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The Underwriter Insurance Company Limited

Annual report and financial statements
for the year ended 31 December 2015

Strategic Report
The directors present their strategic report for the year ended 31 December 2015.

Review of the business

The company’s principal activities during the year were to continue to operate broadly in line with the
assumptions and projections contained in its Scheme of Operations (“So0O”) approved by the directors
and filed with the Prudential Regulation Authority (PRA).

In its revision of the SoO, the company has adopted future interest rates based on estimated
conservative rates. Operational expenses were revised to reflect the current best forecast for the cost
of administering the run-off, which is projected to last until 2024 for the majority of its claims.

The directors are of the view there are no environmental matters, nor social and community issues on
which to report. The company has no employees other than its directors and with effect from 1
January 2010, management services have instead been provided by a related company, Vibe Services
Management Limited (“VSML”).

The key financial and other performance indicators during the year were as follows:

2015 2014 Change

£000 £°000 %

Net claims paid 2,576 202 1175%
Technical account for general business 1,310 885 48%
Investment return 1,260 922 37%
Profit after tax 2,018 3,454 -42%
Shareholders’ funds 8,680 13,562 -36%
Net Technical provisions 9,285 13,897 -33%
Number of outstanding claims 482 475 2%

The technical account result for general business increased by 48% during the year as a result of a
decrease in net claims incurred, offset by IBNR releases following the external actuarial review.

Investment return increased by 37% due to the additional interest received on the escrow funds in
respect of the proceeds of group relief, offset by unrealised losses on investments of £220k compared
to unrealised gains of £104k in 2014,

Profit after tax decreased by 42% largely due to the TUIC share of the proceeds of the sale of tax
losses received in 2014.

Shareholders’ funds decreased by 36%, this is due to the dividend payment of £6.9m, offset by the
increase in retained earnings of £2.0m.
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Strategic Report (continued)

Review of the business (continued)

Net Technical provisions decreased by 33% due to the settlement of claims during the year and the
release of surplus IBNR. Future claims emergence will likely deviate, perhaps materially, from the
estimates made. There is inherent uncertainty in any estimate of claims reserves, especially as the
reserves relate predominantly to liability claims. Estimates for future claims are subject to the
outcome of events yet to incur, for example the likelihood of claimants bringing suit, the size of court
awards, changes in the standards of liability and the attitudes of claimants towards the settlement of
their claims. Adding to this uncertainty is the collectability of future reinsurance recoveries, the future
direction of investment rates and the level of operational expenses.

The number of outstanding claims has increased on the Employer’s liability account from 402 to 425.
The Employers Liability Tracing Office was established in 2010 and the number of new, small
employer’s liability claims had increased since its formation until recently.

Principal risks and uncertainties

The principal risks and uncertainties facing the company are broadly grouped as: insurance,
regulatory, financial and liquidity risk.

The risk management objectives and policies are driven by the need to protect the company’s
regulatory capital position, to meet obligations to policyholders when they fall due and to have the
financial strength for the business.

Insurance risk

The Company issued insurance contracts that effect the transfer of risk from the insured to the
Company. The Underwriter Insurance Company Limited (TUIC) wrote primary or excess direct
business in the London market. It specialised in liability classes of business, notably employers’
liability, general liability, professional liability and contractors all risk. Small amounts of financial
institutions, accident and health, property, goods in transit and a very small amount of motor and
contingency business were also written. The Company is exposed to uncertainty surrounding the
timing, frequency and severity of claims under the contracts.

The Company uses several methods to assess and monitor reserve risk exposures. These include
scenario analysis and stress testing. The final outcome of Employers Liability claims following the
establishment of the Employers Liability Tracing Office remains a risk because new claims continue
to be notified.

Regulatory risk

The company is subject to regulation by the Prudential Regulation Authority (“PRA”) and the
Financial Conduct Authority (“FCA”). Their rules stipulate that sufficient margins of regulatory
solvency be maintained and that customers are treated fairly. The company has procedures in place to
ensure that these requirements are met with the ultimate aim of significantly exceeding them.
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Strategic Report (continued)
Principal risks and uncertainties (continued)
Financial risk

The Company is exposed to financial risk through its financial assets. In particular, the key financial
risk is that the proceeds from its financial assets are not sufficient to fund the obligations arising from
its insurance contracts. The important components of financial risk to the Company are interest rate
risk, exchange rate risk and credit risk. The Company does not hold derivatives.

The Company’s approach to risk management seeks to identify risks facing the Company, assess their
potential impact, manage risk through mitigation (where appropriate), and report any failures to the
Board.

Liquidity Risk

Liquidity risk is the risk that the Company will encounter difficulty in meeting the obligations
associated with its financial liabilities that are settled by delivering cash. The Company’s approach to
managing liability is to ensure, as far as possible, that it will always have sufficient liquidity to meet
its liabilities when due, under normal and stressed conditions, without incurring unacceptable losses
or risking damage to the Company’s reputation.

By order of the board

R Katzenberg
Director

24 March 2016
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Directors' Report

The directors present their report and financial statements of The Underwriter Insurance Company
Limited (“The company”) covering the year ended 31 December 2015.

The company wrote non-life insurance business from 1 October 1999, when regulatory approval was
granted to act as a UK authorised insurer, to 11 July 2003 when it ceased effecting contracts of
insurance. Operating from its head office in London and underwriting offices in Glasgow and Leeds,
the company underwrote principally liability insurance risks through insurance intermediaries,
predominantly for commercial operations.

Since July 2003, the company has operated on the basis that the run-off will be solvent. At the present
time and based on information currently available, the directors remain of the view that the run-off
will be solvent and as such anticipate the company will continue to meet in full all valid claims.

The directors commissioned external actuaries, Dynamo Analytics, to undertake an independent
projection of future outstanding claims reserves (including IBNR) as at 31st December 2015.

On 20 July 2006, The Underwriter Insurance Company Limited (TUIC) was sold to Ship (2006)
Limited. TUIC surrendered its tax losses up to £71 million to Ship (2006) Limited for an incentive
payment of £0.13 in the £ In exchange for facilitating the transaction, the former parent, the
Underwriter Group Limited (“TUG”) was to receive £0.104 in the £ of any proceeds.

HMRC disputed the group loss relief claims by the ultimate shareholders, and the ultimate
shareholders appealed to have the decision reviewed by a Tax Tribunal. During 2014, HMRC agreed
that the ultimate shareholder and TUIC could follow another similar case, Bupa Insurance and
Moneta. The judgement in that case, issued on 16th June 2014, was in favour of Bupa. HMRC have
notified that they will not appeal the judgement and TUIC was due to receive a payment of £1.8m
which was recognised in the 2014 financial statements.

The proceeds from the sale of group relief had been held in escrow and in 2015 the escrow monies
were released by the escrow agent on the instructions of all the consortium members except for one
company that had been liquidated. The escrow agent released the funds in respect of the liquidated
company on the receipt of a deed of indemnity from TUIC. Consequently a contingent liability exists
that TUIC will have to refund £353,301 to the escrow agent.

During 2015, following legal and tax advice for the former parent, TUG, the interest earned on the
escrow proceeds previously paid to TUG of £988k was transferred to TUIC because TUG was only
entitled to receive the £0.104 in the £ of any proceeds and not a share of the interest.

Results and dividends

The result for the year is a profit of £2,018k as set out in the profit and loss account on pages 11 and
12 (2014: £3,454k). Dividends of £6,900k were paid in respect of the year ended 31 December 2015
(2014: £Nil). There have been no commutations in 2015 (2014: Nil).
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Directors' Report (continued)

Results and dividends (continued)

On 8" January 2015, the Company’s share capital was restructured. The share capital of the company
was reduced from £76,200,000, divided into 76,200,000 ordinary shares of £1 each (which have been
issued and are fully paid up) to £5,000,000 divided into 5,000,000 shares of £1 each (which have been
issued and fully paid up), by cancelling the share capital paid up on 71,200,000 ordinary shares of £1
each in the company that has been lost or is unrepresented by available assets (the Capital Reduction).
The amount of the cancelled share capital was classed as distributable and credited directly to retained
earnings.

Going Concern

The company’s business activities, together with the factors likely to affect its future development, its
financial position, financial risk management objectives, details of its financial instruments and its
exposure to insurance, financial and liquidity risk are described in the Strategic Report.

The company has considerable financial resources and the directors believe that there are adequate
resources to continue in operational existence for the foreseeable future. Accordingly, they continue
to adopt the going concern bases in preparing the annual report and accounts.

Employees
The Company has no employees other than its directors.

Charitable and political donations
No charitable or political donations were made during the year (2014: £Nil).

Statement of disclosure of information to the auditors

So far as each person who was a director at the date approving this report is aware, there is no
relevant audit information, being information needed by the auditor in connection with preparing its
report, of which the auditor is unaware.

Having made enquiries with fellow directors and the auditor, each director has taken all steps that
they are obliged to take as a director in order to make themselves aware of any relevant audit
information and to establish that the auditor is aware of that information.

Re-appointment of auditors
In accordance with s485 of the Companies Act 2006, a resolution will be proposed at the Annual
General Meeting for the re-appointment of Ernst & Young LLP as the auditor of the company.

By order of the board

Uity

R Katzenberg
Director
24 March 2016
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Statement of Directors' Responsibilities

The directors are responsible for preparing the annual report and the financial statements in
accordance with applicable law and regulations.

Company law requires the directors to prepare financial statements for each financial year. Under that
law the directors have elected to prepare financial statements in accordance with United Kingdom
Generally Accepted Accounting Practice (United Kingdom Accounting Standards and applicable
law). The financial statements are required by law to give a true and fair view of the state of affairs of
the company and of the profit or loss of the company for that year. In preparing these financial
statements, the directors are required to:

e select suitable accounting policies and then apply them consistently;

e make judgments and estimates that are reasonable and prudent;
state whether applicable UK Accounting Standards have been followed, subject to any
material departures disclosed and explained within the financial statements;

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

The directors are responsible for keeping proper accounting records that disclose with reasonable
accuracy at any time the financial position of the group and company and enable them to ensure that
the financial statements comply with the Companies Act 2006. They are also responsible for
safeguarding the assets of the group and hence for taking reasonable steps for the prevention and
detection of fraud and other irregularities.

By order of the board

= e
P Box

Secretary
24 March 2016
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Independent Auditor’s Report to the Shareholders of The Underwriter
Insurance Company Limited

We have audited the financial statements of The Underwriter Insurance Company Limited for the year
ended 31 December 2015 which comprise the Income Statement, the Statement of changes in Equity,
the Statement of Financial Position, and the related note® 1 to 18. The financial reporting framework
that has been applied in their preparation is applicable law and United Kingdom Accounting
Standards (United Kingdom Generally Accepted Accounting Practice).

This report is made solely to the company’s members, as a body, in accordance with Chapter 3 of Part
16 of the Companies Act 2006. Our audit work has been undertaken so that we might state to the
company’s members those matters we are required to state to them in an auditor’s report and for no
other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other than the company and the company’s members as a body, for our audit work, for this
report, or for the opinions we have formed.

Respective responsibilities of directors and auditor

As explained more fully in the Directors’ Responsibilities Statement set out on page 8, the directors
are responsible for the preparation of the financial statements and for being satisfied that they give a
true and fair view. Our responsibility is to audit and express an opinion on the financial statements in
accordance with applicable law and International Standards on Auditing (UK and Ireland). Those
standards require us to comply with the Auditing Practices Board’s Ethical Standards for Auditors.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements
sufficient to give reasonable assurance that the financial statements are free from material
misstatement, whether caused by fraud or error. This includes an assessment of: whether the
accounting policies are appropriate to the company’s circumstances and have been consistently
applied and adequately disclosed; the reasonableness of significant accounting estimates made by the
directors; and the overall presentation of the financial statements. In addition, we read all the financial
and non-financial information in the Report and Financial Statements to identify material
inconsistencies with the audited financial statements and to identify any information that is apparently
materially incorrect based on, or materially inconsistent with, the knowledge acquired by us in the
course of performing the audit. If we become aware of any apparent material misstatements or
inconsistencies we consider the implications for our report.

Opinion on financial statements

In our opinion the financial statements:

e give a true and fair view of the state of the company’s affairs as at 31 December 2015 and of
its profit for the year then ended;

e have been properly prepared in accordance with United Kingdom Generally Accepted
Accounting Practice, ; and

e have been prepared in accordance with the requirements of the Companies Act 2006.
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Independent Auditors’ Report to the Shareholders of The Underwriter
Insurance Company Limited (continued)

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given in the Strategic Report and the Directors’ Report for the financial
year for which the financial statements are prepared is consistent with the financial statements.

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires
us to report to you if, in our opinion:

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

e the financial statements are not in agreement with the accounting records and returns; or
e  certain disclosures of directors’ remuneration specified by law are not made; or

e we have not received all the information and explanations we require for our audit.

v v")‘_j s

L

Ed Jervis (Senior statutory auditor)
for and on behalf of Ernst & Young LLP, Statutory Auditor
London

3| March 2016

10
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Income statement

for the year ended 31 December 2015

Technical account — general
business

Gross premiums written
Outward reinsurance premiums

Earned premiums, net of reinsurance
Claims paid
“Gross amount
Reinsurers’ share
Net of reinsurance
Change in the provision for claims
Gross amount
Reinsurers’ share

Net of reinsurance

Claims incurred, net of reinsurance

Net operating expenses

Balance on technical account - general

business

Notes

2(a)
2(b)

2(b)

2(b)

2(b) & 4

11

2015
£000

7,529

11,976

2015
£000

2014
£000

1,824

2014
£000
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Income statement
for the year ended 31 December 2015

2015 2014
Non-technical account — general business Notes £:000 £7000
Balance on technical account — general business 1,310 885
Investment income 3 1,585 939
Unrealised (losses)/gains on investments 3 (220) 104
Investment expenses and charges 3 105) (121)
Realised (losses)/gains on exchange (63) -
Unrealised (losses)/gains on exchange an 45
Profit on ordinary activities before tax 2,496 1,852
Tax on profit on ordinary activities 7 478) 1,602
Profit for the financial year attributable to members of the 2,018 3,454
company

The notes on pages 16 to 38 form part of these financial statements.

All amounts are derived from discontinued operations. As described in Note 1, the company ceased to
effect new contracts of insurance from 11 July 2003.

There is no Statement of comprehensive income as the company has no recognised gains or losses
other than the loss for the period.

12
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Statement of changes in equity
for the year ended 31 December 2015

2015
Called up Profit and Total
Share loss account
Capital
At 1 January 2015 76,200 (62,638) 13,562
Total comprehensive income for the year 2,018 2,018
Dividends paid (6,900) (6,900)
Share capital restructure (71,200) 71,200 -
At 31 December 2015 5,000 3,680 8,680
2014
Called up Profit and Total
Share  loss account ‘
Capital
At 1 January 2014 76,200 (66,092) 10,108
Total comprehensive income for the year 3,454 3,454
Dividends paid - -
Share capital restructure - - -
At 31 December 2014 76,200 (62,638) 13,562

The notes on pages 16 to 38 form part of these financial statements.

13
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Statement of financial position
as at 31 December 2015

Notes
Assets
Investments
Other financial investments 8
Reinsurers’ share of technical provisions
Claims outstanding 11

Debtors
Debtors arising out of reinsurance operations
Other debtors

Other assets
Cash at bank and in hand

Prepayments and accrued income
Accrued interest
Prepaid operational expenses

Total assets

The notes on pages 16 to 38 form part of these financial statements.

14

2015
£000

19,822

8,581

908

2014
£000

28,132

15,985



The Underwriter Insurance Company Limited

Annual report and financial statements
for the year ended 31 December 2015

Statement of financial position
as at 31 December 2015

2015 2014
Notes £°000 £000
Liabilities
Capital and reserves
Called up share capital 9 5,000 76,200
Profit and loss account : 3,680 (62,638)
Shareholders’ funds attributable to equity interests 8,680 13,562
Technical provisions
Provision for claims outstanding 11 17,866 29,882
Creditors
Creditors arising out of direct insurance operations - 125
Creditors arising out of reinsurance operations 13 2,029 3,826
Other creditors 13 579 401
2,608 4,352
Accruals and deferred income
Accrued expenditure 187 214
Total liabilities 29,341 48,010

The notes on pages 16 to 38 form part of these financial statements.

These financial statements were approved by the Board of Directors on 24 March 2016 and were
signed on its behalf by:

g¥

R Katzenberg
Director

15
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Notes to the Financial Statements
1 Accounting policies

1.1 Statement of compliance

The Underwriter Insurance Company Limited is a limited liability company incorporated
in England. The Registered Office is 5 floor, 90 Fenchurch Street, London EC3M 4ST.
The financial statements cover those of the individual entity and are prepared as at 31
December 2015 and for the year ended 31 December 2015.

The financial statements have been prepared in compliance with FRS 102 and FRS 103,
being applicable UK GAAP accounting standards, and in accordance with the provisions
of Schedule 3 of the Large and Medium-sized Companies and Groups (Accounts and
Reports) Regulations relating to insurance companies.

The financial statements are prepared under the historical cost convention except
certain financial instruments which are measured at fair value.

The company transitioned from previously extant UK GAAP to FRS 102 and FRS 103
as at 1 January 2015. The transition to FRS 102 and FRS 103 has not affected the
reported financial position or financial performance.

1.2 Basis of preparation

The financial statements for the year ended 31 December 2015 were approved for issue by the
Board of Directors on 24 March 2016.

The financial statements are prepared in sterling which is the presentation and functional
currency of the company and rounded to the nearest £’000.

As permitted by FRS 103 the Company continues to apply the existing accounting policies
that were applied prior to this standard, for its insurance contracts and investment contracts
with a discretionary participation feature (DPF).

Cash flow statement

The Company is ultimately owned by Ship (2006) Limited and is included in the consolidated
financial statements of Ship (2006) Limited, which are publicly available. Consequently, the
company has taken advantage of the exemption from preparing a cash flow statement under
the terms of FRS 1 ‘Cash flow statements (revised 1996)°.

1.3 Judgements and key sources of estimation uncertainty

The preparation of the financial statements requires management to make judgements,
estimates and assumptions that affect the amounts reported for assets and liabilities as at the
balance sheet date and the amounts reported for revenues and expenses during the year.
However, the nature of estimation means that actual outcomes could differ from those
estimates. The following are the company’s key sources of estimation uncertainty:

16
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Notes to the Financial Statements (continued)

1

Accounting policies (continued)
1.3 Judgements and key sources of estimation uncertainty (continued)

Insurance contract technical provisions

For insurance contracts, estimates have to be made both for the expected ultimate cost of
claims reported at the reporting date and for the expected ultimate cost of claims incurred, but
not yet reported, at the reporting date (IBNR). It can take a significant period of time before
the ultimate claims cost can be established with certainty and for some type of policies, IBNR
claims form the majority of the liability in the statement of financial position.

The ultimate cost of outstanding claims is estimated by using a range of standard actuarial
claims projection techniques, such as Chain Ladder and Bornheutter-Ferguson methods.

The main assumption underlying these techniques is that past claims development experience
can be used to project future claims development and hence ultimate claims costs. As such,
these methods extrapolate the development of paid and incurred losses, average costs per °
claim and claim numbers based on the observed development of earlier years and expected
loss ratios. Historical claims development is mainly analysed by accident years, but can also
be further analysed by geographical area, as well as by significant business lines and claim
types. Large claims are usually separately addressed, either by being reserved at the face
value of loss adjuster estimates or separately projected in order to reflect their future
development. In most cases, no explicit assumptions are made regarding future rates of claims
inflation or loss ratios. Instead, the assumptions used are those implicit in the historical claims
development data on which the projections are based. Additional qualitative judgement is
used to assess the extent to which past trends may not apply in future, (e.g. to reflect one-off
occurrences, changes in external or market factors such as public attitudes to claiming,
economic conditions, levels of claims inflation, judicial decisions and legislation, as well as
internal factors such as portfolio mix, policy features and claims handling procedures) in
order to arrive at the estimated ultimate cost of claims that present the likely outcome from
the range of possible outcomes, taking account of all the uncertainties involved.

Further details are given in note 14.

Taxation

The company establishes provisions based on reasonable estimates, for possible consequences
of audits by the tax authorities of the respective countries in which it operates. The amount of
such provisions is based on various factors, such as experience with previous tax audits and
differing interpretations of tax regulations by the tax authority.

Management estimation is required to determine the amount of deferred tax assets that can be
recognised, based upon likely timing and level of future taxable profits together with an

assessment of the effect of future tax planning strategies.

Further details are contained in Note 7.

17
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Notes to the Financial Statements (continued)

1

Accounting policies (continued)
1.4 Significant accounting policies

Financial investments

The company has elected to use the recognition and measurement provisions of IAS 39 for
financial investments instead of the recognition and measurement provisions of IFRS 9 or
Sections 11 and 12 of FRS 102.

The company classifies its financial investments as either financial assets at fair value through
profit or loss, loans and receivables or available for sale. The company determines the
classification of its financial assets at initial recognition. Financial assets are initially
recognised at fair value plus, in the case of instruments not at fair value through profit or loss,
directly attributable transaction costs.

The classification depends on the purpose for which the investments were acquired or
originated. In general, financial assets are classified as fair value through profit or loss as the
company’s documented investment strategy is to manage financial investments acquired on
fair value basis. The available for sale category is used only in cases when the investments are
passively managed and the Company held none of these at year end 2015 or 2014.

All regular way purchases and sales of financial assets are recognised on the trade date i.e.,
the date the company commits to purchase or sell the asset. Regular way purchases or sales of
financial assets require delivery of assets within the time frame generally established by
regulation or convention in the market place.

Financial assets at fair value through profit or loss has two sub categories namely
financial assets held for trading and those designated at fair value through profit or loss at
inception. All of the company’s assets are held for trading. These investments are initially
recorded at fair value. Subsequent to initial recognition, these investments are re-measured at
fair value at each reporting date. Fair value adjustments and realised gains and losses are
recognised in the income statement.

Cash and cash equivalents

Cash and cash equivalents in the balance sheet comprise cash at banks and in hand and short
term deposits with an original maturity date of three months or less. For the purpose of the
cash flow statement, cash and cash equivalents consist of cash and cash equivalents as
defined above, net of outstanding bank overdrafts.

Fair value of financial assets
The company uses the following hierarchy for determining the fair value of financial
instruments by valuation technique:
e Level 1: quoted (unadjusted) prices in active markets for identical assets or liabilities.
e Level 2: other techniques for which all inputs which have a significant effect on the
recorded fair value are observable, either directly or indirectly.
e Level 3: techniques which use inputs which have a significant effect on the recorded
fair value that are not based on observable market data.

18
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Notes to the Financial Statements (continued)

1

Accounting policies (continued)
1.4 Significant accounting policies
Financial investments (continued)

Investment return

Dividends are recognised when the investments to which they relate are declared ‘ex-
dividend’. Interest income is recognised on a time proportionate basis taking into account
effective interest yield.

Unrealised and realised gains and losses on financial investments are recognised based on the
appropriate classification of financial investments and are covered in detail under the
accounting policy for financial investments.

Investment return has been wholly attributed to the non-technical account.

Insurance contracts

Production classification

Insurance contracts are those contracts when the company has accepted significant insurance
risk from another party (the policyholder) by agreeing to compensate the policyholder if a
specified uncertain future event (the insured event) adversely affects the policyholders. As a
general guideline, the company determines whether it has significant insurance risk, by
comparing benefits paid with benefits payable if the insured event did not occur. Insurance
contracts can also transfer financial risk.

Once a contract has been classified as an insurance contract, it remains an insurance contract
for the remainder of its lifetime, even if the insurance risk reduces significantly during this
period, unless all rights and obligations are extinguished or expire.

Gross Premiums

Gross written premiums comprise the total premiums receivable for the whole period of cover
provided by the contracts entered into prior to the cessation of underwriting on 11 July 2003,
regardless of whether these are wholly due for payment in the reporting period, together with
any adjustments arising in the reporting period to such premiums receivable in respect of
business written in prior reporting periods. Additional or return premiums are treated as a
remeasurement of the initial premium. Gross written premiums are stated gross of
commission.

Under some policies, written premiums are adjusted retrospectively in the light of claims
experience or where the risk covered cannot be assessed accurately at the commencement of
cover. Where written premiums are subject to an increase retrospectively, recognition of any
potential increase is deferred until the additional amount can be ascertained with reasonable
certainty. Where written premiums are subject to a reduction, a remeasurement taking account
of such a reduction is made as soon as there is an obligation to the policyholder.

Reinsurance Premiums

Gross reinsurance premiums written comprise the total premiums payable for the whole cover
provided by contracts entered into the period, including portfolio premiums payable, and are
recognised on the date on which the policy incepts. Premiums include any adjustments arising
in the accounting period in respect of reinsurance contracts incepting in prior accounting
periods.

19
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Notes to the Financial Statements (continued)

1

Accounting policies (continued)
1.4 Significant accounting policies (continued)

Reinsurance Premiums (continued)

Under some policies, reinsurance premiums payable are adjusted retrospectively in the light
of claims experience or where the risk covered cannot be assessed accurately at the
commencement of cover. Where written premiums are subject to an increase retrospectively,
recognition of any potential increase is recognised as soon as there is an obligation to the
policyholder.

Fees and Commission Income

Insurance policyholders are charged for policy administration services, investment
management services, surrenders and other contract fees. These fees are recognised as
revenue over the period in which the related services are performed. If the fees are for
services provided in future periods, then they are deferred and recognised over those future
periods.

Claims

Claims include all claims occurring during the year, whether reported or not, related internal
and external claims handling costs that are directly related to the processing and settlement of
claims, a reduction for the value of salvage and other recoveries, and any adjustments to
claims outstanding from previous years.

Reinsurance claims are recognised when the related gross insurance claim is recognised
according to the terms of the relevant contract.

Technical provisions
Technical provisions comprise claims outstanding, provisions for unearned premiums,
provisions for unexpired risk and equalisation provisions.

Claims outstanding

The outstanding claims provision is based on the estimated ultimate cost of all claims
incurred but not settled at the reporting date, whether reported or not, together with related
claims handling costs and reduction for the expected value of salvage and other recoveries.
Delays can be experienced in the notification and settlement of certain types of claims,
therefore, the ultimate cost of these cannot be known with certainty at the reporting date. The
liability is calculated at the reporting date using a range of standard actuarial claim projection
techniques, based on empirical data and current assumptions that may include a margin for
adverse deviation. The liability is not discounted for the time value of money.
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Accounting policies (continued)
1.4 Significant accounting policies (continued)

Reinsurance assets

The company ceded insurance risk in the normal course of business. Reinsurance assets
represent balances due from reinsurance companies. Amounts recoverable from reinsurers are
estimated in a manner consistent with the outstanding claims provision or settled claims
associated with the reinsurer’s policies and are in accordance with the related reinsurance
contract.

Reinsurance assets are reviewed for impairment at each reporting date, or more frequently,
when an indication of impairment arises during the reporting year. Impairment occurs when
there is objective evidence as a result of an event that occurred after initial recognition of the
reinsurance asset that the company may not receive all outstanding amounts due under the
terms of the contract and the event has a reliably measurable impact on the amounts that the
Group will receive from the reinsurer. The impairment loss is recorded in the statement of
profit or loss.

Ceded reinsurance arrangements do not relieve the company from its obligations to
policyholders.

Provisions

Provisions are recognised when the company has a present obligation (legal or constructive)
as a result of a past event, and it is probable that an outflow of resources embodying
economic benefits will be required to settle the obligation and a reliable estimate can be made
of the amount of the obligation.

The run-off provision has been established which consists of all estimated costs incurred in
the administration of the run-off less projected investment returns.

Foreign currencies
The company’s functional currency and presentational currency is Sterling.

Transactions denominated in currencies other than the functional currency are initially
recorded in the functional currency at the exchange rate ruling at the date of the transactions.
Monetary assets and liabilities denominated in foreign currencies are retranslated into the
functional currency at the exchange rate ruling on the reporting date. Non-monetary items
denominated in a foreign currency, measured at fair value are translated into the functional
currency using the exchange rate ruling at the date when the fair value was determined.

Exchange differences are recorded in the non-technical account.
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Accounting policies (continued)
1.4 Significant accounting policies (continued)

Taxation

Current tax

Current tax liabilities are measured at the amount expected to be recovered from or paid to the
taxation authorities. The tax rates and tax laws used to compute the amount are those that are
enacted or substantively enacted by the reporting date.

Current income tax relating to items recognised directly in equity is recognised in equity and
not in the profit and loss account.

Deferred tax

Deferred tax is recognised in respect of all timing differences, which are differences between
taxable profits and total comprehensive income that arise from the inclusion of income and
expenses in tax assessments in periods different from those in which they are recognised in
the financial statements.

Deferred tax is measured on an undiscounted basis at the tax rates that are expected to apply
in the periods in which timing differences reverse, based on tax rates and laws enacted or
substantively enacted at the balance sheet date. Deferred tax is recognised only to the extent
that it is more likely than not, that future taxable profits will be available against which the
asset can be utilised.

Dividends

Dividends on ordinary shares are recognised as a liability and deducted from equity when
they are approved by the shareholders. Interim dividends are deducted from equity when they
are paid.

22



The Underwriter Insurance Company Limited

Annual report and financial statements
for the year ended 31 December 2015

Notes to the Financial Statements (continued)

2 Analysis by class of business
a) The underwriting result is analysed as follows:
2015 Gross Gross
Gross . .
. claims Operating
Premium .
incurred Expenses
General £°000 £000 £2000
business
Liability - 1,860 (660)
Property - 11 20)
Total - 1,871 (680)
2014 Gross Gross Gross
Premium claims  Operating
incurred Expenses
General £°000 £°000 £000
business
Liability 8 (1,912) asn
Property 4 42 @)
Total 12 . (1,870) (161)

Reinsurance Total
Balance

£°000 £°000

132 1,332

13) 22)

119 1,310

Reinsurance Total
Balance

£000 £°000

2,902 841

2 44

2,904 885

Net
Technical
Provisions

£000

Net
Technical

Provisions
£000

Gross operating expenses are the same as net operating expenses shown in the profit and loss
account, as no commissions in respect of outward reinsurance were received and set off in
arriving at the net operating expenses for the year.
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2 Analysis by class of business (continued)

b) Geographical analysis

2015

Risks located in
the UK

Risks located in
Europe

Risks located
elsewhere

2014

Risks located in the
UK

Risks located in
Europe

Risks located
elsewhere

3 Investment return

Gross
written
premiums
£°000

Gross
written
premiums
£000

10

Outward
reinsurance
premiums
£000

Outward
reinsurance
premiums
£°000

(M

Income from other financial investments
Net gains on realisation of investments

Total investment income

Net unrealised (losses) / gains on investments
Investment expenses and charges

Total investment return

24

Net Net
earned Incurred
premiums claims
£°000 £°000
- 3,713
- (222)
- (1,501)
- 1,990
Net Net
earned Incurred
premiums claims
£000 £°000
10 (341)
) 20
2 1,362
5 1,041

2015

£000

1,411

174

1,585

(220)

(105)

1,260

Gross
Operating
expenses
£°000

616

19

Gross
Operating
expenses
£000
(69)
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4 Net operating expenses
' 2015 2014
£000 ' £°000
Administrative expenses 680 161
2015 2014
Included in administrative expenses are: £000 £000
Staff costs 106 87
Run-off costs (including salaries & wages) 400 469
Professional costs 84 (484)
Other costs 90 89

Operating expenses have increased significantly during the period to £680k (2014: £161k)
due to the release of £550k from a provision for costs of £650k in the prior period in
connection with the HMRC tax case during 2014.

5 Staff costs and directors’ remuneration
(a) Staff costs
Apart from 5 directors whose emoluments are disclosed in note 5(b), all services are provided
by the Vibe Services Management Limited (VSML) and the costs recharged for salaries and
wages were £342k (2014: £313k).

(b) Directors’emoluments

2015 2014
£000 £000
Aggregate remuneration in respect of qualifying services 270 70

The amounts set out above include remuneration of the highest paid director as follows:

2015 2014
£°000 £°000
Remuneration 115 15

There are no contributions to pension schemes, no share options and no long term incentive

plans.
6 Auditors’ remuneration
2015 2014
£°000 £°000
Audit of the financial statements 36 34
Other services pursuant to regulations - 6
36 40

Auditors’ remuneration is included as part of the administrative expenses in note 4 to the
financial statements
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7 Taxation

(a) Tax on profit on ordinary activities
The tax charge is made up as follows:

2015 2014
Current taxation: £000 £000
UK corporation tax at 20.25% (2014: 21.5%) 478 244
Adjustments in respect of prior years - (1,846)
Total current taxation 478 (1,602)
(b) Factors affecting the tax charge
2015 2014
£000 £°000
Profit on ordinary activities before tax 2,496 1,851
Profit on ordinary activities multiplied by standard rate of UK 505 398
corporation tax of 20.25% (2014: 21.5%)
Other timing differences - (118)
Capital allowances relief claimed in year 27 (36)
Prior year adjustment - (1,846)
Total tax 478 (1,602)

A reduction in the UK corporation rate from 21% to 20% took effect from 1 April 2015. A
reduction in the UK corporation tax rate from 23% to 21 % took effect from 1 April 2014.
The government further announced in its Budget on 16 March 2016 that the corporation tax
rate change on 1 April 2020 will be to 17% rather than 18%.

(c) Deferred tax

The company has an unrecognised deferred tax asset of £140k (2014: £182k) which is
calculated on the enacted UK corporation tax rate of 18% (2014: 20%) in respect of fixed
asset timing differences and other timing differences. The government further announced in
its Budget on 16 March 2016 that the corporation tax rate change on 1 April 2020 will be to
17% rather than 18%. This will decrease the closing deferred tax asset by £8k, however it is
not recognised as the tax rate change was not substantively enacted at the balance sheet date.
The deferred tax asset has not been recognised due to the uncertainly of the company having
sufficient taxable profits in the foreseeable future to utilise these allowances.

Factors affecting future tax charges (tax effect at enacted rate of tax)

2015 2014

£000 £000

Capital allowances carried forward 113 152
General provisions carried forward 27 30
Total unrecognised deferred tax asset 140 182
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8 Investments

Other financial investments

Carrying value

£°000

Collective investment schemes 19,398

Deposits with credit institutions held at amortised 424
cost

19,822

Carrying value

£°000

Collective investment schemes 26,580

Deposits with credit institutions held at amortised 1,552
cost

28,132

2015
Purchase  Listed
price
£000 £000
19,383 19,398
424 -
19,807 19,398
2014
Purchase Listed
price
£000 £000
26,302 26,580
1,552 -
27,854 26,580

The amount of change during the period and cumulatively in the fair value of financial instruments
held at fair value through profit and loss (other than derivatives) attributable to changes in credit risk

was £0.2m and £0.02m (2014: £0.1m and £0.3m)

There have been no day 1 profits recognised in respect of financial instruments designated at fair

value through profit or loss.

The following table shows financial investments recorded at fair value analysed between the three

levels in the fair value hierarchy:

2015
Level 1 Level2 Level 3 Total
£000 £000 £000 £000
Collective investment schemes . 2,439 16,959 - 19,398
‘
2,439 16,959 - 19,398
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8 Investments (continued)

Other financial investments (continued)

2014
Level 1 Level2 Level 3 Total
£°000 £°000 £000 £000
Collective investment schemes 12,784 13,796 - 26,580

12,784 13,796 - 26,580

Included in the level 1 category are financial assets that are measured by reference to published quotes
in an active market. A financial instrument is regarded as quoted in an active market if quoted prices
are readily and regularly available from an exchange, dealer, broker, industry group, pricing service or
regulatory agency and those prices represent actual and regularly occurring market transactions on an
arm’s length basis.

Included in the level 2 category are financial assets measured using a valuation technique based on
assumptions that are supported by prices from observable current market transactions. For example,
assets for which pricing is obtained via pricing services but where prices have not been determined in
an active market, financial assets with fair values based on broker quotes, investments in private
equity funds with fair values obtained via fund managers and assets that are valued using the
company’s own models whereby the significant inputs into the assumptions are market observable.
Included in the level 3 category, are financial assets measured using a valuation technique (model)
based on assumptions that are neither supported by prices from observable current market transactions
in the same instrument nor are they based on available market data. Therefore, unobservable inputs
reflect the company’s own assumptions about the assumptions that market participants would use in
pricing the asset or liability (including assumptions about risk). These inputs are developed based on
the best information available, which might include the Company’s own data.

9 Share capital
2015 2014
£°000 £°000
Allotted, called up and fully paid:
5,000 ordinary shares of £1 each (2014: 76.2 million) 5,000 76,200

On 8™ January 2015, the company’s share capital was restructured. The share capital of the
company was reduced from £76,200,000, divided into 76,200,000 ordinary shares of £1 each
(which have been issued and are fully paid up) to £5,000,000 divided into 5,000,000 shares of
£1 each (which have been issued and fully paid up), by cancelling the share capital paid up on
71,200,000 ordinary shares of £1 each in the company that has been lost or is unrepresented
by available assets (the Capital Reduction). The amount of the cancelled share capital was
classed as distributable and credited directly to retained earnings.

10 Dividends

Dividends of £6.9m were paid in respect of the year ended 31 December 2015 (2014: £Nil).
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12

Claims outstanding

2015 2014
Gross Reinsur Net Gross Reinsur Net
-ance -ance
£000 £°000 £°000 £000 £000 £°000
Notified outstanding :
) 9,901 6,645 3,256 16,560 11,981 4,579
claims

Provision for claims

incurred but not reported 7,208 1,936 5272 12,027 4,004 8,023

17,109 8,581 8,528 28,587 15,985 12,602
Claims handling expenses 757 - 757 1,295 - 1,295

17,866 8,581 9,285 29,882 15,985 13,897

Reserve development during 2015 was £1,085k (2014: £364k) which relates predominantly to
a deficiency on the ultimate claims position on the Public Liability class of £658k
(2014:£325k) and less significant deficiencies to the other classes, most notably Employers
Liability class of £234k (2014: £258k) and the Professional Indemnity class of £223k (2014:
£227%).

In order to assess the appropriate level of technical provisions to hold for future claims, the
company has commissioned an external actuarial review to conduct an independent review
and make a best estimate assessment of future IBNR. The directors consider that the
provisions for gross claims and related reinsurance recoveries are fairly stated on the basis of
the information currently available to them. However, the ultimate liability will vary as a
result of subsequent information and events and this may result in significant material
adjustments to the amounts provided and a financial provision is being held for a margin to
the 60" percentile to protect against future volatility.

Included in the above figures are financial provisions estimated by senior management and
the actuarial review totalling £0.6m (2014: £2.3m).

Other provisions

2015 2014

Run-off provision £000 £000
Total projected expenditure costs (2,138) (2,107)
Total projected investment income 3,034 3,323
896 1,216

The run-off provision is required for all estimated costs less projected investment returns. The
investment returns are deemed to exceed these costs, hence no run-off provision was booked.
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14

Creditors

Amounts due within one year 2015 2014
£000 £000

Arising out of reinsurance operations

Due within one year

Amounts due to reinsurers 71 74

Amounts due in respect of commutations 1,958 3,752
2,029 3,826

Other creditors including taxation

Amounts due to related companies 101 157

Taxation 478 244

579 401

During 2010, the Company agreed a commutation with Gerling Globale and a cash settlement
was received. This settlement is held as a creditor on the balance sheet to cover Gerling
Globale’s share of reinsurance recoveries within Technical Reserves. The amount is reduced
by Gerling Globale’s share of reinsurance due on paid claims. The balance was £1,938k in
2015 (2014: £3,359k).

Risk Management

(a) Governance framework

The primary objective of the company’s risk and financial management framework is to
protect the company’s shareholders from events that hinder the sustainable achievement of
financial performance objectives, including failing to exploit opportunities. Key management
recognises the critical importance of having efficient and effective risk management systems
in place.

The company has, given its small size and involvement of directors on a day to day basis,
consolidated the governance (including risk management) into two committees; the Executive
Committee and the Ad Hoc Committee.

The company has articulated its risk appetite in a series of statements which have been agreed
by the board of directors. A range of supporting metrics has been developed in order to
review actual performance compared with the stated appetite. Performance and risk exposure
against tolerance levels is monitored regularly by the company’s management and on an
aggregate basis by the Executive Committee and reported to the board of directors.

(b) Capital management objectives, policies and approach

The company seeks to optimise the structure of capital to ensure policyholders’ protection for
the duration of the run-off.
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Risk Management (continued)

(b) Capital management objectives, policies and approach (continued)

The company’s approach to managing capital involves managing assets, liabilities and risks in
a coordinated way, assessing shortfalls between reported and required capital on a regular
basis and taking appropriate actions to influence the capital position of the company in the
light of changes in economic conditions and risk characteristics.

The company is subject to capital requirements imposed by the Prudential Regulation
Authority (PRA). Throughout the year the company has complied with both the PRA’s risk
based ICA methodology and Solvency I, which is used to calculate the company’s capital
requirement.

The company commissioned an external actuarial ICA completed in May 2015, based on the
financial position as at 31% December. The company assessed its ICA as £3.809m based on
reserves as at 31% December 2014, this was calculated at the 99.5% level.

(c) Insurance risk

The principal risk the company faces under insurance contracts is that the actual claims and
benefit payments or the timing thereof, differ from expectations. This is influenced by the
frequency of claims, severity of claims, actual benefits paid and subsequent development of
long—term claims. Therefore, the objective of the company is to ensure that sufficient reserves
are available to cover these liabilities.

The risk exposure is mitigated by using methods to assess and monitor reserve risk exposures,
these include scenario analysis and stress testing. The company also purchased reinsurance as
part of its risk mitigation programme. Amounts recoverable from reinsurers are estimated in a
manner consistent with the outstanding claims provision and are in accordance with the
reinsurance contracts. Although the company has reinsurance arrangements, it is not relieved
of its direct obligations to its policyholders and thus a credit exposure exists with respect to
ceded insurance, to the extent that any reinsurer is unable to meet its obligations assumed
under such reinsurance agreements. The company’s placement of reinsurance is diversified
such that it is neither dependent on a single reinsurer nor are the operations substantially
dependent upon any single reinsurance contract.

The table below sets out the concentration of outstanding claims liabilities by class:

2015 2014
Gross Reinsur Net Gross Reinsur Net
-ance -ance
£°000 £000 £000 £°000 £000 £°000
Contractors all Risks 351 98 253 529 191 338
Employers Liability 6,347 3,051 3,296 8,693 3,761 4,932
Financial Institutions 77 (11) 88 300 an 311
Professional Indemnity 5,216 3,792 1,424 6,941 4,544 2,397
General Liability 5,118 1,651 3,467 12,124 7,500 4,624

Total excluding claims

. 17,109 8,581 8,528 28,587 15,985 12,602
handling expenses i
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Risk Management (continued)
(c) Insurance risk (continued)

Key assumptions

The principal assumption underlying the liability estimates is that the future claims
development will follow a similar pattern to past claims development experience. This
includes assumptions in respect of average claim costs, claim handling costs, claim inflation
factors and claim numbers for each accident year. Additional qualitative judgements are used
to assess the extent to which past trends may not apply in the future, for example: once—off
occurrence; changes in market factors such as public attitude to claiming: economic
conditions: as well as internal factors such as portfolio mix, policy conditions and claims
handling procedures. Judgement is further used to assess the extent to which external factors
such as judicial decisions and government legislation affect the estimates.

Other key circumstances affecting the reliability of assumptions include variation in interest
rates, delays in settlement and changes in foreign currency rates.

Sensitivities

The claims liabilities are sensitive to the key assumptions that follow. It has not been possible
to quantify the sensitivity of certain assumptions such as legislative changes or uncertainty in
the estimation process.

As part of the actuarial reserve review, in order to estimate the volatility in reserves, various
analysis was carried out and results produced which illustrate the increase in gross and net
IBNR at various percentiles calculated.

2015 . Impact on Impact on Impacton
Change in Impact on .
A gross Sl erels profit before equity
assumptions e g e net liabilities
liabilities tax
N £,002 £000 £000 £°000 £000
IBNR at 65 Increase from 60
percentile to 65™ percentile 273 186 (186) (148)
IBNR at 75" Increase from 60" 631 624 (624) (498)
percentile to 75" percentile
2014 Change in Impacton Impact on net Impact on - Impact on
. A S profit before equity
assumptions  gross liabilities liabilities tax
£7000 £000 £000 £000 £000
IBNR at 65" Increase from 60
percentile to 65" percentile 288 229 (229) (180)
IBNR at 75" Increase from 60" 934 753 (753) (591)
percentile to 75™ percentile
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Risk Management (continued)
(c) Insurance risk (continued)

Claims development table

FRS 103 requires the disclosure of historical claims development. The company’s claims
arose from policies written over ten years ago and to a large extent are fully developed.
Consequently the company believes that the production of a claims development table
covering the last five years is not meaningful or useful and that sensitivity analysis of
reserving risk is more relevant. Accordingly the company has not disclosed a claims
development table.

(d) Financial risk

(1) Credit risk

Credit risk is the risk that one party to a financial instrument will cause a financial loss to the
other party by failing to discharge an obligation.

The following policies and procedures are in place to mitigate the exposure to credit risk:

s A credit risk policy setting out the assessment and determination of what constitutes
credit risk for the company. Compliance with the policy is monitored and exposures
and breaches are reported to the company risk committee. The policy is regularly
reviewed for pertinence and for changes in the risk environment.

e Net exposure limits are set for each counterparty or group of counterparties (i.e. limits
are set for investments and cash deposits and minimum credit ratings for investments
that may be held).

The tables below show the maximum exposure to credit risk (including an analysis of
financial assets exposed to credit risk) for the components of the statement of financial
position. The maximum exposure is shown gross, before the effect of mitigation through
collateral agreements and the use of credit derivatives.

31 December 2015 Neither past  Past due Impaired Total
due nor
impaired
£000 £°000 £°000 £000
Collective investment schemes 19,398 - - 19,398
Deposits with credit institutions 424 - - 424
Reinsurers’ share of claims outstanding 8,581 - - 8,581
Debtors arising out of reinsurance 9 - - 9
operations
Other debtors - - - -
Cash at bank and in hand 908 - - 908
29,320 - - 29,320
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() Financial risk (continued)

(1) Credit risk (continued)

31 December 2014 Neither past Past due Impaired Total
due nor
impaired
£°000 £°000 £000 £000
Collective investment schemes 26,580 - - 26,580
Deposits with credit institutions 1,552 - - 1,552
Reinsurers’ share of claims outstanding 15,985 - - 15,985
Debtors arising out of reinsurance 418 1 - 419
operations
Other debtors . 1,848 - - 1,848
Cash at bank and in hand 1,125 - - 1,125
47,508 1 - 47,509

Assets which are past due but not impaired have been in arrears for less than three months
from the reporting date.

The table below provides information regarding the credit risk exposure of the company at 31
December 2015 by classifying assets according to Standard & Poor’s credit ratings of the
counterparties. AAA is the highest possible rating. Assets that fall outside the range of AAA
to BBB are classified as speculative grade and have not been rated. Debtors, other than
amounts due from reinsurers, have been excluded from the table as these are not rated.

31 December 2015 AAA AA A BBB Not rated Total
£000 £000 £000 £000 £000 £000

Collective investment 7,636 1285 6960 2,652 865 19,398

schemes

De9051§ with credit ) ) 94 330 ) 424

stitutions

Reinsurers share of claims - 3,619 4,712 250 - 8,581

outstanding

Debtors arising out of ) 9 ) ) A 9

reinsurance operations

Cash at bank 770 - - - 138 908

8,406 4,913 11,766 3,232 1,003 29,320
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Risk Management (continued)

(d) Financial risk (continued)
(1) Credit risk (continued)

31 December 2014 AAA AA A BBB Notrated Total
£000 £000 £000 £°000 £000 £000

Collective investment 8,050 2,572 9,056 2,993 3009 26,580

schemes

Deposits with credit : - 98 1,455 - 1,583
institutions

Reinsurers share of claims - 6,890 8,599 496 - 15,985
outstanding

Debtors arising out of - 238 138 20 23 419
reinsurance operations

Cash at bank - 1,038 - - 87 1,125

8,050 10,738 17,891 4,964 4,019 45,662

(2) Liquidity risk

Liquidity risk is the risk that an insurance company will encounter difficulty in meeting
obligations associated with financial instruments. In respect of catastrophic events there is
also a liquidity risk associated with the timing differences between gross cash out-flows and
expected reinsurance recoveries.

The following policies and procedures are in place to mitigate the Group’s exposure to
liquidity risk:

e A liquidity risk policy exists that sets out the assessment and determination of what
constitutes liquidity risk. Compliance with the policy is monitored and exposures and
breaches are reported to the Risk and Audit Committee. The policy is regularly
reviewed for pertinence and for changes in the risk environment.

e Guidelines on asset allocation, portfolio limit structures and maturity profiles of
assets are set, in order to ensure that sufficient funding is available to meet insurance
and investment contracts obligations.

e Contingency funding plans are set to meet emergency funding in the event of a large
demand on cash.

Maturity profiles

The table below summarises the maturity profile of the company’s financial liabilities based
on remaining undiscounted contractual obligations, including outstanding claim liabilities
based on the estimated timing of claim payments resulting from recognised insurance
liabilities. Repayments which are subject to notice are treated as if notice were to be given
immediately.
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Risk Management (continued)

d Financial risk (continued)
(2) Liquidity risk (continued)

Maturity profiles (continued)

31 December 2015 Uptoa 12 years  2-5 years 5-10 Over 10 Total
year years years

£000 £000 £°000 £000 £000 £°000

Outstanding claims 6,808 2615 2520 2410 3513 17,866

liabilities
D§p031ts received from 214 76 500 1,239 ) 2,029
reinsurers
Creditors 579 - - - - 579
7,601 2,691 3,020 3,649 3,513 20,474
31 December 2014 Uptoa 1-2 years  2-5 years 5-10 Over 10 Total
year years years

£000 £000 £000 £000 £000 £000

Outstanding claims 16,842 4942 3249 3021 1,828 29,882

liabilities
Dgposns received from 1,670 482 633 1,041 - 3,826
reinsurers
Creditors 526 . - - - 526

19,038 5,424 3,882 4,062 1,828 34,234

(3) Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in market prices. Market risk comprises three types of risk:

(a) currency risk;
(b) interest rate risk; and
(©) equity price risk.

To mitigate the exposure to market risk, for assets backing outstanding claims provisions,
market risk is managed by matching the duration and profile of assets to the technical
provisions they are backing. This helps manage market risk to the extent that changes in the
values of assets are matched by a corresponding movement in the values of the technical
provisions.

(a) Currency risk
Currency risk is the risk that the fair value or future cash flows of a financial instrument
will fluctuate because of changes in foreign exchange rates.
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14 Risk Management (continued)

(d) Financial risk (continued)
3) Market risk (continued)
(a) Currency risk (continued)

The company is exposed to currency risk in respect of certain liabilities under
policies of insurance. The company seeks to mitigate the risk by matching the
estimated foreign currency denominated liabilities with assets denominated in the

same currency.

The table below summarises the exposure of the financial assets and liabilities to
foreign currency exchange risk at the reporting date, as follows:

2015 2015 2015

2014 2014 2014

AUD USD Euro AUD USD Euro

£000 £°000 £000 £°000 £7000 £°000

Financial investments 860 1,192 870 2,965 2,271 953
Cash at bank 246 180 252 521 291 348
1,106 1,372 1,122 3,486 2,562 1,301

Creditors 4,268 2,417 1,318 2,114 1,791 1,174

(b) Interest rate risk

Interest rate risk is the risk that the value or future cash flows of a financial instrument

will fluctuate because of changes in market interest rates.

Insurance liabilities are not discounted and therefore not exposed to interest rate risk.

The analysis below is performed for reasonably possible movement in interest rates with
all other variables held constant, showing the impact on profit before tax and equity of the

effects of changes in interest rates on the investment return.

Changes in variables
31 December 2015
- 50 basis points

31 December 2014
- 50 basis points

Impact on Impact on

profit
before tax
£000

(112)

(134)

equity
£°000

(89)

(105)

The method used for deriving sensitivity information and significant variables did not

change from the previous period.
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16

17

18

Contingent Liabilities

The company transferred by group relief for payment the majority of its tax losses that arose
in the period ending 31 December 2006 to its current ultimate shareholders. HMRC
disallowed the group relief and TUIC appealed the decision. HMRC and TUIC agreed that the
appeal by TUIC could follow a similar case. The judgement in that appeal was in favour of
the appellant and HMRC agreed not to appeal the judgement. The proceeds from the sale of
group relief had been held in escrow. The escrow monies were released by the escrow agent
on the instructions of all the consortium members except for one company that had been
liquidated. The escrow agent released the funds in respect of the liquidated company on the
receipt of a deed of indemnity from TUIC. Consequently a contingent liability exists that
TUIC will have to refund £353,301 to the escrow agent.

Related party transactions

As the Company is a wholly owned subsidiary, advantage has been taken of the exemptions
under FRS 102 Section 33 ‘Related party disclosures’, not to disclose related party
transactions within the group.

The company is related to Vibe Services Management Limited (“VSML”) which supplies
administrative services to TUIC, by virtue of several directors being members of both boards,
in addition the companies also have shared offices. The value of transactions with VSML
amounted to £400k (2014: £468k) for recharged expenses and service charges. At the end of
the year the amount due to VSML from The Underwriter Insurance Company Limited was
£101k (2014: £158k).

Capital commitments

There were no capital commitments at the end of the year (2014: £Nil).

Ultimate and immediate parent company

On 20 July 2006, Ship (2006) Limited, a company registered in England and Wales, acquired
the entire shareholding of the company from The Underwriter Group Limited. Copies of the
company’s annual report and accounts and the ultimate parent company’s consolidated

financial statements may be obtained from Sth Floor, 90 Fenchurch Street, London EC3M
4ST.
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