book amount 6,066 24,505 5,083 4,798 40,452

Year ended 31 December 2008
Opening net book amount 6,066 24,505 5,083 4,798 40,452
Additions in year on business combinations 1,909 – 1,225 – 3,134
Other additions – – – 5,230 5,230
Disposal on sale of subsidiary – – – – –
Amortisation charges – – – (259) (259)

Closing net book amount 7,975 24,505 6,308 9,769 48,557

At 31 December 2008
Cost 10,405 24,505 6,308 10,591 51,809
Accumulated amortisation and impairment (2,430) – – (822) (3,252)

Net book amount 7,975 24,505 6,308 9,769 48,557
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15 Intangible assets continued

Goodwill is allocated to the Group’s cash generating units (‘CGUs’) identified according to country of operation and business segment.
At 31 December 2008 and 2007 the Group’s goodwill net book amount is all attributable to UK based operations. Accumulated
amortisation and impairment of goodwill relates to the amortisation charged prior to the Group’s adoption of IFRS.

The Group’s intangible asset relating to Syndicate capacity has been allocated, for impairment testing purposes, to one individual cash
generating unit being the active Lloyd’s corporate member entity. The Group has considered the recoverable amount from the active
Lloyd’s corporate member entity on a value in use basis. This calculation uses cash flow projections based on financial forecasts
approved by management covering a five-year period. Cash flows beyond the five-year period are extrapolated based on an average
level of return and annual growth estimated at 2% (2007: 2%) consistent with the industry long-term average. A pre-tax discount
factor of 7% (2007: 7%) has been applied to projected cash flows as part of the exercise. The results of this exercise indicate that the
recoverable amount significantly exceeds the intangible’s carrying value and would not be sensitive to reasonably possible changes
in assumptions. The Group’s weighted average cost recognised on the balance sheet is significantly below the average open market
price witnessed in the recent Lloyd’s of London Syndicate 33 capacity auctions in Autumn 2008.

In 2007 and 2008, the Group recognised intangible assets totalling £6,308,000 relating to insurance authorisation licences for 50 US
states acquired in the business combination of ALTOHA Inc. (note 33). This intangible asset has been allocated for impairment testing
purposes to one individual cash generating unit being the Group’s North American underwriting businesses. The Group has considered
the recoverable amount of this cash generating unit on a consistent basis to the active Lloyd’s corporate member entity outlined above.

Other intangible additions during 2007 primarily relate to the costs of acquiring rights to customer contractual relationships held previously
by AON Limited, the additions during 2008 relate to software licence and development costs.

The amortisation charge for the year includes £nil (2007: £40,000) relating to capitalised software costs and is included in other expenses
in the income statement. The net book value of capitalised software costs at 31 December 2008 was £5,230,000 (2007: £nil). There are
no charges for impairment during the current or prior financial year.

At 31 December 2008 there were £5,230,000 of assets under construction on which no amortisation has been charged (2007: £nil).
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16 Property, plant and equipment
Furniture,

fittings and
Land and Leasehold equipment
buildings improvements Vehicles and art Total

£000 £000 £000 £000 £000

At 1 January 2007
Cost 2,985 514 679 29,894 34,072
Accumulated depreciation (120) (78) (214) (19,839) (20,251)

Net book amount 2,865 436 465 10,055 13,821

Year ended 31 December 2007
Opening net book amount 2,865 436 465 10,055 13,821
Additions – 262 260 10,119 10,641
Additions on business combinations – 99 18 10 127
Disposals – – (31) (263) (294)
Depreciation charge (40) (132) (116) (4,629) (4,917)

Closing net book amount 2,825 665 596 15,292 19,378

At 31 December 2007
Cost 2,985 1,044 896 34,978 39,903
Accumulated depreciation (160) (379) (300) (19,686) (20,525)

Net book amount 2,825 665 596 15,292 19,378

Year ended 31 December 2008
Opening net book amount 2,825 665 596 15,292 19,378
Additions – 257 145 4,450 4,852
Additions on business combinations – – – – –
Disposals – – (47) (23) (70)
Depreciation charge (40) (222) (144) (4,917) (5,323)
Foreign exchange movements – 254 – 577 831

Closing net book amount 2,785 954 550 15,379 19,668

At 31 December 2008
Cost 2,985 1,700 968 40,413 46,066
Accumulated depreciation (200) (746) (418) (25,034) (26,398)

Net book amount 2,785 954 550 15,379 19,668

The Group’s land and buildings assets relate to freehold property in the United Kingdom.

Assets with a net book value of £582,000 were held under finance leases (2007: £510,000). The total depreciation charge for the year
in respect of assets held under finance leases was £116,000 (2007: £106,000) and is included in other expenses.

At 31 December 2008 there were £3,106,000 of assets under construction, upon which no depreciation has yet been charged
(2007: £2,336,000).

17 Investments in associates
2008 2007
£000 £000

Year ended 31 December
At beginning of year 1,502 28

Additions during the year 5,438 1,393
Share of post-tax profit recognised for the period 260 81

At end of year 7,200 1,502

Movement in carrying value
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17 Investments in associates continued

The Group’s interests in its principal associates, all of which are unlisted, were as follows:
100% results

% interest
held at Assets Liabilities Revenues Profit after tax

31 December £000 £000 £000 £000

2008
Associates incorporated in the UK From 25.2% to 49% 11,981 8,809 6,214 877
Associates incorporated in Europe 25% 2,066 1,289 1,483 268

Total at the end of 2008 14,047 10,098 7,697 1,145

100% results

% interest
held at Assets Liabilities Revenues Profit after tax

31 December £000 £000 £000 £000

2007
Associates incorporated in the UK From 25.2% to 49% 1,634 758 1,898 290
Associates incorporated in Europe 25% 1,232 1,074 1,064 310

Total at the end of 2007 2,866 1,832 2,962 600

The additions during the current year relate to equity investments made in Senior Wright Indemnity Ltd and Media Insurance Brokers.
Cash consideration of £5,438,000 (2007: £1,273,000) was paid.

The equity interests held by the Group in respect of associates do not have quoted market prices and are not traded regularly in any
active recognised market. The associates concerned have no material impact on the results or assets of the Group. No impairments
were identified during the current or prior financial year under review.

18 Deferred acquisition costs
2008 2007

Gross Reinsurance Net Gross Reinsurance Net
£000 £000 £000 £000 £000 £000

Balance deferred at 1 January 123,081 (5,639) 117,442 117,115 (6,529) 110,586
Acquisition costs incurred in relation to insurance contracts written 270,126 (8,564) 261,562 284,071 (12,645) 271,426
Acquisition costs expensed to the income statement (262,077) 9,209 (252,868) (278,105) 13,535 (264,570)

Balance deferred at 31 December 131,130 (4,994) 126,136 123,081 (5,639) 117,442

The deferred amount of insurance contract acquisition costs attributable to reinsurers of £4,994,000 (2007: £5,639,000) is not eligible
for offset against the gross balance sheet asset and is included separately within trade and other payables (note 27).

The amounts expected to be recovered before and after one year are estimated as follows:
2008 2007
£000 £000

Within one year 126,136 117,442
After one year – –

126,136 117,442

19 Reinsurance assets
2008 2007

Note £000 £000

Reinsurers’ share of insurance liabilities 495,251 283,414
Provision for non-recovery and impairment (7,531) (3,326)

Reinsurance assets 26 487,720 280,088

The amounts expected to be recovered before and after one year, based on historical experience, are estimated as follows:
Within one year 238,472 147,987
After one year 249,248 132,101

487,720 280,088
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19 Reinsurance assets continued

Amounts due from reinsurers in respect of outstanding premiums and claims already paid by the Group are included in loans and
receivables (note 21). The Group recognised a loss during the year of £4,205,000 (2007: gain of £452,000) in respect of impaired balances.

20 Financial assets and liabilities
Financial assets are measured at their bid price values, with all changes from one accounting period to the next being recorded through
the income statement, except in the case of unlisted equity investments, and borrowing instruments that formed part of a designated
hedge accounting relationship from 3 January 2007 to 6 May 2008 as provided for by IAS 39.

2008 2008 2007 2007
Cost Fair value Cost Fair value

Note £000 £000 £000 £000

Debt and fixed income securities 1,993,551 1,928,599 1,435,373 1,444,532
Equities and shares in unit trusts 155,399 124,864 135,427 159,421
Deposits with credit institutions 28,219 28,269 143,852 143,874

Total investments 2,177,169 2,081,732 1,714,652 1,747,827

Derivative instrument assets 22 40 40 – –

Total financial assets carried at fair value 2,177,209 2,081,772 1,714,652 1,747,827

2008 2008 2007 2007
Cost Fair value Cost Fair value

Note £000 £000 £000 £000

Borrowings from credit institutions (see below) 90,278 90,278 91,457 91,764
Derivative instrument liabilities 22 – 53,072 – –

Total financial liabilities 90,278 143,350 91,457 91,764

An analysis of the credit risk and contractual maturity profiles of the Group’s debt and fixed income securities is given in notes 3.2(c)
and 3.2(d).

The Group’s borrowings from credit institutions at 31 December 2008 and 2007 are denominated in US Dollars. The entire amount from
December 2007 was repaid during the year and the amount outstanding at 31 December 2008 is all expected to be repaid within one year
of the balance sheet date. The movement in fair value of financial liabilities during 2008 includes net principal repayments of £3,508,000,
£835,000 of foreign exchange gains recognised directly in equity (see note 13 and below), £2,022,000 foreign exchange losses and £nil
of fair value losses (2007: £nil of net principal repayments, £1,400,000 of foreign exchange gains and £302,000 of fair value gains).
The amounts recognised as fair value gains and losses are attributable to changes in applicable benchmark interest rates.

The amount of financial liabilities payable on maturity is not materially different to the cost disclosed above.

Included in financial liabilities at 31 December 2007 were foreign currency borrowings from credit institutions totalling US$182,000,000
that were designated as a hedging instrument in a net investment hedge relationship. The hedged item was the first US$182,000,000
of the Group’s net investment in its Bermudian and Guernsey subsidiaries.

The hedging relationship commenced on 3 January 2007 and was entirely effective throughout the entire period up until 6 May 2008.

Investments at 31 December are denominated in the following currencies at their fair value:
2008 2007
£000 £000

Debt and fixed income securities
Sterling 293,697 206,357
US Dollars 1,378,167 1,038,412
Euro and other currencies 256,735 199,763

1,928,599 1,444,532

Equities and shares in unit trusts
Sterling 55,011 102,196
US Dollars 45,611 51,148
Euro and other currencies 24,242 6,077

124,864 159,421

Deposits with credit institutions
Sterling 21,335 95,541
US Dollars 6,934 48,333
Euro and other currencies – –

28,269 143,874

Total investments 2,081,732 1,747,827
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21 Loans and receivables including insurance receivables
2008 2007
£000 £000

Gross receivables arising from insurance and reinsurance contracts 441,752 329,156
Less provision for impairment (560) (1,392)

Net receivables arising from insurance and reinsurance contracts 441,192 327,764

Due from contract holders, brokers, agents and intermediaries 274,470 201,157
Due from reinsurance operations 166,722 126,607

441,192 327,764

Prepayments and accrued income 7,948 9,562
Other loans and receivables:

Net profit commission receivable 11,959 13,850
Accrued interest 9,480 9,003
Share of Syndicate’s other debtors’ balances 13,546 12,705
Other debtors including related party amounts 10,190 12,338

Total loans and receivables including insurance receivables 494,315 385,222

The amounts expected to be recovered before and after one year are estimated as follows:
Within one year 491,529 381,639
After one year 2,786 3,583

494,315 385,222

There is no significant concentration of credit risk with respect to loans and receivables, as the Group has a large number of internationally
dispersed debtors. The Group has recognised a gain of £832,000 (2007: loss of £517,000) for the impairment of receivables during the year
ended 31 December 2008.

22 Derivative financial instruments
The Group entered into both exchange-traded and over the counter derivative contracts for a number of purposes during 2008. The Group
had the right and intention to settle all contracts on a net basis. The assets and liabilities of these contracts at 31 December 2008 all mature
within one year of the balance sheet date and are detailed below:

Gross contract Fair value Fair value Net balance
notional amount of assets of liabilities sheet position

Derivative contract assets included on balance sheet 000 £000 £000 £000

Event linked future contracts US$80 474 434 40

Gross contract Fair value Fair value Net balance
notional amount of assets of liabilities sheet position

Derivative contract assets included on balance sheet 000 £000 £000 £000

Foreign exchange option collar contracts US$600,000 – 42,540 42,540
Foreign exchange forward contracts €68,680 – 10,532 10,532

– 53,072 53,072

The Group had no derivative assets or liabilities at 31 December 2007.
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22 Derivative financial instruments continued

Foreign exchange option collar contracts
During 2008 the Group’s capital benefited from a significant uplift in net asset value due to the appreciation of the US Dollar to Pound
Sterling exchange rate which increased the translated values of its net investments in the Bermuda and Guernsey insurance operations.
During September and October 2008 the US Dollar fluctuated significantly and in order to protect the majority of the exchange gains
earned to date the Group progressively hedged the risk of subsequent US Dollar weakness impacting this capital by entering into a series
of currency option collar contracts. These over the counter instruments have no initial purchase cost and consist of covered call and
protective put options which essentially protect the Group against material downside movements in US Dollar to Pound Sterling exchange
rate whilst at the same time limiting further participation in material US Dollar strengthening beyond an upper cap. The Group made
a loss on these contracts of £42,540,000 (2007: £1,842,000) as included in notes 7 and 14. The related exchange gain earned
on the retranslation of the portion of underlying net investments concerned was £67,591,000 and is included within the overall gain
of £151,179,000 recognised in other comprehensive income (note 13).

Foreign exchange forward contracts
During 2008 the Group entered into a series of conventional over the counter forward contracts in order to secure translation gains
made on Euro denominated monetary assets which had been subject to significant appreciation in value since 31 December 2007.
The contracts required the Group to forward sell a fixed amount of Euros for Pound Sterling at pre-agreed future exchange rates.
The Group made a loss on these forward contracts of £10,123,000 (2007: gain of £732,000) as included in note 7. An opposite
exchange gain of £10,163,000 was earned on the retranslation of the underlying assets concerned.

There was no initial purchase cost associated with these instruments.

Event linked future contracts
In June 2008 the Group commenced trading event linked future contracts which are transacted on Chicago Climate Futures Exchange.
The contracts have fixed maturity dates and are structured such that cash inflows are binary in nature and are triggered by the
occurrence of specific natural events in specific geographical zones which cause pre-determined losses to the insurance industry in
excess of a specified amount. The Group itself does not have to suffer losses to receive a payment once the industry loss strike amount
on each contract has been reached. Consequently the contracts are not accounted for as insurance contracts in accordance with IFRS 4.

The Group made a gain on event linked future contracts of £45,000 (2007: £nil) as included in note 7.

Interest rate future contracts
In August 2008 the Group commenced short selling a number of Pound Sterling government bond futures and Euro sovereign futures
to informally hedge substantially all of the interest rate risk on a specific long portfolio of Sterling and Euro denominated corporate bonds.
All positions taken were closed out before maturity using offsetting trades and no closing assets or liabilities existed at 31 December 2008.
The contracts are exchange traded. The Group made a loss on these futures contracts of £360,000 (2007: £nil) as included in note 7.

23 Cash and cash equivalents
2008 2007
£000 £000

Cash at bank and in hand 353,542 236,417
Short-term bank deposits 87,080 66,325

440,622 302,742

The Group holds its cash deposits with a well diversified range of banks and financial institutions.

Cash and cash equivalents include amounts of US$17,775,000 (2007: US$14,985,000) held in escrow to settle deferred consideration
on acquisitions.

24 Share capital
31 December 2008 31 December 2007

Share Share
capital Number capital Number

Group £000 of shares £000 of shares

Issued share capital 20,067 401,330,601 19,898 397,938,305

The amounts presented in the equity structure of the Group above relate to Hiscox Ltd, the legal parent Company.
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24 Share capital continued
Ordinary

share Share Contributed
capital premium surplus

Changes in Group share capital and contributed surplus £000 £000 £000

At 1 January 2007 19,694 – 442,425
Employee share option scheme – proceeds from shares issued 204 4,955 –
Dividends to owners of the Company – – (43,591)

At 31 December 2007 19,898 4,955 398,834

Employee share option scheme – proceeds from shares issued 169 4,463 –
Dividends to owners of the Company – – (46,756)

At 31 December 2008 20,067 9,418 352,078

In accordance with the reverse acquisition provisions of IFRS 3 Business Combinations, the amount of issued share capital included
in the consolidated balance sheet reflects that of Hiscox plc, the Group’s former legal parent company, up until the date of the reverse
acquisition on 12 December 2006 together with that issued subsequently by Hiscox Ltd, the new legal parent, up until each respective
balance sheet date.

Contributed surplus is a distributable reserve and arose on the reverse acquisition of Hiscox plc on 12 December 2006.
Number of Number of

5p ordinary 5p ordinary
shares in issue shares in issue

(thousands) (thousands)
Equity structure of Hiscox Ltd 2008 2007

At 1 January 397,938 393,916

Employee share option scheme – ordinary shares issued 3,393 4,022

At 31 December 401,331 397,938

All issued shares are fully paid.

Share options and performance share plan awards
Performance share plan awards are granted to Directors and to senior employees. Up until 2005, share options were also granted.
The exercise price of the granted options is equal to the closing mid-market price of the shares on the day before the date of the grant.
No exercise price is attached to performance plan awards, although their attainment is conditional on the employee completing three
year’s service (the vesting period) and the Group achieving targeted levels of returns on equity. Share options are also conditional on the
employee completing three years’ service (the vesting period) or less under exceptional circumstances (death, disability, retirement or
redundancy). The options are exercisable starting three years from the grant date only if the Group achieves its targets of return on equity;
the options have a contractual option term of ten years. The Group has no legal or constructive obligation to re-purchase or settle the
options in cash.

In accordance with IFRS 2 the Group recognises an expense for the fair value of share option and performance share plan award
instruments issued to employees, over their vesting period through the income statement. The expense recognised in the Consolidated
Income Statement during the year was £5,269,000 (2007: £5,689,000). This comprises charges of £4,960,000 (2007: £4,352,000) in
respect of performance share plan awards and £309,000 (2007: £1,337,000) in respect of share option awards. The Group has applied
the principles outlined in the Black-Scholes option pricing model when determining the fair value of each share option instrument and
discounted cash flow methodology in respect of performance share plan awards.

The range of principal Group assumptions applied in determining the fair value of share based payment instruments granted during the
year under review are:

Assumptions affecting inputs to fair value models 2008 2007

Annual risk free rates of return and discount rates (%) 3.2-5.6 5.5
Long-term dividend yield (%) 4.75 4.75
Expected life of options (years) 3.25 3.25
Implied volatility of share price (%) 27-30 26
Weighted average share price (p) 247.9 268.5

The weighted average fair value of each share option granted during the year was 60.5p (2007: 67.9p). The weighted average fair value
of each performance share plan award granted during the year was 213.4p (2007: 232.8p).
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24 Share capital continued
Share options and performance share plan awards continued

Movements in the number of share options during the year and details of the balances outstanding at 31 December 2008 are shown
in the Directors’ remuneration report.

The implied volatility assumption is based on historical data for periods of between five and ten years immediately preceding grant date.

For options issued after 1 January 2006 the assumptions regarding long-term dividend yield have been aligned to the progressive
dividend policy announced during the 2005 Rights Issue.

Additional details on the Group’s share option schemes are shown in the Directors’ remuneration report accompanying these financial statements.

25 Retained earnings and other reserves
2008 2007
£000 £000

Currency translation reserve at 31 December 107,317 (43,265)

Retained earnings at 31 December 462,146 443,882

The currency translation reserve comprises qualifying net investment gains and losses and foreign exchange differences arising from
the translation of the financial statements of, and investments in, foreign operations.

28,300,742 ordinary shares of 5p each were purchased by Hiscox Ltd in open market transactions during the current year (2007:
4,365,305) and are held in treasury. In addition, 1,000,000 ordinary shares of 5p each were purchased and held in trust. Retained earnings
have been reduced by £65,066,000 being the consideration paid for these transactions. Included within this amount are transaction cost
expenses of £125,000 (2007: £23,000) directly related to the purchases.

The highest price paid per share was 260p, the lowest price paid was 191.5p and the average price paid was 221.7p per share. At 31
December 2008 Hiscox Ltd held 32,666,047 shares in treasury. Additional details are shown in note 37 to these financial statements
in respect of additional Hiscox Ltd shares held by subsidiaries.

Included within Group retained earnings is an amount of £23,932,000 (2007: £21,578,000), which is not distributable and is held
to meet solvency capital requirements to maintain an equalisation provision. The amounts in the equalisation provision are realised when
particular entities in the Group have suffered insurance losses in excess of levels set out in the relevant solvency capital regulations.

26 Insurance liabilities and reinsurance assets
2008 2007

Note £000 £000

Gross
Claims reported and loss adjustment expenses 885,905 642,252
Claims incurred but not reported 881,823 573,635
Unearned premiums 509,688 498,000

Total insurance liabilities, gross 2,277,416 1,713,887

Recoverable from reinsurers
Claims reported and loss adjustment expenses 180,406 137,868
Claims incurred but not reported 245,897 84,804
Unearned premiums 61,417 57,416

Total reinsurers’ share of insurance liabilities 19 487,720 280,088

Net
Claims reported and loss adjustment expenses 705,499 504,384
Claims incurred but not reported 635,926 488,831
Unearned premiums 448,271 440,584

Total insurance liabilities, net 1,789,696 1,433,799

The amounts expected to be recovered and settled before and after one year, based on historical experience, are estimated as follows:
Within one year 995,454 844,570
After one year 794,242 589,229

1,789,696 1,433,799

The gross claims reported, the loss adjustment expenses liabilities and the liability for claims incurred but not reported are net of expected
recoveries from salvage and subrogation. The amounts for salvage and subrogation at the end of 2008 and 2007 are not material.
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26 Insurance liabilities and reinsurance assets continued

26.1 Insurance contracts assumptions
(a) Process used to decide on assumptions
The risks associated with insurance contracts and in particular with casualty insurance contracts are complex and subject to a number
of variables that complicate quantitative sensitivity analysis. Delays in the notification of claims necessitate the holding of significant
reserves for liabilities that may only emerge a number of accounting periods later.

The impact of inflation on ultimate claim estimates is therefore significant. In addition a greater level of risk may be inherent in reserving
estimates for newer types of insurance products where there is a lack of past historical development experience.

For all risks, the Group uses several statistical methods to incorporate the various assumptions made in order to estimate the ultimate
cost of claims. The reserves for outstanding claims are actuarially estimated primarily by using both the Chain Ladder and Bornhuetter-
Ferguson methods. There is close communication between the actuaries involved in the estimation process and the Group’s underwriters
to ensure that, when applying both estimation techniques, both parties are cognisant of all material factors relating to outstanding claims,
and allowance is also made for the rating environment.

The Chain Ladder method is adopted for mature classes of business where sufficient claims development data is available in order to
produce estimates of the ultimate claims and premiums by actuarial reserving Group and underwriting year or year of account for the
managed Syndicate. This methodology produces optimal estimates when a large claims development history is available and the claims
development patterns throughout the earliest years are stable.

Where losses in the earliest underwriting years or years of account have yet to fully develop, a ‘tail’ arises on the reserving data, i.e. a gap
between the current stage of development and the fully developed amount. The Chain Ladder methodology is used to calculate average
development factors which, by fitting these development factors to a curve, allows an estimate to be made of the potential claims
development expected between the current and the fully developed amount, known as a ‘tail reserve’. This tail reserve is added to the
current reserve position to calculate the total reserve required.

Chain Ladder methods may be applied to premiums, paid claims or incurred claims (i.e. paid claims plus case estimates). The basic
technique involves the analysis of historical claims development factors and the selection of estimated development factors based on this
historical pattern. The selected development factors are then applied to cumulative claims data for each accident year that is not yet fully
developed to produce an estimated ultimate claims cost for each accident year.

Chain Ladder techniques are less suitable in cases in which the insurer does not have developed claims history data for a particular
class of business (e.g. in relation to more recent underwriting years or years of account). In these instances the Group’s actuaries make
reference to the Bornhuetter-Ferguson method.

The Bornhuetter-Ferguson method is based on the Chain Ladder approach but utilises estimated ultimate loss ratios. This method uses
a combination of a benchmark or market-based estimate and an estimate based on claims experience. The former is based on a measure
of exposure such as premiums; the latter is based on the paid or incurred claims to date. The two estimates are combined using a formula
that gives more weight to the experience-based estimate as time passes. This technique has been used in situations in which developed
claims experience was not available for the projection (recent accident years or new classes of business).

In exceptional cases the required provision is calculated with reference to the actual exposures on individual policies. Adjustments are
made within the claims reserving methodologies to remove distortions in the historical claims development patterns from large or isolated
claims not expected to re-occur in the future. In addition, the reserves determined for the managed Syndicate are converted to annually
accounted figures using earnings patterns that are consistent with those for the underlying Syndicate business.

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

(b) Claims development tables
The development of insurance liabilities provides a measure of the Group’s ability to estimate the ultimate value of claims. The Group
analyses actual claims development compared with previous estimates on an accident year basis. This exercise is performed to include
the liabilities of Syndicate 33 at the 100% level regardless of the Group’s actual level of ownership, which has increased significantly over
the last six years. Analysis at the 100% level is required in order to avoid distortions arising from reinsurance to close arrangements which
subsequently increase the Group’s share of ultimate claims for each accident year three years after the end of that accident year.

The top half of each table, on the following pages, illustrates how estimates of ultimate claim costs for each accident year have changed
at successive year ends. The bottom half reconciles cumulative claim costs to the amounts still recognised as liabilities. A reconciliation
of the liability at the 100% level to the Group’s share, as included in the Group balance sheet, is also shown.
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26 Insurance liabilities and reinsurance assets continued
26.1 Insurance contracts assumptions continued
(b) Claims development tables continued

Insurance claims and claims expenses reserves – gross at 100%
2001 2002 2003 2004 2005 2006 2007 2008 Total

Accident year £000 £000 £000 £000 £000 £000 £000 £000 £000

Estimate of ultimate claims costs
as adjusted for foreign exchange*

at end of accident year 749,648 437,736 493,451 748,759 1,253,261 643,855 864,188 1,210,449 6,401,347
one year later 727,993 463,447 507,499 831,151 1,387,438 616,072 774,105 – 5,307,705
two years later 810,021 472,577 477,146 793,273 1,399,169 593,856 – – 4,546,042
three years later 836,914 455,747 491,699 749,948 1,378,982 – – – 3,913,290
four years later 881,684 451,206 487,718 753,543 – – – – 2,574,151
five years later 877,676 423,579 475,401 – – – – – 1,776,656
six years later 876,086 419,824 – – – – – – 1,295,910
seven years later 877,941 – – – – – – – 877,941

Current estimate of cumulative claims 877,941 419,824 475,401 753,543 1,378,982 593,856 774,105 1,210,449 6,484,101
Cumulative payments to date (780,967) (359,868) (399,294) (594,416) (1,114,832) (409,844) (384,814) (274,981)(4,319,016)

Liability recognised at 100% level 96,974 59,956 76,107 159,127 264,150 184,012 389,291 935,468 2,165,085
Liability recognised in respect of
prior accident years at 100% level 109,247

Total gross liability to external parties at 100% level 2,274,332

Reconciliation of 100% disclosures above to Group’s share – gross
2001 2002 2003 2004 2005 2006 2007 2008 Total

Accident year £000 £000 £000 £000 £000 £000 £000 £000 £000

Current estimate of cumulative claims 877,941 419,824 475,401 753,543 1,378,982 593,856 774,105 1,210,449 6,484,101
Less: Attributable to external Names (218,191) (86,594) (106,885) (174,815) (346,205) (123,730) (150,454) (240,694) (1,447,568)

Group’s share of current ultimate
claims estimate 659,750 333,230 368,516 578,728 1,032,777 470,126 623,651 969,755 5,036,533

Cumulative payments to date (780,967) (359,868) (399,294) (594,416) (1,114,832) (409,844) (384,814) (274,981)(4,319,016)
Less: Attributable to external Names 192,092 71,607 87,967 139,519 282,694 83,531 63,755 44,032 965,197

Group’s share of cumulative payments (588,875) (288,261) (311,327) (454,897) (832,138) (326,313) (321,059) (230,949)(3,353,819)

Liability for 2001 to 2008 accident years
recognised on Group’s balance sheet 70,875 44,969 57,189 123,831 200,639 143,813 302,592 738,806 1,682,714
Liability for accident years before 2001
recognised on Group’s balance sheet 85,014

Total Group liability to external parties included in balance sheet – gross** 1,767,728

Insurance claims and claims expenses reserves – net at 100%
2001 2002 2003 2004 2005 2006 2007 2008 Total

Accident year £000 £000 £000 £000 £000 £000 £000 £000 £000

Estimate of ultimate claims costs
as adjusted for foreign exchange*

at end of accident year 358,257 296,566 391,129 626,722 731,748 569,946 748,640 837,864 4,560,872
one year later 403,105 323,581 413,586 685,423 841,506 562,952 680,514 – 3,910,667
two years later 483,139 335,648 374,738 657,714 839,043 544,493 – – 3,234,775
three years later 526,027 306,962 385,991 616,453 811,585 – – – 2,647,018
four years later 513,333 299,838 377,204 617,474 – – – – 1,807,849
five years later 497,218 283,553 370,818 – – – – – 1,151,589
six years later 490,038 277,270 – – – – – – 767,308
seven years later 492,765 – – – – – – – 492,765

Current estimate of cumulative claims 492,765 277,270 370,818 617,474 811,585 544,493 680,514 837,864 4,632,783
Cumulative payments to date (410,138) (232,148) (302,448) (478,701) (594,658) (375,785) (317,957) (232,079)(2,943,914)

Liability recognised at 100% level 82,627 45,122 68,370 138,773 216,927 168,708 362,557 605,785 1,688,869
Liability recognised in respect of
prior accident years at 100% level 45,329

Total net liability to external parties at 100% level 1,734,198

*The foreign exchange adjustment arises from the retranslation of the estimates at each date using the exchange rate ruling at 31 December 2008.
**This represents the claims element of the Group’s insurance liabilities.
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26 Insurance liabilities and reinsurance assets continued
26.1 Insurance contracts assumptions continued
(b) Claims development tables continued

Reconciliation of 100% disclosures above to Group’s share – net
2001 2002 2003 2004 2005 2006 2007 2008 Total

Accident year £000 £000 £000 £000 £000 £000 £000 £000 £000

Current estimate of cumulative claims 492,765 277,270 370,818 617,474 811,585 544,493 680,514 837,864 4,632,783
Less: Attributable to external Names (116,349) (54,903) (82,082) (143,775) (195,548) (114,412) (133,508) (165,857)(1,006,434)

Group’s share of current ultimate
claims estimate 376,416 222,367 288,736 473,699 616,037 430,081 547,006 672,007 3,626,349

Cumulative payments to date (410,138) (232,148) (302,448) (478,701) (594,658) (375,785) (317,957) (232,079)(2,943,914)
Less: Attributable to external Names 93,966 43,464 64,586 112,341 142,587 77,956 54,658 34,627 624,185

Group’s share of cumulative payments (316,172) (188,684) (237,862) (366,360) (452,071) (297,829) (263,299) (197,452)(2,319,729)

Liability for 2001 to 2008 accident years
recognised on Group’s balance sheet 60,244 33,683 50,874 107,339 163,966 132,252 283,707 474,555 1,306,620
Liability for accident years before 2001
recognised on Group’s balance sheet 34,805

Total net liability to external parties included in the balance sheet* 1,341,425

*This represents the claims element of the Group’s insurance liabilities and reinsurance assets.

26.2 Movements in insurance claims liabilities and reinsurance claims assets
2008 2007

Gross Reinsurance Net Gross Reinsurance Net
Year ended 31 December £000 £000 £000 £000 £000 £000

Total at beginning of year (1,215,887) 222,672 (993,215) (1,128,329) 265,073 (863,256)
Claims and loss adjustment expenses for year (698,471) 219,091 (479,380) (498,568) 75,203 (423,365)
Cash paid for claims settled in the year 549,106 (117,582) 431,524 452,235 (131,505) 320,730
Exchange differences and other movements (402,476) 102,122 (300,354) (41,225) 13,901 (27,324)

Total at end of year (1,767,728) 426,303 (1,341,425) (1,215,887) 222,672 (993,215)

Claims reported and loss adjustment expenses (885,905) 180,406 (705,499) (642,252) 137,868 (504,384)
Claims incurred but not reported (881,823) 245,897 (635,926) (573,635) 84,804 (488,831)

Total at end of year (1,767,728) 426,303 (1,341,425) (1,215,887) 222,672 (993,215)

The insurance claims expense reported in the consolidated income statement is comprised as follows:
2008 2007

Gross Reinsurance Net Gross Reinsurance Net
Year ended 31 December £000 £000 £000 £000 £000 £000

Current year claims and loss adjustment expenses (828,940) 226,808 (602,132) (562,223) 78,953 (483,270)
(Under)/over provision in respect of prior year
claims and loss adjustment expenses 130,469 (7,717) 122,752 63,655 (3,750) 59,905

Total claims and claims handling expense (698,471) 219,091 (479,380) (498,568) 75,203 (423,365)
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27 Trade and other payables
2008 2007

Note £000 £000

Creditors arising out of direct insurance operations 35,089 30,353
Creditors arising out of reinsurance operations 175,134 114,317

210,223 144,670

Obligations under finance leases 36 439 457
Share of Syndicate’s other creditors’ balances 2,714 2,681
Social security and other taxes payable 10,919 4,067
Other creditors 9,493 13,704

23,565 20,909

Reinsurers’ share of deferred acquisition costs 18 4,994 5,639
Accruals and deferred income 58,050 64,657

Total 296,832 235,875

The amounts expected to be settled before and after one year are estimated as follows:
Within one year 284,892 234,828
After one year 11,940 1,047

296,832 235,875

The amounts expected to be settled after one year of the balance sheet date primarily relate to finance leases and the Group’s provision
of sabbatical leave employee benefits.

28 Tax expense
The Company and its subsidiaries are subject to enacted tax laws in the jurisdictions in which they are incorporated and domiciled.

The principle subsidiaries of the Company and the country in which they are incorporated are listed in note 37.

The amounts charged in the consolidated income statement comprise the following:
2008 2007

Note £000 £000

Current tax (credit)/expense (32,341) 26,891
Deferred tax expense 29 66,713 19,060

34,372 45,951

The tax expense on the Group’s profit before tax differs from the theoretical amount that would arise using the average tax rate applicable
to profits of the consolidated companies as follows:

2008 2007
Note £000 £000

Profit before tax 105,180 237,199
Tax calculated at the standard corporation tax rate applicable in the UK* of 28.5% (2007: 30%)** 29,976 71,160
Effects of:

Expenses not deductible for tax purposes (1,259) (1,296)
Group entities subject to overseas tax at lower rates 14,771 (24,843)
Tax losses for which no deferred tax asset is recognised 260 1,092
Other items 1,480 (2,064)
Change of deferred tax rate (653) (1,374)
Prior year tax adjustments (10,203) 3,276

Tax charge for the period 34,372 45,951

*The principal charge to current tax arises in respect of the Group’s UK subsidiaries.
**The UK corporation tax rate changed from 30% to 28% on 1 April 2008.

29 Deferred tax
2008 2007
£000 £000

Deferred tax assets 27,747 40,153
Deferred tax liabilities (96,396) (49,904)

Total net deferred tax liability (68,649) (9,751)

All material tax assets and liabilities relate to the same tax authority.
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29 Deferred tax continued

The movement on the total net deferred tax liability is as follows:
2008 2007
£000 £000

At 1 January (9,751) (8,467)
Income statement charge (66,713) (19,060)
Transfer from deferred tax to current tax 1,445 19,850
Release from/(charge to) equity 6,370 (2,074)

At 31 December (68,649) (9,751)

The applicable rate for deferred tax from 1 April 2008 is 28%.

(a) Group deferred tax assets analysed by balance sheet headings
Income

statement Transfer to Transfer to
2007 (charge)/credit current tax equity 2008

At 31 December £000 £000 £000 £000 £000

Tangible assets 1,223 (360) – – 863
Trade and other payables 15,462 (11,412) – – 4,050
Retirement benefit obligations 9,476 (9,476) – – –
Losses 4,151 1,681 164 – 5,996
Intangible assets – Syndicate capacity – – – 4,715 4,715
Other items 9,841 627 – 1,655 12,123

Total deferred tax assets 40,153 (18,940) 164 6,370 27,747

(b) Group deferred tax liabilities analysed by balance sheet headings and Syndicate participation
Income

statement Transfer to Transfer to
2007 (charge)/credit current tax equity 2008

At 31 December £000 £000 £000 £000 £000

Intangible assets (352) 405 – – 53
Investment in associated enterprises (178) 161 – – (17)
Financial assets (3,787) 2,865 – – (922)
Insurance contracts – equalisation provision* (6,043) (660) – – (6,703)
Other items – – – – –

(10,360) 2,771 – – (7,589)
Open years of account and Section 107 disclaimers (39,544) (50,544) 1,281 – (88,807)

Total deferred tax liabilities (49,904) (47,773) 1,281 – (96,396)

*The solvency regulations in the UK require certain entities within the Group to establish an equalisation provision, to be utilised against abnormal levels of future losses in certain lines of business. The regulations prescribe that the provision is
increased every year by an amount that is calculated as a percentage of net premiums written for those lines of business during the financial year subject to a maximum percentage. The amount of each annual increase is a deductible expense for tax
purposes, and the equalisation provision is taxed when released. The entities within the Group that are affected by this requirement continue to prepare their individual financial statements, for statutory filing and tax purposes, in accordance with UK
GAAP which permits the recognition of equalisation provisions on the balance sheet. Equalisation provisions are not permitted under IFRS which therefore results in the temporary difference for tax purposes.

Deferred income tax assets are recognised for tax losses carried forward to the extent that the realisation of the related tax benefit
through the future taxable profits is probable. During the period, management revised its assumptions about the recoverability of carried
forward unused tax losses to be recognised as deferred tax assets. Management’s assessment is that it is now probable that enough
taxable profit will be available to allow part of the benefit to be utilised. Part of the balance has therefore now been provided. The Group
has not provided for deferred tax assets totalling £7,628,000 (2007: £8,104,000) in relation to losses in overseas companies of
£21,230,000 (2007: £23,667,000). This is as a result of the transfer of these subsidiaries to Hiscox Ltd from Hiscox plc. In accordance
with IAS 12, all deferred tax assets and liabilities are classified as non-current.
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30 Employee retirement benefit obligations
The Company’s subsidiary, Hiscox plc, operates a defined benefit pension scheme based on final pensionable salary. The scheme
closed to future accrual with effect from 31 December 2006 and active members were offered membership of a defined contribution
scheme from 1 January 2007. The funds of the defined benefit scheme are controlled by the trustee and are held separately from those
of the Group.

The gross amount recognised in the Group balance sheet in respect of the defined benefit scheme is determined as follows:
2008 2007
£000 £000

Present value of funded obligations 101,615 106,793
Fair value of scheme assets (115,166) (127,576)

Present value of unfunded obligations (13,551) (20,783)
Unrecognised net actuarial gains 9,767 18,817
Unrecognised surplus deemed irrecoverable 3,784 1,966

Gross liability in the balance sheet – –

As the fair value of scheme assets exceeds the present value of funded obligations and unrecognised net actuarial gains, the scheme
reports a surplus. However, the surplus arising on the pension scheme is not recognised on the Group’s balance sheet due to uncertainty
of recoverability.

The unrecognised net actuarial gains are the net cumulative gains and losses on both the scheme’s obligations and underlying assets.

The defined benefit obligation is calculated annually by independent actuaries using the projected unit credit actuarial cost method.
A formal full actuarial valuation is performed on a triennial basis, most recently at 31 December 2005, and updated at each intervening
balance sheet date by the actuaries. The triennial actuarial value at 31 December 2008 is currently being completed. The present value
of the defined benefit obligation is determined by discounting the estimated future cash flows using interest rates of AA rated corporate
bonds that have terms to maturity that approximate to the terms of the related pension liability.

The scheme assets are invested as follows:
2008 2007

At 31 December £000 £000

Equities 43,316 57,716
Debt and fixed income assets 71,670 69,702
Cash 180 158

115,166 127,576

During the prior year under review a series of changes to the scheme’s investment mix were executed by Trustees so as to achieve a
greater degree of protection against interest rate volatility following the scheme’s recent closure. These changes resulted in the majority
of the scheme’s debt and fixed income assets at 31 December 2007 and 2008 now being held through the ownership of equity units in
liability managed credit funds issued by Standard Life Assurance Limited which invest in a broad spread of high quality corporate bonds
with derivatives used in controlled conditions to extend durations in some cases.

The amounts recognised in the Group’s income statement are as follows:
2008 2007

Note £000 £000

Current service cost 200 200
Interest cost 6,135 6,657
Expected return on scheme assets (7,720) (7,711)
Net actuarial gain recognised (433) –
Settlement gain recognised – (4,913)
Effect of deemed irrecoverability of surplus 1,818 1,966

Total included in staff costs 10 – (3,801)

The actual return on scheme assets was a loss of £10,387,000 (2007: positive return of £7,786,000).

The movement in liability recognised in the Group’s balance sheet is as follows:
2008 2007

Note £000 £000

At beginning of year – 3,801
Total expense charged/(credited) in the income statement of the Group 10 – (3,801)
Contributions paid – –

At end of year – –
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30 Employee retirement benefit obligations continued

A reconciliation of the fair value of the scheme assets is as follows:
2008 2007
£000 £000

Opening fair value of scheme assets 127,576 133,660
Expected return on scheme assets 7,720 7,711
Difference between expected and actual return on scheme assets (18,107) 75
Contributions by the employer – –
Settlements with scheme members – (11,687)
Benefits paid (2,023) (2,183)

Closing fair value of scheme assets 115,166 127,576

A reconciliation of the present value of funded obligations of the scheme is as follows:
2008 2007
£000 £000

Benefit obligation at beginning of year 106,793 137,461
Current service cost 200 200
Interest cost 6,135 6,657
Actuarial gains (9,490) (18,742)
Benefits paid from scheme (2,023) (2,183)
Settlements with scheme members – (16,600)

Closing present value of funded obligations 101,615 106,793

A summary of the scheme’s recent experience is shown below:
2008 2007 2006 2005 2004
£000 £000 £000 £000 £000

Experience gains/(losses) on scheme liabilities – 2,783 (3,310) (1,223) 992
Experience gains/(losses) on scheme assets (18,107) 75 6,480 10,764 1,316

Additional memorandum information at the end of the current and previous four accounting periods is presented below:
2008 2007 2006 2005 2004
£000 £000 £000 £000 £000

Present value of funded obligations 101,615 106,793 137,461 137,533 99,229
Fair value of scheme assets (115,166) (127,576) (133,660) (101,409) (65,020)

Present value of unfunded obligations (13,551) (20,783) 3,801 36,124 34,209

Gross liability recognised on balance sheet – – 3,801 16,677 34,718

Assumptions regarding future mortality experience are set based on professional advice, published statistics and actual experience.

The average life expectancy in years of a pensioner retiring at age 60 on the balance sheet date is as follows:
2008 2007
years years

Male member 24.5 24.5
Female member 27.6 27.6

The average life expectancy in years of a pensioner retiring at 60, 15 years after the balance sheet date is as follows:
2008 2007
years years

Male member 25.6 25.6
Female member 28.6 28.6

Other principal actuarial assumptions are as follows:
2008 2007

% %

Discount rate 6.70 5.80
Expected return on scheme assets 6.90 6.09
Inflation assumption 3.00 3.60
Pension increases 3.00 3.60
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30 Employee retirement benefit obligations continued

During the year the Group made no contributions to the defined benefit scheme (2007: £nil). The Group has agreed that further additional
contributions will be made if necessary but none are currently expected to be made in 2009 given the current level of underlying scheme
surplus. 61% of any scheme surplus or deficit calculated is recharged or refunded to Syndicate 33.

The expected return on scheme assets is based on historical data and management’s expectations of long-term future returns.

While management believes that the actuarial assumptions are appropriate, any significant changes to those could affect the balance
sheet and income statement. Whilst an additional one year of life expectancy for all scheme members might be expected to reduce
the present value of unfunded obligations at 31 December 2008 by approximately £3m, the Group considers that the most sensitive
and judgmental assumptions are the discount rate and inflation.

The Group has estimated the sensitivity of the net obligation recognised in the consolidated balance sheet to isolated changes in these
assumptions at 31 December 2008 as follows:

Present value (Increase)
of unfunded Present value /decrease
obligations of unfunded in obligation

before change obligations recognised on
in assumption after change balance sheet

£000 £000 £000

Effect of a change in discount rate
Use of discount rate of 6.45% (13,551) (8,859) –

Effect of an increase in inflation
Use of inflation assumption of 3.25% (13,551) (11,810) –

31 Earnings per share
Basic earnings per share is calculated by dividing the profit attributable to equity holders of the Company by the weighted average
number of shares in issue during the year, excluding ordinary shares purchased by the Group and held in treasury as own shares.

Basic
2008 2007

Profit attributable to the Company’s equity holders (£000) 70,808 191,248
Weighted average number of ordinary shares (thousands) 377,506 395,308
Basic earnings per share (pence per share) 18.8p 48.4p

Diluted
Diluted earnings per share is calculated adjusting for the assumed conversion of all dilutive potential ordinary shares. The Company has
one category of dilutive potential ordinary shares, share options and awards. For the share options, a calculation is made to determine
the number of shares that could have been acquired at fair value (determined as the average annual market share price of the Company’s
shares) based on the monetary value of the subscription rights attached to outstanding share options. The number of shares calculated
as above is compared with the number of shares that would have been issued assuming the exercise of the share options.

2008 2007

Profit attributable to the Company’s equity holders (£000) 70,808 191,248

Weighted average number of ordinary shares in issue (thousands) 377,506 395,308
Adjustments for share options (thousands) 13,351 13,530

Weighted average number of ordinary shares for diluted earnings per share (thousands) 390,857 408,838

Diluted earnings per share (pence per share) 18.1p 46.8p

Diluted earnings per share has been calculated after taking account of 13,003,000 (2007: 13,014,000) options and awards under
employee share option and performance plan schemes and 348,000 (2007: 516,000) options under SAYE schemes.

32 Dividends paid to owners of the Company
2008 2007
£000 £000

Interim dividend for the year ended:
31 December 2008 of 4.25p (net) per share 15,615 –
31 December 2007 of 4.0p (net) per share – 15,868

Final dividend for the year ended:
31 December 2007 of 8.0p (net) per share 31,141 –
31 December 2006 of 7.0p (net) per share – 27,723

46,756 43,591
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32 Dividends paid to owners of the Company continued

A final dividend in respect of 2008 of 8.5p per share, amounting to a total dividend of 12.75p for the year, is to be proposed at the Annual
General Meeting on 3 June 2009. These financial statements do not reflect this final dividend as a distribution or liability in accordance
with IAS 10 Events after the reporting period.

33 Acquisitions
On 30 September 2008, the Group acquired 100% of the issued share capital of Amershill Limited. Cash consideration of £2,000,000
was paid and goodwill of £1,909,000 was recognised. The fair value of the identifiable net assets acquired was £91,000. The effect
on the Group’s income statement would have not been materially different if the acquisition had occurred on 1 January 2008.

On 16 August 2007, the Group acquired 100% of the share capital of ALTOHA Inc. in the USA. The total consideration was £29,052,000
which included contingent consideration of £7,530,000. No goodwill arose on acquisition.

Intangible assets of £5,083,000 were initially recognised in respect of the US State authorisation licences held by ALTOHA Inc.’s
consolidated operations. During 2008, further cash consideration of £1,225,000 was paid in finalisation of their ultimate purchase value.

34 Disposals
The Group disposed of its Hiscox Select A to J Limited subsidiaries on 3 November 2008. The fair value of the net assets were £nil
and a cash payment and loss on disposal of £42,000 was incurred. These entities were all non-trading corporate capital vehicles.

The Group’s wholly owned subsidiary, Hiscox Investment Management Limited was sold on 5 December 2007. This business did not
constitute a discontinued operation as defined by IFRS 5 Non Current Assets Held for Sale and Discontinued Operations due to its
relative insignificance to the Group and the fact that it did not represent a major line of business or operating segment.

35 Contingencies and guarantees
The Group’s subsidiaries are like most other insurers, continuously involved in legal proceedings, claims and litigation in the normal
course of business. The Group does not believe that such actions will have a material effect on its profit or loss and financial condition.

The Group is subject to insurance solvency regulations in all the territories in which it issues insurance contracts. There are no contingencies
associated with the Group’s compliance or lack of compliance with these regulations.

The following guarantees have also been issued:
(a) Hiscox Ltd and Hiscox Insurance Company (Bermuda) Limited have entered into a deed of covenant in respect of a subsidiary, Hiscox
Dedicated Corporate Member Limited, to meet the subsidiaries’ obligations to Lloyd’s. The total guarantee given by these companies
under this deed of covenant (subject to limited exceptions) amounts to £138,831,798 (2007: £118,831,798). The obligations in respect
of this deed of covenant are secured by a fixed and floating charge over certain of the investments and other assets of the Company
in favour of Lloyd’s. Lloyd’s has a right to retain the income on the charged investments in circumstances where it considers there
to be a risk that the covenant might need to be called and may be met in full.

(b) During 2008 Hiscox plc negotiated a new Letter of Credit and revolving credit facility with Lloyds TSB Bank, for a total of £350 million
which may be drawn as cash (under a revolving credit facility) or Letter of Credit or a combination thereof, providing that the cash portion
does not exceed £200 million. In addition, the terms also provide that upon request the facility may be drawn in foreign currency. At 31
December 2008 £137.5 million (2007: £137.5 million on previous facility) was drawn by way of Letter of Credit to support the Funds at Lloyd’s
requirement and a further US$130 million by way of cash (2007: US$182 million on previous facility repaid in full during the current year).

(c) Hiscox Insurance Company Limited has arranged a Letter of Credit of £50,000 (2007: £50,000) with NatWest Bank plc to support
its consortium activities with Lloyd’s.

(d) The managed syndicate is subject to the New Central Fund annual contribution, which is an annual fee calculated on gross premiums
written. This fee was 0.5% for 2008 and 2009. 0.75% was loaned to the central fund for 2007 which was repaid during 2007. No loan exists
for 2008 or 2009. In addition to this fee, the Council of Lloyd’s has the discretion to call a further contribution of up to 3% of capacity
if required.

(e) As Hiscox Insurance Company (Bermuda) Limited is not an admitted insurer or reinsurer in the US, the terms of certain US insurance
and reinsurance contracts require Hiscox to provide Letters of Credit or other terms of collateral to clients. On 1 December 2006, Hiscox
entered into a Letter of Credit Reimbursement and Pledge Agreement with Citibank for the provision of a Letter of Credit facility in favour
of US ceding companies. The agreement was a three year secured facility that allowed Hiscox to request the issuance of up to US$300
million in Letters of Credit. Letters of Credit issued under these facilities are collateralised by pledged cash and cash equivalents of Hiscox
Bermuda. Letters of Credit under this facility totalling approximately US$83 million were issued with an effective date of 31 December 2008
(2007: US$38 million).
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36 Capital and lease commitments
Capital commitments
The Group’s capital expenditure contracted for at the balance sheet date but not yet incurred for property, plant and equipment was
£225,000 (2007: £165,000).

Operating lease commitments
The Group acts as both lessee and lessor in relation to various offices in the UK and overseas which are held under non-cancellable
operating lease agreements. The leases have varying terms, escalation clauses and renewal rights. The Group also has payment
obligations in respect of operating leases for certain items of office equipment. Operating lease rental expenses for the year totalled
£5,499,000 (2007: £4,691,000). Operating lease rental income for the year totalled £468,000 (2007: £468,000).

The aggregate minimum lease payments required by the Group under non-cancellable operating leases, over the expected lease terms,
are as follows:

2008 2007
£000 £000

No later than one year Land and buildings 5,621 4,705
Office equipment 144 141

Later than one year and no later than five years Land and buildings 17,913 14,032
Office equipment 99 199

Later than five years Land and buildings 17,497 19,714

41,274 38,791

The total future aggregate minimum lease rentals receivable by the Group as lessor under non-cancellable operating property leases are
as follows:

2008 2007
£000 £000

No later than one year 468 468
Later than one year and no later than five years 1,521 1,872
Later than five years – 117

1,989 2,457

Obligations under finance leases
It is the Group’s policy to lease certain of its motor vehicles under finance lease arrangements. The leases have a typical term of three
years and are on a fixed repayment basis with a final lump sum component at the end of each agreement should the Group decide to
acquire ownership of the vehicle. Interest rates are fixed at the contract commencement date. The Group’s obligations under leases are
secured by the lessors’ charges over the leased assets.

Finance lease interest expense for the year totalled £35,000 (2007: £54,000).

The finance lease obligations to which the Group is committed include the following minimum lease payments:
2008 2007
£000 £000

Current liabilities due for settlement within one year 246 246
Non-current liabilities due for settlement after one year and no later than five years 223 261

469 507
Less: future finance lease interest charges (30) (50)

439 457

The present value of the minimum lease payments is not materially different to the currently disclosed obligation.
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37 Principal subsidiary companies of Hiscox Ltd at 31 December 2008

Company Nature of business Country

Hiscox plc* Holding company Great Britain
Hiscox Insurance Company Limited General insurance Great Britain
Hiscox Insurance Company (Guernsey) Limited* General insurance Guernsey
Hiscox Inc. Underwriting agent USA (Delaware)
Hiscox Holdings Inc. Insurance holding company USA (Delaware)
ALTOHA Inc. Holding company USA (Delaware)
American Live Stock Inc. Underwriting agent USA (Illinois)
Hiscox Insurance Company Inc. General insurance USA (Illinois)
Hiscox ASM Limited Insurance intermediary Great Britain
Hiscox Insurance Company (Bermuda) Limited* General insurance and reinsurance Bermuda
Hiscox Dedicated Corporate Member Limited Lloyd’s corporate Name Great Britain
Hiscox Select Insurance Fund PLC Insurance holding company Great Britain
Hiscox Select Holdings Limited Insurance holding company Great Britain
Hiscox Holdings Limited** Insurance holding company Great Britain
Hiscox Insurance Holdings Limited Insurance holding company Great Britain
Hiscox Assurances Services SARL Underwriting agent France
Hiscox International Holdings B.V. Insurance holding company Netherlands
Hiscox Syndicates Limited Lloyd’s managing agent Great Britain
Hiscox Underwriting Ltd Underwriting agent Great Britain
Hiscox AG Underwriting agent Germany
Hiscox Overseas Holdings B.V.* Holding company Netherlands
Hiscox bv Underwriting agent Netherlands
Hiscox Connect Limited Online intermediary Great Britain
Hiscox Underwriting Group Services Limited Service company Great Britain
Hiscox NV Underwriting agent Belgium
Hiscox Trustees Limited† Corporate trustee Great Britain
Hiscox Pension Trustees Limited Pension trustee Great Britain
Hiscox Qualifying Employees Share Ownership Trustees Limited Share scheme trustee Great Britain
Amershill Limited Underwriting agent Great Britain

*Held directly.
**Hiscox Holdings Limited held 54,560 shares in Hiscox Ltd (2007: 54,560) at 31 December 2008.
†Hiscox Trustees Limited is the trustee of the Hiscox Employee Share Ownership Plan (ESOP). The ESOP owned 132,399 shares in Hiscox Ltd (2007: 132,399) at 31 December 2008. The shares have been purchased by the ESOP for future use in
employee share option schemes and are held as own shares. None of these shares are currently under option to employees, nor have any been conditionally gifted to them.

All companies are wholly owned. The proportion of voting rights of subsidiaries held is the same as the proportion of equity shares held.

38 Related-party transactions
Details of the remuneration of the Group’s key personnel are shown in the Directors’ remuneration report on pages 35 to 42. A number
of the Group’s key personnel hold insurance contracts with the Group, all of which are on normal commercial terms and are not material
in nature.

The following transactions were conducted with related parties during the year.

(a) Syndicate 33 at Lloyd’s
Hiscox Syndicates Limited, a wholly owned subsidiary of the Company, received management fees and profit commissions for providing
a range of management services to Syndicate 33 in which Hiscox Dedicated Corporate Member Limited, and in the prior year the
corporate member subsidiaries of Hiscox Select Insurance Fund PLC also participated.

2008 2007
£000 £000

Value of services provided by Hiscox Syndicates Limited to Syndicate 33 55,947 41,466

Amounts receivable from Syndicate 33 at 31 December excluding profit commission accrued 745 1,402
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38 Related-party transactions continued

(b) Transactions with associates
Certain companies within the Group conduct insurance and other business with associates. These transactions arise in the normal
course of obtaining insurance business through brokerages, and are based on arm’s length arrangements.

Total Total
2008 2007
£000 £000

Gross premium income achieved through associates 20,443 7,290

Commission expense charged by associates 4,974 1,342

Amounts payable to associates at 31 December – 120

Amounts receivable from associates at 31 December 128 47

Details of the Group’s associates are given in note 17.

(c) Internal reinsurance arrangements
During the current and prior year, there were reinsurance arrangements between Hiscox Dedicated Corporate Member Limited, Hiscox
Insurance Company Limited, Hiscox Insurance Company (Guernsey) Limited and Hiscox Insurance Company (Bermuda) Limited.

The related results of these transactions have been eliminated on consolidation.
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Five year summary

2008 2007 2006 2005 2004
£000 £000 £000 £000 £000

Results
Gross premiums written 1,147,364 1,198,949 1,126,164 861,174 816,609
Net premiums written 930,464 974,910 975,397 681,236 704,085
Net premiums earned 953,020 965,190 888,828 693,299 714,852
Profit before tax 105,180 237,199 201,062 70,221 89,522
Profit for the year after tax 70,808 191,248 163,846 48,630 63,948

Assets employed
Intangible assets 48,557 40,452 33,212 33,099 29,989
Financial assets carried at fair value 2,081,772 1,747,827 1,241,910 1,237,778 980,731
Cash and cash equivalents 440,622 302,742 502,871 413,759 119,563
Insurance liabilities and reinsurance assets (1,789,696) (1,433,799) (1,291,329) (1,216,624) (1,008,032)
Other net assets 169,771 167,082 195,421 110,001 246,575

Net assets 951,026 824,304 682,085 578,013 368,826

Net asset value per share (p) 258.1 209.5 173.2 147.7 125.7

Key statistics
Basic earnings per share (p) 18.8 48.4 41.7 15.6 21.3
Diluted earnings per share (p) 18.1 46.8 40.5 15.1 21.0
Combined ratio (%) 76.1 84.4 89.1 96.0 92.6
Return on equity (%) 9.2 28.8 28.9 12.8 20.6

Dividends per share (p) 12.75 12.00 10.00 7.00 5.00

Share price – high* (p) 361.00 304.50 280.25 234.50 180.50
Share price – low* (p) 194.75 246.75 193.75 152.25 143.50

*Closing mid market prices.


