Arch Europe Insurance Services Ltd Annual Report and Financial Statements
Registered number 06645619 Jor the year ended 31 December 2020

Arch Europe Insurance Services Ltd
(Registered number: 06645619)

Annual Report and Financial Statements
for the ycar ended 31 December 2020

*AABAJECI*
A17 #77

20/08/2021
COMPANIES HOUSE




Arch Europe Insurance Services Ltd Annual Report and Financial Statements
Registered number 06645679 Jor the year ended 31 December 2020

Annual Report and Financial Statements for the year ended 31 December 2020

Contents ‘ Page
Strategic Report 1
Directors’ Report 7
Statement of Directors’ Responsiblities 9
Independent Auditors’ Report to the Members of Arch Europe Insurance Services Ltd 10
Profit and Loss account for the year ended 31 December 2020 13
Statement of Comprehensive Income for the year ended 31 December 2020 13
Balance Sheet as at 31 December 2020 14
Statement of Changes in Equity for the year ended 31 December 2020 15
Notes to the Financial Statements 16

Directors and Administration 30



Arch Europe Insurance Services Ltd Annual Report and Financial Statements
Registered number 06645679 Jfor the year ended 31 December 2020

Strategic Report

The Directors present their strategic report of Arch Europe Insurance Services Ltd (“the Company™) for the year ended
31 December 2020. .

Principal Activities

The Company was formed to provide services in the form of staff and facilities to Arch Insurance (UK) Limited
(“AIUK”), Arch Underwriting at Lloyd’s Ltd (“AUAL”), and more recently also to Arch Insurance (EU) DAC
(“AIEU”) and Arch Managing Agency Limited (“AMAL”). The Company incurs all significant staff and facility
costs and pays suppliers on behalf of AIUK, AUAL, AIEU and AMAL, and has a policy for re-charging these costs,
including a margin, to the aforementioned companies as a secondment and service charge which is recognised as
turnover.

Business Review

Results and Dividends

Following the acquisition of Barbican Group Holdings Limited and its subsidiaries (the “Barbican Group™) by Arch
Reinsurance Ltd., a fellow Group company, in November 2019, the employees of the Barbican Group, previously
employed by Barbican Holdings (UK) Limited, another fellow Group company, were transferred to the Company on
1 November 2020. As a result, 170 employees were transferred to the Company and included in the Company’s
headcount figures for the last two months of the year.

Results

Operating profit increased by £2.1m to £2.9m (2019: £0.8m) mainly due to the increase in the number of entities to
which services are provided. Overall profit decreased by £0.3m to £2.6m (2019: £2.9m) due to a higher tax charge
incurred in the year.

Turnover

Turnover increased by £20.4m to £84.1m (2019: £63.7m), due to both, an increase in the number of entities to which
services were provided in the year, as well as an increase in the amount of services provided to the previously serviced
entities, which have both seen substantial growth in the year.

The Company did not pay any dividends during the year (2019: nil).

The Company’s key performance indicators for the year were as follows:

2020 2019
Turnover £84.1m £63.7m
Operating Profit £2.9m £0.8m
Profit for the year £2.6m £2.9m
Net Assets £43.2m £37.2m

Corporate and Social Responsibility

The Board recognises the importance of managing the impact of the Company’s activities and takes care to maintain
ethical standards and integrity in the conduct of our business.

The global Arch group of companies maintains a Code of Business Conduct, which describes our ethical principles
and includes policies designed to assist in preventing violations of the Code and to allow the Company to respond
appropriately to any actual or potential violations. To help set the standards of behaviour expected from all staff, the
Company provides a training course on the Code intended to help guide employees in the way that they conduct
business.

The Company is committed to providing equal opportunities to potential and actual employees in all aspects of
employment. Our employment policies are non-discriminatory on any grounds relating to selection, training, career
development or any other employment matters.
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Strategic Report (continued)
Corporate and Social Responsibility (continued)

Our success depends upon on having highly capable people who fit well with the Company’s culture of performance,
accountability, teamwork and ethical conduct. Staff are encouraged to continue professional education and each
employee is encouraged to develop a personal development plan with their managers.

Directors’ Duties

The Directors of the Company, as those of all UK companies, must act in accordance with a set of general duties.
These duties are detailed in section 172 of the UK Companies Act 2006, which is summarised as follows:

‘A director of a company must act in the way he considers, in good faith, would be most likely to promote the success
of the company for the benefit of its members as a whole, and in doing so have regard (amongst other matters) to:

o the likely consequences of any decision in the long term,

the interests of the company's employees,

the need to foster the company's business relationships with suppliers, customers and others,

the impact of the company's operations on the community and the environment,

the desirability of the company maintaining a reputation for high standards of business conduct, and
the need to act fairly as between members of the company.’

® o o o

The following paragraphs summarise how the Directors have fulfilled their duties as detailed in section 172 of the UK
Companies Act 2006:

Decision Making

The Company’s ultimate mission is to generate a positive contribution to the growth in the Tangible Book Value of
our ultimate parent company. It does so by supporting the underwriting entities of the Group by providing staffing
and facility services. The Directors support the CEQ in this mission by considering any growth opportunities, process
efficiencies and changes in the Company’s strategic direction carefully against the Company’s risk appetite.

Long-term strategic decisions, such as the decision to transfer the employees of Barbican Holdings (UK) Limited to
the Company in November 2020, are made in consultation with key internal stakeholders, such as the senior
management team and ACGL and considered against applicable regulatory frameworks.

Any risks associated with achieving the Company’s’ mission are mitigated through the risk management strategy set
out in the “Principal Risks and Uncertainties” section below.

Employees

The Company provides staffing services to AIUK, AUAL, AIEU and AMAL and is therefore responsible for ensuring
that all staff adhere to the Arch Capital Group Ltd (“ACGL”) Code of Business Conduct and have the ability to
continue their professional development as described in the corporate and social responsibility section above.

The group remains committed to keeping all staff fully informed about matters relating to the business. The executive
team provides regular updates on business development, financial performance and operational changes. The group
intranet is continually maintained and provides access to a library of company policies and procedures.

Throughout 2020, the COVID-19 pandemic continued to present challenges to the staff providing services under the
secondment and service agreement. To provide support during these unprecedented times, the Company has launched
a number of well-being initiatives, including the Mental Health First Aider team, who have been providing support to
all staff during the pandemic. '
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Strategic Report (continued)
Directors’ Duties (continued)
Business Relationships

The Company’s principle activity is to provide services in the form of staff and facilities to AIUK, AUAL, AIEU and
AMAL, who form the Company’s customers. Whilst the customers are internal to the Arch Group, the Company still
adheres to the “Customer Conduct Standards Framework™, which has been developed to enforce the win-win concept
of a culture aimed at supporting fair customer outcomes. Monitoring of the customer conduct standards is steered by
the Conduct Risk Taskforce and any pertinent issues are passed to the Product Group and escalated to the Risk
Committee and to the Board as appropriate.

The Company has built good working relationships with its suppliers, the majority of which are long-standing. All
new suppliers are required to go through a due diligence process before any transactions occur.

Relationships with service providers, to which processes have been outsourced, are governed by the Company’s
Outsourcing Policy. Prior to entering into any third party business relationships, a detailed due diligence process is
undertaken to ensure that the services provided comply with the Company’s existing business strategy and overall risk
profile. Ongoing management of these relationships is based on monitoring and reporting guidelines as set out in the
Company’s Outsourcing Policy, as well as on open conversations with the service providers.

By following the Outsourcing Policy, the Company ensures that robust relationships are built with its service
providers, which contribute to the overall strategy and risk profile.

Community and Environment

Over the year, there has been continued focus on the impact of the company’s operations on the community and the
environment. Environmental, Social and Governance (ESG) has entered the mainstream in recent years as
stakeholders evaluate organisations not only to gauge their money-making ability, but also to assess their commitment
to making positive change in the world.

Arch has always put value in making a difference in the communities where we live and work, and there is an ever-
growing importance of ESG initiatives. Marcy Rathman is the ACGL Chief ESG Officer with responsibility for
coordinating and managing the oversight of our growing ESG programme, which has included the creation of an ESG
Steering Committee.

The ESG programme will continue to develop in the future and will look at a number of areas including social issues
and climate change. The Board of Directors will review the output and recommendations of the ESG Steering
Committee and will oversee the implementation of any resulting action at the local level. In addition, Arch Insurance
International's Chief Risk Officer is responsible for identification and management of financial risks arising from
climate change. Please also refer to the Climate Change section on page 6.

Standards of Business Conduct

To ensure the Company maintains a high standard of business conduct, the Directors of the Company have reviewed
and adopted the Code of Business Conduct as set by ACGL. To ensure staff act in accordance with the Code of
Business Conduct, Arch UK provides regular training courses to staff.

In addition the Company annually reviews and reissues internal whistleblowing and fit and proper policies, which
ensure that all staff providing services to the Company under the secondment and service agreement are and continue
to be competent, capable and of good repute.

The Company Chairman is responsible for overseeing the assessment of fitness and propriety of all Non-Executive
Directors in conjunction with leading the development and monitoring effective implementation of policies and
procedures for the induction, training and professional development of all members of the firm’s governing body. The
assessment of these matters is facilitated by the Company Secretarial, Human Resources and Compliance Functions
and considered by the Nominations Committee of the Board in conjunction with Non-Executive Director performance
and the appropriate balance of experience and skill sets in the Board as a whole.
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Strategic Report (continued)

Directors® Duties (continued)
Standards of Business Conduct (continued)

The Company’s Risk Management and Compliance Framework has been designed to meet its business management
and regulatory obligations to comply with the PRA, FCA and EIOPA requirements. Management has formulated
relevant risk polices for the Company’s key risks and these support the risk philosophy and corresponding controls.

The Board has delegated the responsibility relating to controls to the Arch UK Risk Committee. This committee is
responsible for assessing all risks facing the Company and for installing appropriate controls to manage and or mitigate
each risk. The Risk Committee assesses the level of each risk classification and identifies where additional controls
or changes to the systems, processes and or controls may be required. Qualitative and quantitative risk assessments
are performed, both before and after allowance for existing controls.

Engaging with our Shareholder

The Board is committed to openly engaging with our shareholder, our parent Arch Insurance (UK) Limited, as we
recognise the importance of a continuing effective dialogue. It is important to us that the shareholder understands our
strategy and objectives, so these must be explained clearly, feedback heard and any issues or questions raised properly
considered.

To achieve effective communication with our shareholder, we have quarterly review meetings in place, where the
Company’s quarterly performance is discussed in detail. These meetings are led by the CFO and attended by the
management of our shareholder.

Any decisions materially impacting the ultimate parent company’s financial results are discussed with our shareholder
and ultimate parent prior to execution.

Principal Risks and Uncertainties

The Company’s operations expose it to a variety of risks that include operational risk, credit risk, liquidity risk, interest
rate cash flow risk and capital risk.

The Board of Directors has ultimate responsibility for the Company’s risk management. This includes approval of
the business plan, the maintenance of financial resources and for ensuring the adequacy of the systems and internal
controls, including risk governance arrangements. The Board gains assurance from a number of sources that include
Internal Audit, Legal & Compliance and internal controls testing.

The Company has a defined strategy and system of governance to define its risk policies and to manage these. The
Board of Directors holds ultimate responsibility for the risk management strategy, the business plan and the
maintenance and management of financial resources. The Board of Directors is responsible for ensuring the adequacy
of the systems and controls including:

risk governance arrangements and an appropriate business plan;

overseeing the development of appropriate systems for the management of potential risks;
establishing adequate internal controls; and

ensuring that the firm maintains adequate financial resources.

The following paragraphs describe the principal risks and uncertainties facing the Company and any mitigation taken
to limit those risks:
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Strategic Report (continued)
Principal Risks and Uncertainties (continued)
Operational Risk

Most operational risks are addressed through the Company’s business disaster scenario planning, including
remediation measures. The Company has an outsourcing policy and separately monitors its outsourcing risks.

The Company outsources many of its non-core services, including I.T. support, operating systems maintenance and
legal services. The Company’s largest outsource service provider is Arch Global Services Inc.

Outsourcing risk is managed through service agreements which define service standards. These may be supported by
periodic audits and the Company takes steps to satisfy itself as to the outsource provider’s continuity and competence
to provide the service being outsourced. Controls reports are obtained when applicable.

The Company seeks to limit exposure to operational risks through ensuring that an effective infrastructure, robust
systems and controls, and appropriately experienced and qualified individuals are in place throughout the organisation.

The operational risk profile is reviewed by the Risk Committee and the controls to mitigate risks are included in Risk
Register.

Credit Risk

The Company’.s exposure to credit risk is limited to the risk that ATUK, AUAL, ATEU or AMAL will be unable to
pay amounts when due. This risk is mitigated by internal financial and capital commitments to those companies from’
companies forming part of the Arch Capital Group Ltd (“ACGL”) group of companies. ACGL has an S&P credit
rating A-.

Liquidity Risk '

Liquidity risk arises where cash may not be available to pay obligations when due. Regular cash flow monitoring
ensures that sufficient deposits are available to meet payments. Intercompany balances are also cleared regularly to
facilitate this.

Capital Risk

The Company maintains a capital level required to meet its obligations to continue on a going concern basis. There
is minimal pressure on the capital of the Company due to the nature of the operations of the Company and the support
available from the ACGL group of companies.

Interest Rate Risk

The Company has interest bearing assets. Interest bearing assets include cash balances on a short term deposit, which
earn interest at a fixed rate.

Risks Arising out of the COVID 19 Pandemic

On 11 March 2020, the World Health Organisation declared COVID-19 to be a pandemic as the number of countries
with infections started to grow. Shortly afterwards, Arch implemented the Group Pandemic Plan in line with our
Business Continuity Plans. All Arch offices were closed worldwide with our employees working from home. The
entire workforce was quickly up and running with remote working functionality, with additional equipment arranged
where required.

During the initial lockdown period, the Risk function performed a review in conjunction with the business areas and
sought to determine whether, and to what extent, business risks had changed due to the pandemic impacting the
business. The review also considered whether the effectiveness of any controls could be compromised as a result of
staff working from home. On the whole, it was found that although there was increased commercial risk to the business
with potentially less business written due to homeworking conditions, operational risk had not materially increased
and the overall business was able to function broadly as before the pandemic.
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Strategic Report (continued)
Principal Risks and Uncertainties (continued)
Risks Arising out of the COVID 19 Pandemic (continued)

Arch’s chief concern throughout has remained the safety of our employees and their families at this unprecedented
time and continues to ensure both the wellbeing of staff and the ongoing operational requirements of the business are
met. The Risk function continues to monitor the impact on the business.

There however remains significant uncertainty around the implications of the pandemic, with negative economic
impact anticipated, as well as the risk of further “waves” of infections within countries and communities.

Outlook and Future Development

The Company expects a similar level of turnover in 2021. As there are no expected changes to the service and
secondment margin charged, the ratio of operating profit to turnover is expected to remain consistent with the current
year.

Whilst the COVID-19 pandemic has led to an increase in uncertainty in the markets and has led to employees
substantially working from home, the Company has been able to adapt its operations quickly and effectively and is
well placed to continue to provide staff and facility services to its customers.

Climate change

Throughout the year, there has been continued focus on the impact of the Company’s operations on the community
and the environment. Environmental, Social and Governance (ESG) has entered the mainstream in recent years as
stakeholders evaluate organisations not only to gauge their money-making ability, but also their commitment to
making positive change in the world and their ability to manage risks arising out of environmental and social changes.

The Company, as part of the wider ACGL group, is governed by the ESG Steering Committee, which is chaired by
Marcy Rathman, who has responsibility for coordinating and managing the oversight of ACGL’s growing ESG
programme. The Directors of the Company review the output of the ESG Steering Committee, and where deemed
appropriate incorporate its recommendations in their management of the Company.

Approved by the Board and signed on behalf of the Board

7 . ;
Jason Kittinger
Chief Financial Officer

Arch Europe Insurance Services Ltd
20 May 2021
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Directors' Report

The Directors present their annual report of Arch Europe Insurance Services Ltd (“the Company”) and the audited
financial statements for the year ended 31 December 2020.

General Information

Arch Europe Insurance Services Ltd is a UK-incorporated company domiciled in England and Wales. The address of
the registered office is provided on the Directors and Administration page of the financial statements.

The Company has no foreign branches.

The auditors, PricewaterhouseCoopers LLP, have been reappointed for 2020.

Ownership

The Company is a wholly owned subsidiary of Arch Capital Group Ltd (“ACGL”), a Bermuda-based company with
$15.8 billion of shareholder capital at 31 December 2020 (2019: $13.2 billion). ACGL provides insurance,
reinsurance and mortgage insurance on a worldwide basis through its operations in Bermuda, the United States of
America, Europe, Canada, and Australia. ACGL is listed on the Nasdaq Stock Market.

The Company is directly owned by Arch Insurance (UK) Limited (“AIUK”), a Prudential Regulation Authority
(“PRA”) and a Financial Conduct Authority (“FCA”) regulated insurance company that underwrites Energy, Property
and Casualty insurance business with a focus on Specialty lines of insurance. AIUK operates from its head office in
London and its UK Regional offices.

Directors

The Directors of the Company during the year and up to the date of signing the financial statements are:

. Kittinger
H. Sturgess

As permitted by S233 of the Companies Act 2006, the Directors have been provided with appropriate insurance cover.
Outlook and Future Developments

Please refer to Strategic Report on page 6.

Donations

The company made no political or charitable contributions during the year (2019: nil).

Financial Risk Management

The Company is exposed to a wide variety of risks in the normal course of business. The Company has comprehensive
arrangements in place for the management of risks that seek to mitigate the adverse effects risk can have on the
Company’s performance and position. The principal risks and uncertainties and the mechanism by which these risks
and uncertainties are managed are addressed in the strategic report on pages 4-5.

Dividend

The Directors do not propose a dividend for the year (2019: nil).
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Directors’ Report (continued)
Energy and Carbon Reporting

The environmental impact of our people, our offices and our business operations is important to us. Our facilities
team continuously works on finding ways to reduce the impact our operations have on the environment, such as
shifting to compostable coffee cups, energy efficient lighting and a move to digitisation of our filing system.

In line with the Streamlined Energy and Carbon Reporting (“SECR”) reporting requirements, the Company has
classified its carbon emissions into three categories:

e Scope | — Direct emissions
e Scope 2 — Indirect emissions
e Scope 3 — Other indirect emissions

Each of these has been discussed in turn below.
Scope | — Direct emissions

The principle activity of the Company is to underwrite Energy, Property and Casualty insurance business. There are
no direct emissions relating to the underwriting of insurance business and the Company does not control or own any
of the utilities it consumes. The Company therefore considers its direct tonnes of carbon dioxide equivalent
(“tCO2e™) emissions to be nil.

Scope 2 — Indirect emissions

AEIS provides services to a number of Group entities, and in doing so has used 515,096 KWh of utilities during the
2020 financial year, equating to tCO,e emission of 120.09. As this is the first year the Company has measured its
carbon emission, no comparatives have been provided.

Scope 3 — Other indirect emissions

The Company’s other indirect emissions consist of emissions from business travel, both in rental cars and employee
owned vehicles where the Company is responsible for reimbursing the fuel costs.

Due to the COVID-19 pandemic, business travel was highly restricted during the 2020 financial year. As a result,
the Company’s other indirect emissions were negligible.

As the restrictions imposed by the government in response to the COVID-19 pandemic are lifted, the Company is
expecting to start producing other indirect emissions and is therefore expecting to see a significant jump in this
metric for the 2021 financial year.

Intensity metric

The Board of Directors has considered which metric would be most appropriate to measure the Company’s carbon
footprint going forward. Due to the fact that the Company’s business operations are not directly linked to carbon
emissions, the Directors concluded that tCO,e emission per full-time employee equivalent (“FTE”) is the most
appropriate measure.

The tCOze per FTE for the 2020 financial year was 0.24, due to the offices remaining shut for the majority of the
year in line with government guidance. The Company will continue to monitor its tCO-e per FTE on an ongoing
basis.
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Directors’ Report (continued)
Statement of Directors’ responsibilities

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

Company law requires the Directors to prepare~ financial statements for each financial year. Under that law the
Directors have prepared the financial statements in accordance with applicable law and United Kingdom Accounting
Standards (United Kingdom Generally Accepted Accounting Practice), including Financial Reporting Standard 102
“The Financial Reporting Standard applicable in the UK and Republic of Ireland” (“FRS 102”).
In preparing the Company annual accounts, the Directors are required to:

e Select suitable accounting policies and then apply them consistently;

e  Make judgements and accounting estimates that are reasonable and prudent;

e  State whether applicable United Kingdom Accounting Standards, including FRS 102, have been followed,
subject to any material departures disclosed and explained in 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 confirm they have complied with the above requirements in preparing the annual accounts.

The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any
time the financial position of the Company. They are also responsible for safeguarding the assets of the Company
and hence for taking reasonable steps for the prevention and detection of fraud and other irregularities.

Statement of disclosure of information to independent auditors

Each of the persons who are Directors at the date of approval of this report confirms that:

e So far as the Director is aware, there is no information relevant to the Company’s annual accounts for the
year ended 31 December 2020 of which the auditors are unaware; and

e The Director has taken all the steps that they ought to have taken as a Director in order to make themselves
aware of any relevant audit information and to establish that the Company’s auditors are aware of that
information.

Approved by the Board and signed on behalf of the Board

7%2__-'-—

Jason Kittinger

Chief Financial Officer

Arch Europe Insurance Services Ltd
20 May 2021
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Independent auditors’ report to the members of Arch Europe Insurance Services Ltd
Report on the audit of the financial statements

Opinion

In our opinion, Arch Europe Insurance Services Ltd’s financial statements:

e give atrue and fair view of the state of the company’s affairs as at 31 December 2020 and of its profit for the
year then ended; '

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

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

We have audited the financial statements, included within the Annual Report and Financial Statements (the “Annual
Report™), which comprise: the balance sheet as at 31 December 2020; the profit and loss account, the statement of
comprehensive income, the statement of changes in equity for the year then ended; and the notes to the financial
statements, which include a description of the significant accounting policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)”) and applicable
law. Our responsibilities under ISAs (UK) are further described in the Auditors’ responsibilities for the audit of the
financial statements section of our report. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Independence

We remained independent of the company in accordance with the ethical requirements that are relevant to our audit
of the financial statements in the UK, which includes the FRC’s Ethical Standard, and we have fulfilled our other
ethical responsibilities in accordance with these requirements.

Conclusions relating to going concern

Based on the work we have performed, we have not identified any material uncertainties relating to events or
conditions that, individually or collectively, may cast significant doubt on the company’s ability to continue as a going
concern for a period of at least twelve months from when the financial statements are authorised for issue.

In auditing the financial statements, we have concluded that the directors’ use of the going concern basis of accounting
in the preparation of the financial statements is appropriate.

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

Our responsibilities and the responsibilities of the directors with respect to going concern are described in the relevant
sections of this report.

Reporting on other information
The other information comprises all of the information in the Annual Report other than the financial statements and
our auditors’ report thereon. The directors are responsible for the other information. Our opinion on the financial

statements does not cover the other information and, accordingly, we do not express an audit opinion or, except to the
extent otheérwise explicitly stated in this report, any form of assurance thereon.

10
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Independent auditors’ report to the members of Arch Europe Insurance Services Ltd
(continued)

In connection with our audit of the financial statements, our responsibility is to read the other information and, in
doing so, consider whether the other information is materially inconsistent with the financial statements or our
knowledge obtained in the audit, or otherwise appears to be materially misstated. If we identify an apparent material
inconsistency or material misstatement, we are required to perform procedures to conclude whether there is a material
misstatement of the financial statements or a material misstatement of the other information. If, based on the work we
have performed, we conclude that there is a material misstatement of this other information, we are required to report
that fact. We have nothing to report based on these responsibilities.

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

Based on our work undertaken in the course of the audit, the Companies Act 2006 requires us also to report certain
opinions and matters as described below.

Strategic report and Directors' Report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic report
and Directors' Report for the year ended 31 December 2020 is consistent with the financial statements and has been
prepared in accordance with applicable legal requirements.

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

Responsibilities for the financial statements and the audit

Responsibilities of the directors for the financial statements

As explained more fully in the Statement of Directors' responsibilities, the directors are responsible for the preparation
of the financial statements in accordance with the applicable framework and for being satisfied that they give a true
and fair view. The directors are also responsible for such internal control as they determine is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error.

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

Auditors’ responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with
ISAs (UK) will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these financial statements.

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design procedures in
line with our responsibilities, outlined above, to detect material misstatements in respect of irregularities, including
fraud. The extent to which our procedures are capable of detecting irregularities, including fraud, is detailed below.

Based on our understanding of the company and industry, we identified that the principal risks of non-compliance
with laws and regulations related to breaches of UK Employment law requirements, and we considered the extent to
which non-compliance might have a material effect on the financial statements. We also considered those laws and
regulations that have a direct impact on the financial statements such as the Companies Act 2006. We evaluated
management’s incentives and opportunities for fraudulent manipulation of the financial statements (including the risk
of override of controls), and determined that the principal risks were related to the posting of inappropriate journals.
Audit procedures performed by the engagement team included:

11
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Independent auditors’ report to the members of Arch Europe Insurance Services Ltd
(continued)

e discussions with the Audit Committee, management and Internal Audit, including consideration of known or
suspected instances of non-compliance with laws and regulations and fraud;

e identifying and testing journal entries based on selected fraud risk criteria, in particular journal entries with
unusual account combinations or posted by unexpected users;

e evaluating the business rationale for any significant transactions identified outside the normal course of
business; and ' :

e designing audit procedures to incorporate unpredictability around the nature, timing or extent of our testing.

There are inherent limitations in the audit procedures described above. We are less likely to become aware of instances
of non-compliance with laws and regulations that are not closely related to events and transactions reflected in the
financial statements. Also, the risk of not detecting a material misstatement due to fraud is higher than the risk of not
detecting one resulting from error, as fraud may involve deliberate concealment by, for example, forgery or intentional
misrepresentations, or through collusion.

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

Use of this report

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

Other required reporting

Companies Act 2006 exception reporting
Under the Companies Act 2006 we are required to report to you if, in our opinion:

we have not obtained all the information and explanations we require for our audit; or
adequate accounting records have not been kept by the company, or returns adequate for our audit have not
been received from branches not visited by us; or
e certain disclosures of directors’ remuneration specified by law are not made; or
the financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this responsibility.

Kirstie Hanley (Senior Statutory Auditor)

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

21 May 2021



Arch Europe Insurance Services Ltd
Registered number 06645619

Profit and Loss Account
For the year ended 31 December 2020

Turnover
Administrative expenses
Operating profit

Interest payable and similar expenses

Profit before taxation

Tax on profit

Profit for the financial year

Statement of Comprehensive Income
For the year ended 31 December 2020

Profit for the financial year
Other comprehensive income

Other comprehensive profit for the year, net of tax

Total comprehensive profit for the year

All amounts reflect continuing operations.

The notes on pages 16 to 29 form part of these financial statements.
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2020 2019
Notes £000 £000

5 84,112 63,731

(81,227) (62,978)

6 2,885 753

1,410 1,609

4,295 2,362

11 (1,685) 490

2,610 2,852

2020 2019

£000 £000

2,610 2,852

2,610 2,852

2,610 2,852
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Balance Sheet
As at 31 December 2020

2020 2019
Notes £000 £000
Fixed assets
Intangible assets 13 2,245 1,113
Tangible assets 14 3,720 1,343
5,965 2,456
Current assets
Trade and other receivables 15 50,822 41,724
Prepayments and accrued income 1,906 1,838
Cash at bank and in hand 807 1,915
Deferred tax 12 788 2,080
54,323 47,557
. Creditors: amounts falling due within one year 16 (17,121) (12,768)
Net current assets 37,202 34,789
Total assets less current liabilities 43,167 37,245
Net assets 43,167 37,245
Equity
Called up share capital 17 30,500 30,500
Retained earnings 12,667 6,745
Total equity 43,167 37,245

The notes on pages 16 to 29 are an integral part of these financial statements.

The financial statements on pages 13 to 15 were authorised for issue by the Board of Directors on 20 May 2021 and
were signed on its behalf by:

74//2—;——
Jason Kittinger
Chief Financial Officer

Arch Europe Insurance Services Ltd
20 May 2021
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Statement of Changes in Equity
For the year ended 31 December 2020

Called up Capital Retained Total
share capital Contribution earnings

Notes £000 £000 £000 ) £000

Balance at 1 January 2019 5,000 - 1,937 6,937
Profit for the financial year - - 2,852 2,852
Capital contribution - 25,500 - 25,500
Share-based payments 10 - - 1,956 1,956
Dividends 19 - - - -
Balance at 31 December 2019 5,000 25,500 6,745 37,245
Profit for the financial year - - 2,610 2,610
Capital contribution - - - -
Share-based payments 10 - - 3,312 3,312
Dividends 19 - - - -
Balance at 31 December 2020 ,' 5,000 25,500 12,667 43,167

The notes on pages 16 to 29 form part of these financial statements.
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Notes to the Financial Statements
1 General information

Arch Europe Insurance Services Ltd is a UK-incorporated private company domiciled in England and Wales. The
Company was formed to provide services in the form of staff and facilities to Arch Insurance (UK) Limited (“AIUK”)
and Arch Underwriting at Lloyd’s Ltd (“AUAL”). The Company incurs all significant staff and facility costs and
pays suppliers on behalf of AIUK and AUAL and recharges these costs at a margin, to the aforementioned companies
as a secondment and service charge which is recognised as turnover.

The company is a private company limited by shares and is incorporated and registered in England and Wales. The
address of the Company’s registered office is 60 Great Tower Street, London, EC3R 5AZ.

2 Statement of Compliance

These financial statements have been prepared in compliance with United Kingdom Accounting Standards, including
Financial Reporting Standard 102, “The Financial Reporting Standard applicable in the UK and Republic of Ireland”
(“FRS 102”) and the Companies Act 2006.

3 Significant accounting policies

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

(a) Basis of preparation

These financial statements are prepared on a going concern basis, under the historical cost convention, as
modified by the revaluation of certain financial assets and liabilities measured at fair value through profit and
loss.

The preparation of financial statements in conformity with FRS 102 requires the use of certain critical
accounting estimates. It also requires management to exercise its judgement in the process of applying the
Company’s accounting policies. The areas involving a higher degree of judgement or complexity, or areas
where assumptions and estimates are significant to the financial statements, are disclosed in Note 4.

(b)  Going concern

The Directors have an expectation that the Company has adequate resources to continue in operational
existence for the foreseeable future. For this reason, they continue to adopt the going concern basis in preparing
the financial statements.

(c¢) Exemptions for qualifying entities under FRS 102

The Company’s financial results are included in the consolidated financial statements of Arch Capital Group
Ltd. As permitted by FRS 102, the Company has taken advantage of some of the disclosure exemptions
available under the FRS 102 section 1.12. The following exemptions have been applied in the preparation of
these financial statements, in accordance with FRS 102:

e The requirements of Section 7 ‘Statement of Cash Flows’ and Section 3 ‘Financial Statement
Presentation’ paragraph 3.17(d), on the basis that the Company is a qualifying entity and the
consolidated statement of cash flows included in the consolidated financial statements of its ultimate
parent company includes the Company’s cash flows.

e The requirements of Section 26 ‘Share-based Payment’ paragraphs, 26.18(b), 26.19 to 26.21 and
26.23 (details of the number and weighted average exercise prices of share options, and how the fair
value of goods or services received was determined), on the basis that it is a qualifying entity that is:

(i) a subsidiary, the share-based payment arrangement concerns equity instruments of another
group entity;

(ii) an ultimate parent, the share-based payment arrangement concerns its own equity instruments
and its separate financial statements are presented alongside the consolidated financial statements
of the group;
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Notes to the Financial Statements (continued)

Exemptions for qualifying entities under FRS 102 (continued)
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and, in both cases, on the basis that the equivalent disclosures required by this FRS are included in the
consolidated financial statements of the group in which the entity is consolidated.

e The requirement of Section 33 ‘Related Party Disclosures’ paragraph 33.7 (key management
compensation).

Foreign Currency
Functional and presentation currency
The Company’s functional and reporting currency is pounds sterling.

These financial statements are presented in pounds sterling (“pounds” or “GBP”), which is the functional
currency of the Company, and are rounded to the nearest thousand unless otherwise stated.

Foreign currency

The results and financial positions of the non-functional currencies are retranslated into the functional currency
as follows:

< monetary assets and liabilities are retranslated at the closing rate at the balance sheet date;
< income and expenses are retranslated at the average rate of exchange during the year; and
« all resulting exchange differences are recognised through the non-technical account.

Secondment and service charge

Secondment and service charge are calculated on a cost incurred plus mark-up basis, which is defined in the
service and secondment agreement. The revenues arising from the secondment and service charge are credited
over the period in which they are earned or incurred.

Trade and other receivables

Trade receivables are amounts due for services performed in the ordinary course of business. These are
recognised initially at transaction price on the trade date at which the Company becomes a party to the contract
and where applicable are subsequently measured at amortised cost using the effective interest rate method.

Where trade and other receivables are due within one year they are classified as current assets. Otherwise they
are presented as non-current assets.

Creditors

Creditors represent obligations to pay for goods or services that have been acquired in the ordinary course of
business. These are recognised initially at transaction price on the trade date at which the Company becomes a
party to the contract and where applicable are subsequently measured at amortised cost using the effective
interest rate method.

Where creditors fall due within one year or less they are classified as current liabilities. Otherwise they are
presented as non-current liabilities.

Cash and cash equivalents

Cash and cash equivalents comprise cash balances and call deposits with original maturities of three months

or less. Bank overdrafts that are repayable on demand and form an integral part of the Company’s cash
management are included as a component of cash and cash equivalents.
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Notes to the Financial Statements (continued)

3 Summary of significant accounting policies (continued)

@

(i)

(iii)

Financial Instruments
The Company has accounted for financial instruments using Sections 11 and 12 of FRS 102.
Financial assets

Basic financial assets, including loans, trade receivables and cash and cash equivalents, are initially recognised
at transaction price, unless the arrangement constitutes a financing transaction, where the transaction is measured
at the present value of the future receipts discounted at market rate of interest.

Loans, receivables, cash and cash equivalents are initially recognised on the date that they are originated. All
other basic financial assets are recognised initially on the trade date at which the Company becomes a party to
the contractual provisions of the instrument.

Basic financial assets are recognised initially at cost and subsequently measured at amortised cost.

At the end of each reporting period, the Company’s basic financial assets are assessed for objective evidence of
impairment. If an asset is impaired, the impairment loss is the difference between the carrying amount and the
present value of the estimated cash flows discounted at the assets’ original effective interest rate. The impairment
loss is recognised in profit or loss.

If there is a decrease in the impairment loss arising from an event occurring after the impairment was recognised,
the impairment is reversed and the reversal recognised in the profit or loss.

The Company does not hold any financial assets classified as fair value through profit and loss.

The Company derecognises a financial asset when the contractual rights to the cash flows from the asset expire,
or it transfers the rights to receive the contractual cash flows on the financial asset in a transaction in which
substantially all the risks and rewards of ownership of the financial asset are transferred.

Any interest in transferred financial assets that is created or retained by the Company is recognised as a separate
asset or liability.

Financial Liabilities

Financial liabilities, including trade and other payables, bank loans, and loans from fellow group companies are
recognised initially at transaction price on the trade date at which the Company becomes a party to the contractual
provisions of the instrument.

Subsequent measurement is at amortised cost, using the effective interest rate method.

The Company derecognises a financial liability when its contractual obligations are discharged, cancelled or
expire. .

Offsetting

Financial assets and liabilities are offset and the net amount presented in the statement of financial position when,
and only when, the Company has a legal right to offset the amounts and intends to either settle on a net basis or
to realise the asset and settle the liability simultaneously.
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Notes to the Financial Statements (continued)

3 Summary of significant accounting policies (continued)

@

(k)

Taxation

The tax expense for the period comprises current and deferred tax recognised in the reporting period. Tax is
recognised in the profit and loss account, except to the extent that it relates to items recognised directly in
equity, in which case tax is also recognised directly in equity, as the case may be.

Current or deferred tax assets and liabilities are not discounted.
Current tax

Current tax is the amount of income tax payable or receivable in respect of the taxable profit for the year or
prior years. Current tax liabilities (assets) are measured at the amount of tax expected to be paid (recovered)
using the tax rates and laws that have been enacted or substantively enacted by the balance sheet date.

Management periodically evaluates the positions taken in tax returns with regard to situations in which
applicable tax regulation is subject to interpretation and, where appropriate, establishes provisions on the basis
of the amounts expected to be paid to the tax authorities.

Deferred tax

Deferred tax arises from timing differences that are differences between an entity’s taxable profits and its total
comprehensive income as stated in the financial statements. Timing differences arise from the inclusion of
income and expenses in tax assessments in periods different from those in which they are recognised in
financial statements.

Deferred tax is recognised in respect of all timing differences at the balance sheet date, with certain exceptions.
For instance, unrelieved tax losses and other deferred tax assets are recognised only to the extent that it is
probable that they will be recovered against the reversal of deferred tax liabilities or other future taxable profits.

Deferred tax is measured using the tax rates and laws that have been enacted or substantively enacted by the
balance sheet date that are expected to apply to the reversal of each timing difference.

Tangible Assets
Tangible assets consists of leasehold improvements, fixture and fittings and computer hardware.

(1) Recognition and measurement

Tangible assets are stated at cost less accumulated depreciation and accumulated impairment losses. Cost
includes the original purchase price, costs directly attributable to bringing the asset to its working condition for
its intended use, dismantling and restoration costs and borrowing costs capitalised.

(ii) Depreciation and residual values

Depreciation is calculated, using the straight-line method over the estimated useful lives of each part of an
asset and recognised in the profit and loss account. Leased assets are depreciated over the shorter of the lease
term and their useful lives.

The estimated useful lives for the current and comparative periods are as follows:

e Leasehold improvements Over the term of the lease (currently 10 years)
¢ Furniture and fixtures 5 years
¢ Computer hardware 3 years

Depreciation methods, useful lives and residual values are reviewed at each financial year-end and adjusted if
the conditions of the assets have changed. The effect of any change is accounted for prospectively.
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Notes to the Financial Statements (continued)

3 Summary of significant accounting policies (continued)
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(m)

Tangible Assets (continued)

(iii) Subsequent additions and major components

Subsequent costs are included in the assets’ carrying amount or recognised as a separate asset, as appropriate,
only when it is probable that future economic benefits associated with the item will flow to the Company and
the cost of the item can be measured reliably.

The carrying amount of any replaced components is derecognised. Major components are treated as a separate
asset where they have significantly different patterns of consumption of economic benefits and are depreciated

separately over their useful life.

Repairs, maintenance and minor inspection costs are charged to the profit and loss account during the financial
period in which they are incurred.

(iv) Derecognition
Tangible assets are derecognised on disposal or when no future economic benefits are expected. On disposal,

the difference between the net disposal proceeds and the carrying amount is recognised within ‘other operating
losses/gains’ in the profit and loss account.

Intangible assets

Intangible assets comprise computer software, which is measured at cost or deemed cost less accumulated
depreciation and accumulated impairment losses. Amortisation is recognised within the profit and loss account
on a straight-line basis over the estimated useful life of the computer software, which is 6 years.

Where factors, such as technological advancement or changes in market price, indicate that the residual value
or useful life have changed, the residual value, useful life or amortisation rate are amended prospectively to
reflect the new circumstances.

The assets are reviewed for impairment if the above factors indicate that the carrying amount may be impaired.

Employee benefits

The company provides a range of benefits to employees, including annual bonus arrangements, paid holiday
arrangements and a defined contribution pension plan.

Short term benefits

Short term benefits, including holiday pay and other similar non-monetary benefits, are recognised as an
expense in the period in which service is received.

Defined contribution pension plan

All employees are eligible to become members of a defined contribution Group Personal Pension Plan under
which the Company pays fixed contributions into a separate entity. Once the contributions have been paid the
Company has no further payment obligation. The contributions are recognised as an expense when they are

due. Amounts not paid are shown in accruals in the balance sheet.

The assets of the scheme are held separately from those of the Company in an independently administered
fund.
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Notes to the Financial Statements (continued)

3 Summary of significant accounting policies (continued)
(m) Employee benefits (continued)
Annual bonus plan

The company operates an annual bonus plan for employees. An expense is recognised in the profit and loss
account when the company has a legal or constructive obligation to make payments under the plan as a result
of past events and a reliable estimate of the obligation can be made.

(n) Leases

All leases entered into by the Company are classified as operating leases. Payments under the operating leases
are charged to the profit and loss account on a straight-line basis over the period of the lease.

(0)  Share-based payments

Share-based payment awards are granted by ACGL and recharges to the Company are expensed. The grant
date fair value of the Long-Term Incentive and Share Award Plan is recognised as an employee expense, with
a corresponding increase in equity, over the period that the employees unconditionally become entitled to the
awards. The amount recognised as an expense is adjusted to reflect the number of awards for which the related
service and non-market vesting conditions are expected to be met, such that the amount ultimately recognised
as an expense is based on the number of awards that do meet the related service and non-market performance
conditions at the vesting date. For share-based payment awards with non-vesting conditions, the grant date
fair value of the share-based payment is measured to reflect such conditions and there is no true-up for
differences between expected and actual outcomes.

In all schemes offered, the employees are granted or purchase the shares of ACGL, and the Company has no
obligation to settle the share-based payment. Therefore, all schemes are accounted for as equity-settled share-
based payment transactions.

(p) Share capital

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new ordinary
shares are shown in equity as a deduction, net of tax, from the proceeds.

(q) Provisions

Provisions are recognised when the Company has a present legal or constructive obligation 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.

Provisions are measured at the present value of the expenditures expected to be required to settle the obligation
using a pre-tax rate that reflects current market assessments of the time value of money and the risks specific
to the obligation. The increase in the provision due to passage of time is recognised as interest expense.

(r)  Dividend distribution

Dividend distribution to the Company’s shareholders is recognised as a liability in the financial statements in
the period in which the dividends are approved by the Company’s Directors. These amounts are recognised in
the statement of changes in equity.

4 Critical accounting estimates and judgments

The preparation of the financial statements in conformity with UK GAAP, requires management to make judgements,
estimates and assumptions that affect the application of accounting policies and reported amounts of assets, liabilities,
income and expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognised in the period in which the estimate is revised and in any future periods affected.

The areas of the Company’s business containing key sources of estimation uncertainty are the estimation of useful
economic lives for both tangible and intangible assets.
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Notes to the Financial Statements (continued)

4 Critical accounting estimates and judgements (continued)

(i) Useful economic lives of tangible assets

The annual depreciation charge for tangible assets is sensitive to changes in the estimated useful economic lives and
residual values of the assets. The useful economic lives and residual values are re-assessed annually. They are
amended when necessary to reflect current estimates, based on technological advancement, future investments,
economic utilisation and the physical condition of the assets. See Note 14 for the carrying amount of the property
plant and equipment, and note 3(k) for the useful economic lives of this asset.

(i) Useful economic lives of intangible assets

Where factors, such as technological advancement or changes in market price, indicate that residual value or useful
life have changed, the residual value, useful life or amortisation rate are amended prospectively to reflect the new
circumstances. The assets are reviewed for impairment if the above factors indicate that the carrying amount may be

impaired. See Note 13 for the carrying amount of the intangible assets, and note 3(l) for the useful life of this asset.

5 Turnover

2020 2019
£000 £000
Secondment and service charge 84,112 63,731
6 Operating Profit

2020 2019
£000 £000

Operating profit is arrived at after charging:
Depreciation 912 328
Amortisation 861 498

Operating lease rentals:

- Land and buildings 1,791 1,984

7 Auditors’ Remuneration

During the year, the Company obtained the following services from the parent company’s auditors at costs detailed
below. :

2020 2019
£000 £000

Fees payable to the Company’s auditors and their associates
for the audit of the Company’s annual financial statements 53 51
53 51
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8 Directors’ and Employees’ Costs
(a) Directors’ remuneration
All staff costs are recharged to either the parent company or fellow subsidiary companies. There were no transactions

between the Company and its Directors and Officers during the year ended 31 December 2020, which require
disclosure.

2020 2019
£000 £000
Directors’ Emoluments
Aggregate emoluments 1,855 1,060
Company pension contributions to money purchase schemes 24 35
1,879 1,095
2020 2019
£000 £000
Highest paid Director (included above)
Aggregate of emoluments and awards under long term incentive schemes 1,431 680
Directors’ pension contributions 10 16
1,441 696
2020 2019
Number Number
Number of Directors who received shares in ACGL 2 3
Number of Directors participating in money purchase scheme 2 3
Number of Directors who exercised share options 2 1

The highest paid Director received share allocations during the year under a long-term incentive scheme and also
exercised options.

(b) Staff Costs

The monthly average number of persons employed by the Company (including Executive Directors) during the year,
analysed by category, was as follows:

2020 2019
Number  Number
Underwriting 284 294
Administration and Finance 184 127
Claims 36 24
504 445
2020 2019
£000 £000

The aggregate payroll costs of these persons were as follows:
- Wages and salaries 35,018 30,233
- Social security costs 5,247 3,918
- Other pension costs 3,416 3,001
- Share-based payments 3,293 1,956

46,974 39,108
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9 Pensions

The Company contributes to a defined contribution Group Personal Pension Plan. The assets of the scheme are held
separately from those of the Company in an independently administered fund. There were no unpaid contributions
outstanding at the end of the year (2019: nil).

10 Share-Based Payments

The Company has a Share Award Plan intended to provide for competitive compensation opportunities, to encourage
long-term service, to recognise individual contributions and to reward achievement of performance goals. The Plan
is intended to promote the creation of long-term value for shareholders by aligning the interests of valued staff with
those of shareholders. The Plan provides for eligible employees and Directors to be granted stock options, stock
appreciation rights, restricted shares, restricted share units payable in common shares or cash, share awards in lieu of
cash awards, dividend equivalents and other share-based awards. These are awarded by ACGL not the Company.

The share awards generally vest over a 3 year period with one third vesting on the first, second and third anniversaries
of the grant date. In addition, in November 2012 the Company issued off-cycle stock options and stock appreciation
rights to certain employees, which will cliff vest on the fifth anniversary of the grant date. Option awards have a 10
year contractual life.

The share awards outstanding at 31 December 2020 have an exercise price in the range of $11.30 to $42.42 (2019:
$8.34 to $32.67) and a weighted average contractual life of 5.35 years (2019: 5.50 years).

The weighted average share price at the date of exercise for share awards exercised in 2020 was $37.00 (2019 $37.90).

The Company also has an Employee Share Purchase Plan (the “ESPP”). The purpose of the ESPP is to give employees
of ACGL and its subsidiaries an opportunity to purchase common shares through payroll deductions, thereby
encouraging employees to share in the economic growth and success of ACGL and its subsidiaries. The ESPP
provides for consecutive six-month offering periods under which participating employees can elect to have up to 20%
of their total compensation withheld and applied to the purchase of common shares of the Company at the end of the
period. The purchase price will be 85% of the fair market value of the common shares at the beginning of the offering
period. The maximum number of shares that may be purchased by an employee in any offering period is 3,000 shares.
In addition, a participant’s right to purchase stock under the ESPP cannot accumulate at a rate in excess of USD
$25,000 per calendar year.

The charge to the Profit and Loss account in respect of share-based payment transactions and the corresponding credit
to equity was £3.293m (2019: £1.956m).
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11 Tax on profit

Tax (income) / expense included in profit or loss: 2020 2019
£000 £000

Current tax:
- UK corporation tax on income for the year 393 -
- Adjustments in respect of prior years - -
Total current tax income 393 -

Deferred tax (Note 12):

- Origination and reversal of timing differences 495 (604)
- Adjustments in respect of prior years 932 24
- Impact of change in UK tax rate (135) 90
Total deferred tax (income) / expense 1,292 (490)
Tax on profit on ordinary activities 1,685 (490)

Reconciliation of tax charge

The tax (income) / expense for the year is lower (2019: lower) than the standard rate of corporation tax in the United
Kingdom for the year ended 31 December 2020 of 19% (2019: 19.00%).

The differences are explained below: 2020 2019
£000 £000
Profit on ordinary activities before taxation 4,295 2,362
Profit at the standard rate of UK corporation tax 816 449
Effects of:
- Expenses not deductible for tax purposes 65 72
- Impact of change in UK tax rate (135) 90
- Adjustments in respect of prior years 932 24
- Permanent differences on share options and restricted stock . (267) (1,125)
- Deferred tax not recognised on share options and restricted stock 338 -
- Foreign exchange differences (64) -
Total tax (income) / expense for the year 1,685 (490)

Tax rate changes
The UK corporation tax rate applicable for the year is 19% (2019:19%).

In the Spring Budget on 11 March 2020, the UK government announced that from 1 April 2020 the main rate of
corporation tax would be maintained at 19% (rather than reduced to 17%, as previously enacted). The retention of this
tax rate was enacted by Finance Act 2020 on 22 July 2020.

Deferred taxes at the balance sheet date have been measured using the enacted tax rates, and are reflected in these
financial statements.

On 3 March 2021, the UK government announced that it intended to increase the main rate of corporation tax to 25%
for the financial years beginning 1 April 2023. This new rate will not be substantively enacted until the House of
Commons passes the Finance Bill later this year. Had this rate change already been enacted, the value of the
unrecognised deferred tax assets would increase by £249k.
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12 Deferred Tax

Deferred tax consists of the following recognised deferred tax assets / (liabilities):

2020 2019
£000 £000
Trading losses - 142
Decelerated capital allowances 88 464
Share-based payments 700 1,474
Deferred tax assets 788 2,080
Deferred tax liabilities - -
Net deferred tax assets 788 2,080

The movement in deferred tax assets and liabilities during the year is as follows:
Unrelieved Decelerated Share-based Total

trading capital payments
losses  allowances

£000 £000 £000 £000
At | January 2020 142 464 1,474 2,080
Credited / (charged) to the profit and loss account (142) (376) (774) (1,292)
At 31 December 2020 - 88 700 788

The deferred tax assets are likely to be realised after more than one year as the timing differences reverse.

The amount of the net reversal of deferred tax assets expected to occur next year is £250k, relating to the partial
utilisation of carried-forward trading losses and the reversal of some of the existing timing differences on tangible

fixed assets.
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13 Intangible Assets

Computer software

under service contract Total
£000 £000
Book cost:
At | January 2020 7,439 7,439
Additions 1,993 1,993
At 31 December 2020 9,432 9,432
Accumulated amortisation:
At 1 January 2020 6,326 6,326
Charge for the year 861 861
At 31 December 2020 . 7,187 7,187
Net book value:
31 December 2020 2,245 2,245
31 December 2019 1,113 1,113
14 Tangible Assets
Leasehold Furniture and Computer Total
Improvements Fixtures Hardware
£000 £000 £000 £000
Book cost:
At 1 January 2020 628 663 1,659 2,950
Additions . 199 652 2,438 3,289
At 31 December 2020 827 1,315 4,097 6,239
Accumulated depreciation:
At 1 January 2020 218 390 999 1,607
Charge for the year 123 184 605 912
At 31 December 2020 341 574 1,604 2,519
Net book value:
31 December 2020 486 741 2,493 3,720
31 December 2019 410 273 660 1,343
The assets are capitalised and depreciated over their estimated useful life based on original cost.
15 Trade and Other Receivables
2020 2019
‘ £000 £000
Due within one year:
Amounts owed by group undertakings 15,525 6,466
Other Debtors 2,353 1,133
17,878 7,599
Due after one year:
Intercompany Loan 32,944 34,125
32,944 34,125

On 1 January 2019, the Company entered into a loan agreement with Arch Intermediaries Group Limited. The loan is

repayable on 31 December 2028 and interest is charged at the rate of 5%.
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16 Creditors: amounts falling due within one year

2020 2019
£000 £000
Amounts falling due within one year:
Amounts owed to group undertakings 4,207 4,467
Accruals and deferred income 12,914 8,301
17,121 12,768
17 Called Up Share Capital
2020 2019
£000 £000
Authorised
5,000,000 (2019: 5,000,000) Ordinary shares of £1 each 5,000 5,000
Issued and fully paid
5,000,000 (2019: 5,000,000) Ordinary shares of £1 each _ 5,000 5,000

18 Operating Lease Arrangements

At the balance sheet date, the Company had outstanding commitments for future minimum lease payments under
non-cancellable operating leases, which fall due as follows:

2020 2019
£000 £000
Later than one year 1,926 2,553
Not later than five years 5,680 8,781
7,606 11,334
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19 Controlling Parties
The immediate parent undertaking is Arch Insurance (UK) Limited (“AIUK”).

The ultimate parent undertaking and controlling party is Arch Capital Group Ltd., a company incorporated in
Bermuda.

Arch Capital Group Ltd is also the parent undertaking of the largest group of undertakings for which group financial
statements are drawn up and of which the Company is a member.

Copies of the consolidated financial statements of Arch Capital Group Ltd can be obtained from The Secretary, Arch
Capital Group Ltd., Waterloo House, Ground Floor, 100 Pitts Bay Road, Pembroke HM 08, Bermuda.

The smallest group of undertakings for which group financial statements are drawn up, and of which the Company is
a member, is Arch Reinsurance Ltd, a Bermuda-based company.

20 Related Party Transactions

Key management personnel and Director transactions

There were no transactions between the Company and its Directors and Officers during the year ended 31 December
2020, which require disclosure other than those detailed in Note 8 (2019: nil).

Other related party transactions

The Company was formed to provide services in the form of staff and facilities to AIUK and AUAL. The Company
incurs staff and facility costs and recharges them to AIUK and AUAL. The Company also has related party
transactions with Arch Capital Group Ltd., Arch Insurance Group Inc., a US service company, Arch Investment
Management Ltd.,, a Bermuda-based company providing investment management services, Arch International
Services Inc., a US service company, Arch Underwriters Europe Limited UK branch, the UK establishment of an Irish
company that acts as an intermediary and provides support staff to other Arch group companies, and Arch Reinsurance
Ltd.

The Company has taken advantage of the exemption from disclosing the Company’s related party transactions in
paragraph 33.1A of FRS 102 therefor no further disclosure is required.
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