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in execution and our people.
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Ten good reasons to work at Hiscox

Recently, we have been thinking a lot about what makes Hiscox a great
place to build a career. We have been talking to our people, newcomers
and old-timers; reading our reviews, both good and bad; and seeing how
we stack up against the competition. We have distilled this into ten points
which we think uncover one of our best-kept secrets —what it’s really like
to be part of our remarkable team.

See page 29.
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Financial highlights

98.8%

Combined ratio excluding FXin a year
of historic catastrophes.

29.0p

Total ordinary dividend per share
up by 5.5%.

£2,549.3m

Gross premiums written increased
by 6.1%.

Combined ratio excluding FX (%)

Ordinary dividend (p per share)

Gross premiums written (£m)

90.6 988 27.5 29.0 2 4006 2,549.3
2016 2017 2016 2017 2016 2017
Group key performance indicators*

2017 2016
Gross premiums written (£m) 2,549.3 2,402.6
Net premiums earned (£m) 1,874.5 1,675.0
Profit before tax (£m) 30.8 354.5
Profit before tax excluding foreign exchange (£m) 93.6 2021
Profit after tax (Em) 26.3 337.0
Earnings per share (p) 9.3 119.8
Total ordinary dividend per share for year (p) 29.0 27.5
Net asset value per share (p) 618.6 649.9
Combined ratio (%) 99.9 84.2
Combined ratio excluding foreign exchange (%) 98.8 90.6
Return on equity (%) 1.5 23.0
Investment return (%) 2.0 1.9
Reserve releases (£m) 251.5 213.0

*Additional performance measures are discussed on page 28.

2 Hiscox Ltd Report and Accounts 2017



2 Strategic report

Why invest in Hiscox?

Hiscox is a diversified international insurance group with a consistent,
long-held strategy that provides opportunity throughout the insurance
cycle. We are a uniquely balanced insurer with a powerful brand,
strong balance sheet and plenty of room to grow.

Our strategy

Building balance — a symbiotic relationship

Total Group controlled income for 2017 (%)

Our success is due to our long-held strategy:

—— to use our underwriting expertise
in Bermuda and London to write
larger premium, volatile or
complex risks;

—— to build distribution in the UK,
Europe, USA and Asia for our
specialist retail products;

—— to protect and nurture our
distinctive culture by recruiting
the best people, and by focusing
on organic growth.

This strategy provides opportunities
throughout the insurance cycle, allowing
us to deliver in the short, medium and
long term.

Long-term shareholder value
Hiscox has always had a focus on
creating long-term shareholder value
with a progressive dividend policy.

Over the last five years ROE averaged
15%, well above the FTSE All-Share
average of 9%. This performance has
enabled the Company to distribute
£742 million to shareholders since
2013, and deliver a total shareholder
return of 280% — well above the FTSE
All-Share of 74%.

Big-ticket business

—— Larger premium, globally traded,
catastrophe exposed business
written mainly through Hiscox

London Market and Hiscox Re & ILS.

—— Shrinks and expands according
to pricing environment.

—— Excess profits allow further
investment in retail development.

Retail business

—— Smaller premium, locally traded,
less volatile business written mainly
through Hiscox Retail.

—— Growth between 5-15% per annum.

—— Pays dividends.

—— Specialist knowledge differentiates
us and investment in brand builds
strong market position.

—— Profits act as additional capital.

Hiscox Ltd Report and Accounts 2017 3
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Why invest in Hiscox?

The Hiscox Group employs more than 2,700 people across 14
countries and 32 offices. Our operations span every continent and
we are not overly reliant on any one of our divisions for the Group’s

overall profits.

Operational highlights

A track record
of profitable growth

Hiscox Retail

Now the single biggest segment in the
Group, driving growth and profits and
covering the dividend for the second
yearin arow.

Hiscox Retail

Standout performance from
Hiscox USA, with premium growth
of 29% in constant currency.

29%1*

Over the last five years the Hiscox
Group has:

increased gross written premiums by
50% to

£2.55bn

Hiscox London Market

Taken decisive action in areas like political
risks, healthcare, extended warranty and
auto physical damage business, where
results were marginal.

Hiscox London Market

Focus on growth in investment lines such
as cyber, product retail, general liability
and flood — where our award-winning
FloodPlus product differentiates us.

achieved compound dividend growth of

returned capital to shareholders of

£742m

Hiscox Re & ILS
Increasingly material ILS player, now with
US$1.5 billion assets under management.

US$1.5bn
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Hiscox Re & ILS

Launch of new US flood product,
FloodXtra, positions us well in a
deregulating US flood market.

delivered an average combined ratio of

reported average return on equity of

15.4%
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Why invest in Hiscox?

We have invested significantly in creating a unique culture that
reflects our values and customer-focused ethos, and a powerful,
differentiated brand which our target clients can identify with.

A unique culture

The excellence of our people has been a
crucial factor in our continuing success.
Their expertise, courage and dedication
continue to drive our reputation for quality
and professionalism. In return, we strive to
provide them with a working environment
in which they can flourish.

In our annual global employee
engagement survey we looked at how
connected employees feel to Hiscox,
their managers, their teams and their
roles. Hiscox enjoys very high employee
engagement, which averages in the

top quartile of over 200 companies
worldwide. Of our employees, 88% said
they are proud to work for us, while 93%
said they believe in our corporate values.

Hiscox Ltd Report and Accounts 2017 7
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Why invest in Hiscox?

We are market leaders in many of the sectors in which we operate,
while our commitment to provide clients with quick responses,
clear coverage and superb service is at the heart of everything

we do. In 2017 it resulted in us receiving a number of accolades.

Award wins

Hiscox Group

—— Robert Childs received the Judges
Award for Contribution to the
Industry at the Reactions London
Market Awards 2017.

—— Bronek Masojada received the
CEOs’ CEO award at the Insurance
Times Awards 2017 and Insurance
CEO of the Year at the Reactions
London Market Awards 2017.

—— One of Management Today’s
Top 12 Most Admired Companies
in Britain.

—— Glassdoor’s 8th Best Places
to Work 2018, as voted by
employees in the UK.

—— Bronze Award for Best Places to
Interview in the UK from Glassdoor.

)

Big-ticket business

—— Marketing Campaign of the Year for
the Hiscox Cyber Risk Protection
Campaign at the Reactions London
Market Awards 2017.

—— Underwriting Initiative of the Year for
FloodPlus, and Young Underwriter
of the Year award for Daniel Alpay,
at the Insurance Insider Honours
Awards 2017.

—— ILS Fund Manager of the Year at
the Reactions London Market
Awards 2017.

Retail business

—— UKInsurer of the Year, as voted for
by Bluefin brokers.

—— Hiscox Spain was voted Top Specialist
Insurer for Claims Service by members
of ADECOSE, the country’s largest and
most influential broker association.

—— UK Consumer Intelligence Award
for claimsin 2017, as voted for by
UK householders.

—— Hiscox USA was recognised as
Best in Class for Audio Advertising
at the Financial Communications
Society’s 23rd Annual Portfolio
Awards in New York for its six-part
podcast series, Points of Courage.

—— Hiscox USA’s 'mpossible
campaign received top honours
for integrated marketing at the
Business Marketing Association’s
Global Ace Awards 2017.

aQUuardswinner

Insurer CEO's CEO of the Year

BRITAINS
MOST

ADMIRED

GOMPANIES

2017118 WINNER
MT
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Why invest in Hiscox?

Our core values underpin a reputation we have earned for integrity
and decent behaviour in everything we do, which we firmly believe
Is good for the morale of staff and for the results of the business.

Our ethos

Challenging convention
Our values define our
business. At their heart
IS a restless spirit to
challenge convention in
our industry and ourselves
to always do better.

Courage Human

Do the right thing,

Fair, firm and
however hard

inclusive

Excellence
in execution
Consistent, timely,
efficient delivery

Quality
World-class where
it matters

Integrity

True to our word

Hiscox Ltd Report and Accounts 2017 9
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Chairman’s statement

Hiscox delivered a profit before

tax excluding foreign exchange of
£93.6 million (2016: £202.1 million)
in the most expensive year for natural
catastrophes ever, as hurricanes,
earthquakes and wildfires battered
insurers’ balance sheets. A solid
investment return and the balance
in our business mix sustained us.
Good underwriting and profits from
the retail businesses countered

the volatility of the big-ticket lines.
Our strategy is working.

Our retail businesses had a great year
and provided the lion’s share of profit
at £109.9 million (2016: £158.0 million).
Pleasingly, profits from Hiscox Retail
have exceeded £100 million for the
second consecutive year. Retail is
also the current growth engine of the
Group at 20.5%, with Hiscox USA

the standout performer increasing
gross written premiums by 29% in
constant currency.

In big-ticket lines, an extended

period of benign claims activity and
aflood of capacity had diminished
margins across the industry and we
reduced as planned in Hiscox London
Market and Hiscox Re & ILS. However,
following the catastrophes in the third
quarter, we adjusted course and
reworked our business plans to grow
as prices rose. On the whole we have
achieved good price rises in property,
casualty and catastrophe-exposed
lines, particularly in loss-affected
areas, and itis my opinion that

this momentum will continue

through 2018.

Our balance sheet remains strong
and the options we have mean we are
well placed to seize the opportunities
that this changing market is bringing.
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Financial performance

The result for the year ending

31 December 2017 was a profit before
tax excluding foreign exchange of

£93.6 million (2016: £202.1 million). Gross
written premium increased by 6.1% to
£2,549.3 million (2016: £2,402.6 million).
The combined ratio was 99.9%

(2016: 84.2%). Earnings per share
decreased to 9.3p (2016: 119.8p) and the
net asset value per share decreased to
618.6p (2016: 649.9p). Return on equity
was 1.5% (2016: 23.0%). We made a
good investment return of £87.3 million
(2016: £74.8 million), before derivatives
and fees, which equates to areturn

of 2.0% (2016: 1.9%) on total assets
under management.

| am pleased to announce afinal
dividend of 19.5p, a step up in the full
year ordinary dividend to 29p, which is
anincrease of 5.5%. The record date for
the dividend will be 11 May 2018 and
the payment date will be 12 June 2018.

The Board proposes to offer a scrip
alternative subject to the terms and
conditions of Hiscox Ltd’s 2016 Scrip
Dividend Scheme. The last date for
receipt of scrip elections will be

18 May 2018 and the reference price
will be announced on 29 May 2018.

Market

Back in January 2017 we tested the
London Market’s ability to withstand major
catastrophes with an industry-wide ‘dry
run’ exercise, which turned out to be timely.
We learnt a number of valuable lessons,
and at Hiscox we updated some of our
large loss processes, which stood us in
good stead for the events of the second half
of the year. It is the speed and agility of the
London Market to respond to major loss
events that makes or breaks its reputation,
and regulators are pivotal to that process.

We were pleased with the responsiveness
of Lloyd’s and other regulators.

People

| am also pleased with the progress we
have made at Board level in the past

three years. In 2017, we saw a number of
changes to both the Hiscox Ltd Board and
our Executive Committee, and both were
boosted by new skills and experience.

Following nine years of service, at which
point the UK Corporate Governance
Code deems them not independent,
Ernst Jansen and Gunnar Stokholm
stepped down from the Hiscox Ltd Board
in November. | would like to thank them
for their trusted counsel and wisdom,
which will be sorely missed by the Hiscox
Ltd Board. Our three new Non Executive
Directors on the Hiscox Ltd Board,
Michael Goodwin, Thomas Hurlimann
and Costas Miranthis, bring impressive
insurance industry experience gained
across Asia, Europe and Bermuda,
which will be valuable to our business.

Our Executive Committee was also
strengthened with two new members;
Kate Markham, who has moved from

our direct-to-consumer business into
Hiscox London Market where she is CEQ,
and Mike Krefta, who began his career
with us in reinsurance operations 15 years
ago, and is now CEO of Hiscox Re & ILS.
It was especially pleasing to recruit from
within for these roles; people build
careers here.

Itis our people who differentiate us

and our focus on building remarkable
teams is evident right across the Group.
Their enthusiasm, commitment and
fearlessness to challenge convention
drives us forward and | would like to
thank them for their focus and hard
work over the year.
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Robert Childs
Chairman

Cone Cli

Regulatory burden

[t’s hard not to feel tormented by
regulation. On the one hand we were
delighted by the response of our
regulators to our requests to grow

after recent catastrophes. However,

on the other hand, like many businesses
we are working hard to navigate
geopolitical issues such as Brexit, US
tax reform, General Data Protection
Regulation (GDPR) and New York’s
Cybersecurity regulation. At the same
time, insurers are managing the impact
of other incoming European regulations
such as the Insurance Distribution
Directive (IDD). On top of these important
and complex customer safeguards, our
industry has seen a host of new thematic
reviews. I'm all for progress, in fact one
of the Hiscox maxims is ‘there is always
a better way’, butimplementing these
changes in tandem drains resource from
the day-to-day endeavours of paying
claims, collecting premiums, serving
our customers and investing in building
our business. I'm sure lam not alonein
appealing for some reprieve from the
regulatory leapfrog while we deal with

SO many sizable global issues.

Outlook

The $140 billion of catastrophe

losses across the sector led to

capital destruction and reserve
deficits, and as a result the market

is turning. This is not an immediate
process; it comes about through

each difficult conversation, each

new quotation and each renewal.

We have been waiting for this, and

the good teams we have built and
innovative products we have developed
mean we are well placed to serve the
needs of more customers. Being an
underwriter in a changing market
brings out the battler in us, and I have
been proud of the resolve of our teams.

Our big-ticket businesses have a renewed
vigour, and our retail businesses continue
to shine. The balanced business we

have been building for over 20 years
continues to give us options throughout
the insurance cycle and there is significant
headroom to increase market share
across all our retail businesses. We see
plenty of opportunity to deliver profitable
growth and further value to shareholders.

Robert Childs
26 February 2018

Hiscox Ltd Report and Accounts 2017 9
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Chief Executive’s report

In 2017, the global insurance industry

was tested by hurricanes, earthquakes,
wildfires and more, and the estimated
US$140 billion insured loss makes it

the most expensive year for natural
catastrophes ever. After reserving net
US$225 million for these events, our profit
before tax excluding foreign exchange of
£98.6 million (2016: £202.1 million) reflects
the robustness of the strategy we have
pursued for many years. The steady
growth of our retail businesses and their
underlying profitability balanced the
thunder and lightning of the big-ticket lines.

2017 was another important lesson in the
need for flexibility in business, and | have
been proud of our resilience. The year
turned out to be an historic one for natural
catastrophes and it is at times like this that
reputations are won or lost. Paying valid
claims fast is what our business was built
for; if there were no claims, there would be
no need for insurance. Our teams around
the world have served our customers well.

Looking forward, we have seen rate rises
in big-ticket areas, though not as much

as we might have liked, but which have
allowed us to grow in areas such as flood
and property. Our retail businesses will
continue on their steady path. Across the
business we will invest to modernise our
infrastructure and offering for the digital
era, continue to build our brand and make
sure we adapt to a seemingly never-ending
set of regulatory and politically driven
changes. We have a zest for what lies
ahead, and see opportunities for profitable
growth in each of our business units.

| review each part of our businessin
turn below.

Hiscox Retail
Hiscox Retail continues to grow in
significance and this year generated 56%
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of the Group’s gross written premiums

at £1,423.9 million (2016: £1,181.4 million).
Comprising of Hiscox UK & Ireland, Hiscox
Europe and Hiscox International, it is the
single biggest segment in the Group, a
strong profit contributor, and differentiates
us from our peers. We continue to invest
heavily in our brand and our ongoing
investment in IT infrastructure in both the
UK and USA will support our ambitious
growth plans.

Our retail businesses delivered profits of
£109.9 million (2016: £158.0 million) and
a combined ratio of 94.6% (2016: 88.0%).
Growth in the USA remains impressive,
Hiscox UK & Ireland has done well at the
top and bottom line, and Hiscox Europe
had its best year ever — despite the
distraction of preparing for Brexit.

Small business insurance is now the
biggest single product line for the Group,
delivering almost £1 billion in gross written
premiums, and the profits from Hiscox
Retail have exceeded £100 million for

the second year in a row.

Hiscox UK & Europe

This division provides commercial
insurance for small- and medium-sized
businesses, typically operating in
white-collar industries, and personal lines
cover, including high-value household,
fine art and collectibles, and luxury
motor. These products are distributed via
brokers, through a growing network of
partnerships, and direct to consumers.

Hiscox UK & Ireland

Our most mature retail operation, Hiscox
UK &Ireland, increased gross written
premiums by 11.6% to £556.3 million
(2016: £498.6 million), with every region
contributing. The broker channel remains
a key driver, with the professional risks
and specialty commercial business

performing particularly well. We still have
plenty of room for growth in our existing
product areas. We have attracted new
business with our broadened appetite for
larger risks, and have also expanded the
range of professions we cover to include
milliners and other specialist retailers.

In the high net worth space, we agreed a
transfer deal with Aon for its high net worth
book of household insurance. In personal
lines we also focused on embedding the
products we launched in 2016, including
our renovations and extensions product
and our UK flood product, which have both
performed well. We have suffered from an
increase in escape of water claims arising
from burst pipes, which is a trend affecting
the industry. We are working with others
to see how we can help policyholders
mitigate this risk.

In the direct-to-consumer channel,
ourinvestment in IT infrastructure and
expanded underwriting appetite for
bigger risks are having a positive effect.
There is good organic growth in our core
direct commercial business, where we
are taking on more businesses at the
‘medium’ end of SME, and in direct home,
where we are taking on larger properties.
We established a new partnership with
Barclays, where we are providing home
insurance products to their Premier
customers, and are pleased to be the
insurance service provider for Plexal,

the new technology innovation centre in
London’s Queen Elizabeth Olympic Park.

The power and distinctiveness of the
Hiscox brand is an important driver

of our growth. We have seen good
improvements in all key brand measures
as the long-term benefits of a consistent
strategy and ongoing investment continue
to pay off. Inthe UK, we returned to TV
with a sponsored ten-part property
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Bronek Masojada
Chief Executive
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Hiscox Retail

o i
Gross premiums written 1,423.9 1,181.4
Net premiums earned 1,229.9 1,020.5
Underwriting profit 89.0 100.4
Investment result 22.8 30.4
Foreign exchange and other* (1.9) 27.2
Profit before tax 109.9 158.0
Combined ratio 94.6% 88.0%
Combined ratio excluding foreign exchange 94.5% 91.8%

*Includes impairments and accelerated amortisation.

series on Channel 4, ‘Best Laid Plans’,
to support our renovations and
extensions product.

| am pleased to say that the migration of
our commercial broker channel business
to anew IT platform is complete, with art
and private client business scheduled for
2018. The commercial team is already
benefiting from improved conversion,
pricing and service, and our underwriters
now have more time to spend with brokers
and work on complex risks. We have also
been able to insource our broker channel
back-office functions to our shared service
centrein Lisbon, which is already delivering
benefits in terms of quality and control.

Hiscox Europe

Hiscox Europe had its best year

ever in both growth and profitability,
delivering gross written premiums of
€245.3 million (2016: €218.4 million),

up 12.3% in constant currency. All
countries contributed to the underwriting
performance, with strong new business
and retention. Cyber, specialty commercial
and management liability products
continue to be key drivers of growth

and we continue to invest in them.

Germany and Spain performed particularly
well. In Germany, a focus on cyber and
classic car continues to deliver and the
business is achieving impressive 95%
retention rates. We also extended our
reach with a new sales branch in Frankfurt.

In Spain, we have focused on growing our
existing partnerships, through innovation in
products and services. We also launched
our new cyber product, Cyber Clear, with
promising early signs.

Hiscox France returned to growth after a
challenging 2016, driven by the professions
book and a focus on specialty commercial

schemes. New leadership is also having
a positive effect. In Benelux, we continue
to focus on professionals and specialty
commercial business, and to investin
our market-leading cyber offering.

Our mainland Europe business is
supported by our shared service centre
in Lisbon, where we now have a team of
about 230 people. Operations support
is mostly integrated with each individual
country to ensure as close an alignment
as possible, to overcome the tyranny

of distance.

Having initiated technology transformation
programmes in our retail businesses in the
UK and the USA, our attention will soon
turn to Europe. In 2018, we will begin the
planning for this task, with an expectation
that this will move to execution in 2019
when the UK programme is largely
complete. In the meantime, we are
re-launching our broker extranet sites
under the rubric ‘my Hiscox’ with
additional products and self-service
features to drive sales and service.

We have also deployed a state-of-the-art
CRM solution across our broker and direct
channels, as well as Robotics Process
Automation (RPA) to automate back-end
processing and even further improve our
service levels to brokers and partners.

Hiscox International

This division comprises Hiscox USA,
Hiscox Special Risks and DirectAsia.
Its revenues grew by 28.8% to
£654.3 million (2016: £508.1 million),
24.8% at constant currency.

Hiscox USA

Hiscox USA underwrites small- to
mid-market commercial risks through
brokers, partnerships and directly

to businesses online and over the
telephone. The business continues

Hiscox Ltd Report and Accounts 2017 ih
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to be a standout performer within

the Group, delivering excellent growth

of 28.8% in constant currency to
US$701.6 million (2016: US$544.8 million),
with all lines contributing. Hiscox USA
withstood the impact of the Q3 hurricanes
well, testament to the scale and resilience
we have built into the business.

Our direct and partnerships division,

the fastest-growing segment of

Hiscox USA, had another strong year.
We expanded our underwriting appetite
within partnerships into adjacent small
business segments, such as food
trucks and insurance agents. Our small
business operations continue to go from
strength to strength and we now have
more than 250,000 policies in force.

Growth in our broker channel business
was driven predominantly by professional
risks and general liability, where we are
seeing continued success in selling it
both as a stand-alone product and as
additional cover to existing clients.

New market participants in cyber have
led to increased competition and some
downward pressure on pricing, but

we are staying relevant through our
products and our expertise. We have
walked away from unprofitable business
in our programmes book, and will

remain opportunistic when it comes

to new business. Our entertainment
business is now established and
achieving scale, and our directors and
officers’ line has benefited from a sharper
focus on the most promising industries
and geographies.

We remain a small player in the US
insurance market, and the opportunity

is substantial. Our US team has done
extremely well to build a lead in the small
business segment, particularly online,
and has established strong partnerships.

12 Hiscox Ltd Report and Accounts 2017

Competition is increasing, but we will be
relentless in our investment in the brand,
our systems, products and teams.

The IT infrastructure project we are
undertaking to replace the existing

policy and claims administration system
is progressing well, and our direct
operations will be the first to benefit

from it. Much like the IT projects we

have completed in our UK business
though, these are multi-year programmes
that will create some operational stretch
for our teams.

Hiscox Special Risks

This business underwrites special risks
including kidnap and ransom, fine art and
executive security from offices in Cologne,
London, Los Angeles, Miami, Munich,
New York, Paris and St Peter Port.

The business delivered gross written
premiums of US$127.3 million

(2016: US$128.8 million), a decline of
1.2% in constant currency or a small
increase of 3.7% in Sterling terms,
which is a good result in intensely
competitive trading conditions.

The Security Incident Response product
we launched at the start of the year in

the UK, and have since rolled out to the
USA, Spain and Japan, differentiates

us and is creating a market where

none existed previously. It gives us
opportunities with a wider range of clients
who are focused on broader security
issues beyond kidnap exposure, such

as criminal threats, workplace violence,
corporate espionage and cyber extortion.
It also enables us to leverage additional
distribution channels such as directors
and officers’ brokers, and has been

very well received so far. We will look

at other opportunities to build on this
successin 2018.

£544 1m

Hiscox USA gross premiums written,
an increase of 29% in constant currency.

The Special Risks underwriting centre we
established is delivering material benefits
to the business by enabling underwriters
to spend more time underwriting
complex risks and pursuing new
business. The operating model is being
refined further with a focus on the USA
and technological innovation, which we
expect will provide further benefits.

DirectAsia

DirectAsia is a direct-to-consumer
business in Singapore and Thailand that
sells predominantly motor insurance.
Hiscox acquired the business in April
2014. Its premiums reduced to

£11.4 million (2016: £13.0 million), in
line with management expectations,
following the sale of our business in
Hong Kong in 2016. Our Thai business
operates as an agency and therefore is
not reflected in these figures.

Despite the extremely competitive
environment in Singapore the team is
attracting new business thanks to ongoing
investment in the brand, improving
conversion rates in our contact centres
and a more targeted approach to pricing.
We also extended our distribution in
conjunction with a local aggregator, and
established new partnerships with a
major vehicle inspection centre and with
Shell - both of which are already yielding
encouraging results. Product innovations
including cover for motorcycle delivery
riders and NCD60, a rewards system

for customers, have also enhanced

our proposition.

In Thailand, where we see significant
opportunity, we launched anew TV
campaign to raise brand awareness
among our target customers. We
continue to focus on marketing, including
anew social media campaign to leverage
the fact that Thais are among the
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Hiscox London Market

2017 2016

£m £m
Gross premiums written 581.7 726.0
Net premiums earned 435.7 4431
Underwriting loss (35.7) (2.9
Investment result 11.3 12.3
Foreign exchange and other* (11.8) 34.0
(Loss)/profit before tax (36.2) 44.0
Combined ratio 111.6% 90.7%
Combined ratio excluding foreign exchange 108.7% 99.4%

*Includes impairment.

biggest Facebook users in the world
on a per-capita basis.

The incremental gains we are making
in this business are as we expected,
and positive indicators of the direct and
partnership business we are building

in Asia.

Hiscox London Market

In ayear severely affected by natural
catastrophes, it is no surprise that
Hiscox London Market, which has a
focus on catastrophe exposed risks,
delivered a loss of £36.2 million
(2016: profit of £44.0 million), equal
to a combined ratio of 111.6%.

The market conditions facing Hiscox
London Market have been deteriorating
for some time, so in 2017 we shrank

our premium by almost £150 million to
£581.7 million (2016: £726.0 million).
This was not an across the board retreat,
but focused on lines like political risks,
healthcare and extended warranty/auto
physical damage where our results

were marginal. We worked hard to hold
market share in our core lines including
terrorism, household and commercial
property binders, and to progress in

our investment lines of cyber, US flood,
general liability, product recall and cargo.
We believe that this discipline is the key
to long-term outperformance.

Our original business plan for 2018 was to
continue to shrink, but the accumulation
of natural catastrophes caused a change
of plan. Our revised plan called for an
increase of Syndicate 33’s capacity from
2017 levels by £450 million to £1.6 billion.
Rate increases to date, while good for
loss-affected lines like US and Caribbean
property and elements of casualty, have
not been as strong as we anticipated, so
we will expand and expect to see Hiscox

London Market return to growth, but

not by as much as originally expected.

We continue to press for rate rises and the
underwriting discipline we exert now will
flow though to our bottom line over time.

Looking at each business area in turn:

Property

Our property division includes USA and
international commercial property, power
and mining risks, and USA catastrophe
exposed personal and small commercial
lines traded in the London Market.

The year started in a soft and softening
market for our property team, so we
reduced our big-ticket property account
while maintaining our personal and small
commercial lines where rates were under
less pressure. The losses of the second
half are driving up property pricing,
particularly in loss-affected accounts, and
we expect to grow materially here in 2018.

A new initiative in 2016 and 2017 was
our FloodPlus product which is a
commercial market alternative to the
government-backed National Flood
Insurance Program. Our underwriting
resolve and risk selection was tested

in Hurricane Harvey which caused
extensive flooding in Houston. We paid
losses, which is after all the product we
sell, but we see opportunities ahead.
We created a Lloyd’s consortium with
other leading players and in 2018 the
consortium will seek to grow this
award-winning product materially.

Marine and energy

Our marine and energy division includes
upstream energy, marine and energy
liability, cargo and hull risks.

Alllines were impacted by an ever
softening market in the first half of the year.

Losses from hurricanes Harvey,

Irma and Maria affected our hull and
cargo accounts in the second half.
To date, rate increases in these lines
have not been at the level expected,
so we will need to remain disciplined.

Marine liability had a good year,

with international performing
particularly well and rates increasing
slightly. We will look to increase our
position in this line as the business
renews throughout 2018.

Energy lines continue to experience
the knock-on effects of oil price
depression, and the impact of more
capacity than buyers. We continue
to seek out opportunities where the
terms are attractive.

Casualty

Our casualty division includes our
directors and officers’, cyber, professional
indemnity and general liability lines.

We have reduced in healthcare and
miscellaneous professional indemnity,
focusing instead on our investment lines of
directors and officers’, general liability and
cyber, where our market-leading teams
and products are having a positive effect.
Directors and officers’ and general liability
are seeing a welcome uptick in pricing,
and the cyber market continues to grow
substantially as global demand increases.

Specialty

This division includes our aviation,
contingency, terrorism, personal accident
and product recall business. The space
business moved into Hiscox MGA over the
course of the year, and we stopped writing
political risks business during 2017.

The soft market prevailed, particularly in
terrorism and personal accident, and we
were selective in these lines. Terrorism
remains a profitable class of business and
our market-leading position continues to
stand us in good stead.

Product recall is still a relatively new

line of business and there is some
overcapacity, but it remains an attractive
specialty area where we can add value
with niche expertise. Market losses have
helped to curtail rate reductions and we
have achieved good growth. We agreed
to buy the renewal rights to Liberty’s
London Market product recall book,
and we launched an aviation-focused
product that has been endorsed by the
Aircraft Builders Council as the product
recall policy of choice for its members.
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In 2018, we will focus onincreasing our
cross-sell opportunities, particularly in
marine and energy.

It was another difficult year for aviation,
where rates continued to fall, eroding

an already non-existent margin. We
significantly reduced our exposure to this
line during 2017 and in 2018 will withdraw
from aviation hull and liability underwriting.

Alternative risk

Last year | said we would materially
reduce our involvement with underwriting
agency White Oak in 2017, and we

kept to this plan —exiting the extended
warranty and auto physical damage
business. With the benefit of hindsight
our expansion into this area was a
mistake as we failed to achieve the
margins we expected.

We are now focused on portfolio
business, where we match our capacity
and experience with the expertise

of underwriters in niche lines that
complement our core appetite.

Hiscox MGA

Hiscox MGA underwrites and
distributes products where customers’
requirements for capacity exceed
Hiscox’s own risk appetite, or where
the team’s distribution focus allows

us to access business in local markets
around the world. It operates out of
London, Paris and Miami.

We focused on four core lines of
business in 2017: yachts and mega
yachts, South American-focused
property facultative reinsurance, space
(which moved into the MGA in 2017)
and terrorism. The team is steadily
developing the business and we think
that this will become a material
distribution arm for the Group.
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Hiscox Re & ILS

Hiscox Re & ILS comprises the Group’s
reinsurance businesses across the world
and ILS activity through our flagship ILS
funds. Our strategy of underwriting on
behalf of Hiscox and third-party capital,
whether they are insurance companies,
other syndicates or capital market
investors, is working well.

Gross written premiums for Hiscox Re
&ILS grew by 4.5% in local currency to
US$700.2 million (2016: US$670.0 million).
Net of cessions to supporting capital partners,
premiums reduced to US$293.6 million
(2016: US$306.2 million). The business
delivered a profit of US$25.5 million

(2016: US$155.9 million) and a 101.3%
combined ratio (2016: 53.0%), a good
result in the face of challenging trading
conditions. We benefited from our
non-catastrophe lines, fees on our
management of third-party funds and
some releases from catastrophes in

prior years.

Hiscox Re expanded its product suite
in 2017, with new cyber and flood
offerings. FloodXtra, a new product
developed using detailed topological
and weather analytics, allows us to
target the deregulating US flood market.
We see real opportunity to partner with
US personal lines carriers who wish

to enter this market. The product has
been in development for some time but
Q3 weather events have enabled us to
generate good, early interest. We will
continue to focus on these growing
lines of business in 2018.

Growth in US catastrophe reinsurance
has been especially pleasing, and helped
to offset the closure of our healthcare
business and reductions in retro and
casualty lines, where rates were under
more pressure. Property catastrophe

£53.6m

Investment in marketing and
brand building in 2017.

reinsurance makes up approximately
60% of gross written premium for Hiscox
Re &ILS. The team’s gross underwriting
performance was exceptional and

as aresult we were able to retain our
quota share support from insurers and
syndicates, and to replace those whose
appetite changed.

Hiscox Re ILS, our manager of capital
market funds which invest in insurance,
had a good year. We were able to attract
additional qualified investors and we
entered 2018 with US$1.5 billion of assets
under management. The professionalism
of the team was recognised when they
were awarded ILS Fund Manager of the
Year at the Reactions London Market
Awards 2017.

Catastrophe reinsurance pricing into
the key 1 January renewal season saw
average prices increase by 9%. There
were clear variations within this, with
loss-affected accounts seeing larger
increases. The increases were less than
we had expected and our aggregate
book will grow less than initially planned.
Itis clear though that rate decreases are
few and far between, so we think that
2018 will offer a better risk/reward
trade-off than 2017.

Growing in non-catastrophe lines will
be a focus for 2018, with opportunities
in cyber and casualty. The ILS team will
also be working with their insurance
colleagues to see how we can utilise our
access to both capital market investors
and primary insurance to create new
products and opportunities.

Claims

2017 will be remembered as one of the
most costly years in history for natural
catastrophes as a result of hurricanes
Harvey, Irma, Maria and Nate, Mexico
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Hiscox Re and ILS

2017 2016

£m £m
Gross premiums written 543.7 495.2
Net premiums earned 209.0 211.4
Underwriting profit 3.5 841
Investment result 21.7 10.1
Foreign exchange and other* (5.4) 21.3
Profit before tax 19.8 115.5
Combined ratio 101.3% 53.0%
Combined ratio excluding foreign exchange 98.9% 64.9%

*Includes finance cost.

earthquakes and California wildfires.
The total cost of these events to the
industry is estimated at in excess of
US$140 billion, and Hiscox established
net reserves of US$225 million to cover
the expected losses from them. We try
to take a prudent view when we create
these reserves, but as with many matters
in insurance, uncertainties remain. The
prudence of our team in reserving prior
catastrophes and individual claims
was demonstrated with the release of
£252 million (2016: £213 million) from
prior years. Shocks ininsurance are
normally negative, so it was pleasing

to demonstrate past prudence.

In retail lines, claims activity increased

to a more normal level after a very benign
2016. Inthe UK, in line with others in the
industry, we faced a veritable epidemic
of escape of water claims. It seems that
modern plumbing is not as robust as
older methods. Across the world we

are investing in retail claims capabilities.
We received over 74,000 claims
notifications (2016: over 63,000) and
paid out £294 million (2016: £248 million).
This ongoing increase is a welcome
by-product of the success of our

retail businesses.

Paying claims well is a core part of our
value proposition, so we are pleased
that our net promoter scores from
those who have had claims remain very
strong. In 2018, we are developing a
claims 2.0 plan to ensure we can scale
our claims and move to more digital
processes, without losing the personal
touch which is so important to our
customers who are going through
what is often a traumatic experience.

Marketing
At Hiscox we see marketing as a way
of amplifying the reputation we get from

dealing with each customer and broker
in a fair and reliable way. This amplification
is not cheap and in 2017 the Group

spent £54 million on marketing and
brand-building activity (2016: £42 million).
Our initiatives include the ‘I’'mpossible’
brand idea which ran on digital, press,
event, radio and even ‘in elevator’
mediums in the USA. Our US brand
awareness peaked at 44% during the
year (2016: 38%) and our ambition is to
reach the 70% we have in the UK. Our
new UK brand idea of ‘ever onwards’
was also launched in the year. This small
commercial-focused marketing drove a
double-digit increase in premiums.

We continued to activate a range of
sponsorship and partnership activity
across the Group, predominantly
focused on our core interest areas of art,
classic cars and technology. We set the
marketing and sponsorship budget for
the direct and partnership businesses
by reference to the acquisition costs in
the broker channel for similar products.
This means that as these businesses
grow, we expect to increase their
marketing budgets as well. There are
economies of scale, but we believe that
at the moment our long-term interests
are served by continuing on this path.

IT

We are continuing on our path of
replacing all our core retail systems.

In 2017, our UK broker channel moved
to the new system and in 2018 we expect
the high net worth business to follow
suit. The new system is allowing greater
automation of the underwriting process,
with attendant efficiency gains whose
benefit will begin to be seenin 2018.

We expect the programme to wind
downin 2019 at which time core
members of the team will switch

focus to Hiscox Europe.

In 2017, Hiscox USA began the preparatory
phase of its system replacement, entering
phase one in 2018. We now have over
250,000 small commercial customers,

50 the move to a more robust and digital
friendly platform is well timed.

As if all of these core systems
replacements were not enough,

we are also readying Hiscox for the
implementation of the General Data
Protection Regulation (GDPR), the New
York Insurance Department’s new cyber
regulations, achieving the UK’s cyber
essentials plus standard across the
Group, adapting our systems to Brexit
and supporting a finance transformation
process. Like all businesses today,
Hiscox cannot trade and grow profitably
without robust modern infrastructure, so
we are committed to completing these
programmes and other linked initiatives
even though, as previously stated, they
are increasing our expense ratio by 1%
in the short term.

Investments

The main objectives of our investment
portfolio, those of providing the liquidity
to pay claims and capital to support the
underwriting business, have come to
the fore this year. Having a conservative
approach has ensured that both these
aims have been comfortably met.
However, while we have steered a pretty
steady course with the portfolio since
the financial crisis, accepting the low
returns that have been available in the
safer part of the bond markets, we were
always prepared to take some risk,
mostly through an allocation to equities.
Following this strategy our investments
in 2017, before derivatives and fees,
made £87.3 million (2016: £74.8 million)
equating to areturn of 2.0% (2016: 1.9%).
Conventional wisdom always had it that
a negative environment for bonds would
be positive for equities and vice versa.
This correlation held true last year.

With our major government bond
benchmarks producing negative or very
low returns the contribution from fixed
income was predictably unexciting.
However, a strong year for equities

saw our modest allocation to risk
assets provide a significant portion of
our overall investment performance.
This is a good result that exceeded

our expectations.

The recovery from the crisis has taken
much longer than we expected but it
does seem that 2017 may prove to be a
turning point and that a return to a more
normal level of interest rates has started.
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Our bond portfolios have been positioned
accordingly and while those in Sterling
and Euros start from very low levels, we
are investing our US Dollar cash flow at
much higher yields than we have been
used to for some time. Portfolios such as
ours will be beneficiaries if interest rates
move higher in 2018 as we expect. The
so-called risk-free returns that we enjoyed
pre-crisis are still some way away but

at least we are taking steps in the right
direction. In the meantime, we continue
to resist the temptation to take more risk
and lower the quality of the portfolio.

Capital and external environment
Hiscox’s capital requirement is driven
by a mixture of the level needed to
provide the required security to our
customers and brokers, the expectations
of regulators around the world and
political decisions in the countries in
which we operate. Over the past two
years these factors have conspired

to drive an atomisation of our capital,
resulting in a consequent reduction of
diversification and increased capital
needs and cost. These trends

look likely to continue into 2018.

The first driver of atomisation and
increased cost is Brexit. We continue

to assume that freedom of services will
not last beyond Brexit date, and were
pleased that in January, Luxembourg’s
Commissariat aux Assurances approved
alicence for Hiscox S.A., our new

EU-27 insurance company. We have
begun preparations for a Part VIl transfer
of relevant policies and their associated
liabilities to this new entity. We aim to have
completed this by December 2018 to
provide continuity of cover to our clients
across Europe. This adaptation to

Brexit will cost Hiscox approximately
£12.5 million in one-off cost, and an
expected ongoing €2 million per annum.
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It will also lead to a temporary increase
in required capital of approximately
£50 million, with only 75% of this
moderating over time, due to the loss
of diversification in our capital base.

The second driver of atomisation is the
USA'’s recent Base Erosion Anti-Abuse
Tax (BEAT). The headline of this new law

is tax, but the bigger implication is the
difficulty Hiscox, and all other insurers not
headquartered in the USA, will have in
diversifying US risk with UK, European
and Asianrisks. This leads to higher USA
capital requirements, and a longer term
likely increase in cost to consumers. Hiscox
will experience an increased US capital
requirement of US$75 million as a result of
BEAT. In addition Hiscox has written down
its deferred tax asset by net US$4 million.

The third driver of capital is our collective
regulators. The financial crisis of 2008/09
continues to cast along shadow, so each
stress test or model improvement seems
toresultin a small incremental increase in
regulatory capital requirement. There is
little incentive for a regulator to say ‘we feel
you are more than adequately capitalised’.

The final driver is the rating agencies.
Hiscox is often referred to as a Lloyd’s
business, which is a fair reflection of
where we came from, but not of the shape
of our business today. Rating agencies
looked at us in the same category as pure
catastrophe writers, not giving credit to
the benefits of diversification that our

now substantial retail business brings.

I am pleased to report that in 2017, S&P
had a fresh look at Hiscox and moved us
from a high risk category to a medium risk
category. | hope that they, and the other
rating agencies, feel their judgement is
vindicated with Hiscox being profitable

in a year of US$140 billion of catastrophe
losses. This was a great piece of work by

our capital team using our new capital
model, and results in a lower capital
requirement for an unchanged rating.

Most of these influencers on capital levels
are not unique to Hiscox as they affect

all firms. In the short term the gradual
ratcheting up of capital requirements
depresses returns, but as economic
forces work through it is inevitable that
consumers’ costs will increase. That may
be a price worth paying for ever greater
protection of the government and the
taxpayer. At the macro level the taxpayer
and consumer are the same person, so

I hope that higher costs do not lead to
lower insurance penetration, thereby
causing other problems for the
government and taxpayer.

[tis testament to the strength and
flexibility of our business that Hiscox

is capable of paying the losses from

the 2017 hurricanes, of providing the
incremental capital driven by political
decisions, and funding the planned
increases in underwriting all from our
own resources. In 2018, we will continue
to review our capital and funding strategy
to ensure we retain significant financial
flexibility to react, adapt and take
advantage of opportunities that

arise from changing conditions.

Change inreporting currency

As previously announced, the functional
currency of some of our subsidiaries
including Syndicate 33, and the reporting
currency of the Group, will change to

US Dollars effective 1 January 2018.

This change will significantly reduce

the volatility of the Group’s earnings

due to foreign exchange movements,

in particular due to translation of foreign
currency balances. We will report to the
market on this new basis when disclosing
the Q1 Interim Management Statement in
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May 2018, and ahead of our interim results
we will publish comparative restated data
for our final and interim results of 2017.

Evolution of leadership

Itis a common market misconception
that the structure and leadership of
Hiscox is unchanging. This is not the
case. We seek to have a steady evolution
of our structure and leadership as we
look to marry personal plans with what

is needed to achieve our ambitions.

This year our organisation’s structure

has evolved, some of our pioneers are
departing and we have filled their roles
and created new roles with a mix of
internal talent and judicious external
recruitment. Our retail businesses now
account for 56% of our income and,

as this year’s results have shown, are
substantial contributors to our profits and
bring welcome resilience to our balance
sheet. Reflecting this, and recognising
their common challenges of creating a
compelling customer experience, driving
product innovation, creating scale ,and
leveraging expenses and digitising for the
modern age, we appointed Ben Walter,
CEO Hiscox USA to the newly created
role of CEO Hiscox Global Retail. Ben

will relocate to the UK in July and Hiscox
UK & Ireland, Hiscox Europe, Hiscox USA
and Hiscox Special Risks will report to him.
He will work alongside Joanne Musselle,
Chief Underwriter of Hiscox UK who was
promoted to the newly created role of
Chief Underwriter, Hiscox Global Retall

in January. Together they will work to
drive forward our retail businesses
across the world.

The next phase of growth for our US
businesses will depend on how we build
our presence and brand in the US market,
which is why Steve Langan, CEO of
Hiscox UK & Europe, and Chief Marketing

Officer for the Group will this year move

to take up the role of CEO Hiscox USA,
while retaining his Group marketing role.
Our ambition is to build a brand equal in
presence to what Hiscox has achieved in
the UK, and with Steve’s background in
consumer marketing and his experience
of leading the creation of our UK brand, he
is the best person to lead us to achieving
this ambition.

We welcomed two new appointments
to the Executive Committee, and it

was pleasing to recruit from within

for these roles. Mike Krefta joined the
Executive Committee in September

on his promotion to Hiscox Re & ILS
CEO, and Kate Markham, UK Head of
Direct, followed suit in November on her
appointment to the newly created role
of Hiscox London Market CEO. Mike
and Kate both bring fresh thinking and
technical and consumer expertise to the
Executive Committee. Jeremy Pinchin
returned to the UK from Bermuda,
relinquishing his roles as the founding
CEO of Hiscox Re & ILS and Group
Company Secretary to focus on his roles
of Group Claims Director and Executive
Committee member. He has also taken
on chairmanship of the Hiscox pension
scheme and Hiscox Special Risks. During
his time in Bermuda, Jeremy brought
together our London and Bermuda
reinsurance teams, drove the creation
of our ILS business and established
Hiscox Re &ILS as an innovative force

in the reinsurance industry.

Some Hiscox pioneers have left the
business. After 23 years of service to
Hiscox, Steve Camm, Hiscox Special
Risks CUQ, retired. Steve established
our Guernsey operations in 1998,
beginning with just one colleague in a
basement office, growing it to the centre
of our Special Risks operation. He was
relentless in his pursuit of a retail approach
to our kidnap and ransom underwriting
in the face of strong market opposition.
We will continue to benefit from his
experience as a Non Executive Director
to Hiscox Special Risks. Kevin Henry,
who has been underwriting kidnap and
ransom risks with Hiscox for nine years,
has stepped into his shoes.

David Astor has spent 15 years as our
Chief Investment Officer and is retiring
in March 2018. David’s steady nerve
during the financial crisis helped us
navigate turbulent markets and a low
interest rate environment. His measured
insight and expertise, dry humour and
understatement will be missed.

Alex Veys joined Hiscox in December
as the new CIO for the Group. Alex
brings a wealth of experience in
managing large and complex asset
management portfolios from 30 years
in investment management.

Just as Hiscox grows and evolves, so

do our people and our achievements
this year are down to their combined
efforts. | would like to thank all 2,700

of my colleagues for their endeavours
throughout the year. They have delivered
in challenging circumstances and their
collective desire to go the extra mile is
what drives Hiscox forward.

Outlook

2017 was a challenge for Hiscox and
the industry. Our balance, in product
and geography, has benefited our
policyholders and our shareholders.
As we look forward, this diversity,
from direct-to-consumer products,
to big-ticket and reinsurance lines as
well as insurance-linked strategies,
gives us the kind of options that we
didn’t have even ten years ago.

We have growth ambitions for all

our business units, but will remain
disciplined if prices are inadequate,

as demonstrated by the reductions

in Hiscox London Market in 2017. We
continue to see great opportunities in
retail, and our big-ticket businesses are
expected to return to growth as they
benefit from the current waves of market
dislocation and improvement in the pricing
environment. It is now more evident
than ever that the balanced business
we have been building for the last 20
years continues to give us opportunities
throughout the insurance cycle.

The business continues to work on major
projects; some we have chosen such

as the IT infrastructure upgrades, but
others, such as Brexit, GDPR, IDD and
new US cyber security regulations are
driven by external forces. The aggregation
of these projects is placing significant
demands on the business but they are all
necessary. | hope that 2018 will see these
reach a crescendo which will subside in
subsequent years.

Ourinvestments in people, products,
infrastructure and brand make a difference.
We will continue to leverage the opportunities
that come with a changing market and to
serve more customers.

Bronek Masojada
26 February 2018
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Building a balanced business

Hiscox enjoys a symbiotic relationship between more catastrophe
exposed, globally traded business, and less volatile, smaller premium,
retail business which gives us opportunities throughout the
insurance cycle.

Total Group controlled income for 2017
100% = £2,833 million

Big-ticket business Retail business

—— Larger premium, globally traded, catastrophe exposed —— Smaller premium, locally traded, less volatile business
business written mainly through Hiscox London Market written mainly through Hiscox Retail.
and Hiscox Re & ILS. —— Growth between 5-15% per annum.

—— Shrinks and expands according to pricing environment. —— Pays dividends.

—— Excess profits allow further investment in retail development.  —— Specialist knowledge differentiates us and investment

in brand builds strong market position.
—— Profits act as additional capital.

Specialty — kidnap and ransom,
contingency, personal accident
6%

Reinsurance Small commercial

22% 29%

Large property

6%

Casualty

5% Tech and
media casualty

5%

Specialty —terrorism,

product recall Art and private client

7% 12%

Marine and energy

5%

Small property
3%
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Gross premiums written at 100% level OHiscox Re &ILS M Hiscox UK & Ireland
(Em) M Hiscox London Market W Hiscox Europe
W Hiscox Special Risks
Hiscox USA
M DirectAsia
3,000
2,833
2,800 2,673
2,600
2,400
2,165
2,200
2000 1,924
1,792
1,713
1,800 1,671 1,664
1,600
1,407
1,400
1,200 1,083 1,111 1,105
1,000 I

800
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Actively managed business mix

Total Group controlled premium 2017: £2,833 million

(Period-on-period in local currency)

I | I | B |
Small Reinsurance Specialty Artand Property Marine Global
commercial private client and energy casualty
+23.0%* +8.9%* -33.2%+V +4.4%* -9.3%+V +5.2%* +7.3%1%
£972m
Professional
liabilities
Errorsand
omissions
Private directors
and officers’
liability
Cyber
Commercial
small package
Small
technology
and media
Healthcare
related £609m
Media and Non-marine
entertainment Marine
Aviation
Casualty
Specialty
£367/m
Kidnap and £331m
ransom _
Contingency el
Terrorism i £273m
AmSEn Commercial
Product recall lesste car oroperty
Personal
accident LU%UFY motor Onshore energy
Asian motor USA
homeowners £141m £140m
Meanneargilr;g ents Cargo sl
ﬁ]tematiogr]]al Rt s
property Energy liability omissions
Offshore energy | Large cyber
Marine liability General liability
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Actively managed key underwriting exposures

Boxplot and whisker diagram of Hiscox Ltd net loss (US$m) for certain modeled losses

January 2018
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This chart shows a modeled range of net loss the Group might expect from any one catastrophe event.
The white line between the bars depicts the modeled mean loss.

The return period is the frequency at which an industry insured loss of a certain amount or greater is likely to occur.
For example, an event with a return period of 20 years would be expected to occur on average five times in 100 years.

JP EQ-Japanese earthquake, US EQ - United States earthquake, EU WS — European windstorm, US WS — United States windstorm

Realistic disaster scenarios, Hiscox Ltd
The table below presents selected realistic disaster scenarios based on our book of business in force at 1 January 2018 and industry
data. Given the nature of the risks underwritten, the loss estimates may be materially different from those that arise depending on the
size and nature of the event.

Gross loss Netloss Netlossasa % Industry Return

Gross loss Net loss asa % of asa % of of insurance loss size period

SSm us$m total equity total equity industry loss USS$bn years

Japan earthquake 879.3 111.7 371 4.7 0.2 50 240
Gulf of Mexico windstorm 1,709.3 201.1 72.2 8.5 0.2 107 80
Florida windstorm 1,339.5 179.8 56.6 7.6 0.1 125 100
European windstorm 588.6 79.9 24.9 3.4 0.3 30 200
San Francisco earthquake 1,258.8 180.4 53.1 7.6 0.4 50 110
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Capital

Hiscox monitors its capital requirements based on external risk
measures and internal risk appetite.

Capital management

The Board is responsible for monitoring
the capital strength of the Hiscox Group
and ensuring that its insurance carriers
are suitably capitalised for regulatory

and ratings purposes, taking into account
future needs including growth where
opportunities arise.

We will continue to maintain a progressive
core dividend policy despite the significant
eventlosses incurred during 2017. Itis
testament to the Group’s strategy of
balance between the big-ticket and retail
businesses that we are able to do this.
The Group has proposed to increase the
final dividend by 2.6% to 19.5p, resulting
in a full year ordinary dividend of 29.0p
(2016: 27.5p), up 5.5%. Our focus on
efficient capital management means

the business remains well-positioned

to support growth in areas expected

to be profitable.

Capital requirements

Monitoring of the Group’s capital
requirements is based on both external
risk measures, set by regulators and rating
agencies, and our own internal guidelines
for risk appetite. A full description of the
requirements set by the regulators for

the most significant insurance carriers
isincluded in note 3.3 to the financial
statements. A brief explanation of the
primary internal and external capital
constraints at Group level is given below,
and presented in the chart on page 23.

The Group measures its capital
requirements against its available
capital. Available capital is defined by
the Group as the total of net tangible
asset value and subordinated debt.

The subordinated debt issued by the
Group is hybrid in nature, which means
it counts towards regulatory and
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rating agency capital requirements.

At 31 December 2017 available capital
was £1,892 million (2016: £1,970 million),
comprising net tangible asset value

of £1,617 million (2016: £1,695 million)
and subordinated debt of £275 million
(2016: £275 million).

The Group can source additional funding
from revolving credit and Letter of Credit
(LOC) facilities. Standby funding from these
sources comprised US$500 million at

31 December 2017 (2016: US$500 million),
of which US$10 million was utilised at

31 December 2017 (2016: US$10 million).

Rating agencies

Our ability to attract business, particularly
reinsurance, is dependent upon the
maintenance of appropriate financial
strength ratings from the leading rating
agencies: A.M. Best, S&P and Fitch.
These ratings are assigned based on
arange of factors, including business
model, risk management, framework
and financial strength. They are assigned
individually to the insurance carriers of
the Group, but capital adequacy is also
monitored by the rating agencies at the
consolidated Group level.

A.M. Best, S&P and Fitch have shared
their capital models with the Group. These
models calculate capital adequacy by
measuring available capital, after making
various balance sheet adjustments, and
comparing it with required capital, which
incorporates charges for premium, reserve,
investment and catastrophe risk. Our
interpretation of the results of each of these
models indicates we are comfortably able
to maintain our current ratings as set out

in note 3.3 to the financial statements.

The rating agency requirements shown
inthe chart on page 23 are consistent

with the Group’s own internal projections
of rating agency capital requirements.

Group regulators

As a Bermudian-registered holding
company, the Group is regulated by the
Bermuda Monetary Authority (BMA)

under the Bermuda Group Supervisory
Framework. The BMA requires Hiscox

to monitor its Group solvency capital
requirement and provide a solvency return
in accordance with the Group Solvency
Self Assessment framework (GSSA),
including an assessment of the Group’s
Bermuda Solvency Capital Requirement
(BSCR). The BSCR model applies factors
to premium, reserves and assets/liabilities
to determine the minimum capital required
to remain solvent throughout the year.

The GSSA is based on the Group’s own
internally assessed capital requirements
and is informed by the newly introduced
Group-wide Hiscox Integrated Capital
Model (HICM), which, together with the
BSCR, forms part of the BMA’s annual
solvency assessment. The HICM provides
a consistent view of capital requirements
for all segments of the business and at
Group level.

We are also required to publish a Financial
Condition Report (FCR), which sets out
details of the measures governing the
Group’s business operations, corporate
governance framework, solvency and
financial performance. The FCRis also
intended to provide additional information
about the Group’s business model,
enabling the public to make an informed
assessment on whether the business is
runin a prudent manner.

Internal capital requirements

The Group sets risk limits and tolerances
that reflect the amount of risk it is willing to
accept. To ensure good risk management,
our current exposure by key risk type

is monitored against these predefined
measures throughout the year.
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£1,892m

Available capital as at 31 December 2017.

Projected capital requirement

£1.89 billion available capital

Regulatory

A.M. Best S&P Fitch Hiscox Hiscox Bermuda
integrated integrated enhanced
capital model capitalmodel  solvency
(economic) (regulatory) capital

requirement

Rating agency assessments shown are internal Hiscox assessments of the agency capital requirements

on the basis of year-end 2017 results. Hiscox uses the internally developed Hiscox integrated capital

model to assess its own capital needs on both a trading (economic) and purely regulatory basis. All capital
requirements have been normalised with respect to variations in the allowable capital in each assessment for
comparison to a consistent available capital figure. The available capital figure comprises net tangible assets
and subordinated debt.

The largest driver of our capital is
underwriting risk. The Group manages
the underwriting portfolio so thatin a
1-in-200 aggregate bad year it will lose
no more than 12.5% of core capital plus
100% of buffer capital (£100 million) with
an allowance for expected investment
income. A market loss at this remote
return period would be very large indeed
and would be expected to bring about
increases in the pricing of risk. Our capital
strength and financial flexibility following
this scenario mean the Group would be
well positioned to take advantage of any
opportunities that might arise. After the
payment of the final dividend on 12 June
2018, the available capital will reduce to
approximately £1,836 billion, comfortably
meeting the current regulatory, rating
agency and internal capital requirements.
Our estimate of the year-end 2017 BSCR
solvency ratio is to exceed 225%. The
Group continues to operate with a strong
solvency position. In addition, each of the
subsequent insurance carriers hold
appropriate capital positions on a local
regulatory basis.
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Group financial performance
The strong performance of our retail businesses and solid
investment returns helped to offset catastrophe claims of
US$225 million and foreign exchange losses of £63 million.

The Hiscox Group delivered profit

before tax for the year of £30.8 million
(2016: £354.5 million), or £93.6 million
(2016: £202.1 million) excluding foreign
exchange gains/losses. Thisis agood result
given the number of natural catastrophes
that occurred in the second half of the
year, including the first Category 5 storm
to make US landfallin 25 years, with
hurricanes Harvey, Irma and Maria
generating net losses for the Group of
US$225 million. The Group will be reporting
in US Dollars from 1 January 2018, following
achange in functional currency of subsidiary
entities, which will reduce impact of the
volatility in the foreign exchange movement
in future periods. The investment return
improved slightly at 2.0% (2016: 1.9%)).
The Group recorded a post-tax return on
equity of 1.5% (2016: 23.0%) and earnings
per share of 9.3p (2016: 119.8p).

Net asset value per share decreased

by 4.8% to 618.6p (2016: 649.9p),

with net tangible asset value at 570.0p
(2016: 605.7p). The Board has declared
afinal dividend of 19.5p per share, to be
paid on 12 June 2018 to shareholders on
the register at 11 May 2017, taking the
total ordinary dividend per share for

the year to0 29.0p, an increase of 5.5%
(2016: 27.5p). The Group continues to
maintain a progressive dividend policy.

Gross premiums written of £2.5 billion
increased 6.1% year-on-year or, on a
constant exchange rate basis, 1.9%.
Strong growth continued in Hiscox
Retail, up 20.5% for the year, and now
accounts for 56% of the Group’s gross
premiums written — helping to offset the
expected decline in gross premiums
written in Hiscox London Market. The
Group’s combined ratio including foreign
exchange movements was 99.9%

(2016: 84.2%), or 98.8% (2016: 90.6%)
excluding the impact of foreign exchange.
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The underwriting performance for each
operating segment is detailed as follows.

Hiscox Retail

Hiscox Retail accounts for 56% (2016: 49%)
of the Group’s gross premiums written at
£1,423.9 million (2016: £1,181.4 million).
Gross premiums written for Hiscox UK
&lreland were up a healthy 11.6% at
£556.3 million (2016: £498.6 million).
Hiscox Europe’s gross premiums written
also grew, up 22.1% to £213.3 million
(2016: £174.7 million), or 12.3% in constant
currency. Hiscox USA was once again a
standout performer, with gross premiums
written up 36.0% to £544.1 million

(2016: £400.0 million), or 28.8% in
constant currency. Gross premiums
written within Hiscox Special Risks were
up to £98.7 million (2016: £95.2 million),
however down 1.2% in constant currency,
and DirectAsia contributed £11.4 million of
gross premiums written (2016: £13.0 million).

The net claims ratio increased to 45.2%
(2016: 38.4%) with increases in USA and
Special Risks after good returns in the
prior year. The increased claims ratio
also resulted in anincrease to the net
combined ratio which, excluding the
impact of foreign exchange, grew to
94.5% (2016: 91.8%). Careful expense
management resulted in the expense
ratio reducing to 49.3% (2016: 53.4%).
Profit before tax is £109.9 million

(2016: £158.0 million), but before foreign
exchange remains more consistent at
£110.3 million (2016: £120.7 million).
This result validates our long-held
strategy of building retail businesses
that provide balance to the more volatile,
catastrophe-exposed big-ticket lines.

Hiscox London Market

Gross premiums written reduced by 19.9%
to £581.7 million (2016: £726.0 million),

in line with expectations as we continued

to navigate ongoing soft market
conditions. This represents a 23.1%
decline (2016: 14.2% growth) in

local currency. The quota share
arrangements with Syndicate 6104
remained in place. The net claims

ratio increased to 70.1% (2016: 57.4%)
as aresult of the hurricane activity.

This also impacted on the combined
ratio which, excluding foreign exchange
movements, increased to 108.7%
(2016: 99.4%). The expense ratio
reduced 1o 38.6% (2016: 42.0%).

The loss before tax for the year was
£36.2 million (2016: profit of £44.0 million)
or, excluding foreign exchange losses,
was aloss of £24.5 million (2016: profit
of £9.0 million).

Hiscox Re & ILS

Gross premiums written increased by
9.8% to £543.7 million (2016: £495.2 million),
or 4.5% in constant currency. The claims
ratio increased to 71.0% (2016: 39.1%) as
aresult of the hurricane activity, as did the
combined ratio which, excluding foreign
exchange movements, increased to
98.9% (2016: 64.9%). Foreign exchange
had much less impact on the segment in
2017, but provided a positive impact of
11.9% to the combined ratio in 2016.

The expense ratio declined to 27.9%
(2016: 25.8%). Profit before tax reduced
to £19.8 million (2016: £115.5 million).

Hiscox Corporate Centre

The central investment portfolio returned
£25.5 million (2016: £17.9 million) during
the year. Foreign exchange movements
resulted in aloss of £46.5 million

(2016: profit of £57.2 million), due to the
Corporate Centre holding a significant
proportion of US Dollar assets to support
the underwriting activities of the managed
syndicates. As aresult, the loss before
tax was £62.6 million (2016: profit of
£37.0 million).
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Cash and liquidity

The Group’s primary source of liquidity

is from premium and investment income.
These funds are used predominantly to
pay claims, expenses, reinsurance costs,
dividends and taxes, and to invest in
more assets.

During 2017, the Group returned capital
to its shareholders of £76 million
(2016: £113 million).

Outflows for the year were £2.4 million
(2016: outflow of £123.8 million).

The Group paid £32.1 million of

tax during the year compared with

£6.1 million in 2016.

The Group had net cash inflows from
investing activities of £3.0 million
(2016: outflow of £31.0 million), with
continued underwriting software
development. Marketing expenses
remained a major component of our
expense base at £53.6 million during
the year (2016: £42.1 million).

Non-financial reporting statement

The details that relate to our non-financial
reporting statement can be found in the
corporate responsibility section on pages
4810 51.

98.8%

Combined ratio excluding
foreign exchange.

Group key performance indicators

2017

2016

Hiscox

Hiscox

Mhoal Mkt meais  Bonie Total "Remi kel mesis  “Bone i

Gross premiums written (£m) 1,423.9 581.7 543.7 - 2,5649.3 1,181.4 726.0  495.2 - 2,402.6
Net premiums written (£m) 1,298.9 376.2 189.1 - 1,864.2 1,092.0 4691 226.8 - 1,787.9
Net premiums earned (£m) 1,229.9 435.7 208.9 - 1,874.5 1,020.5 4431 211.4 - 1,675.0
Investment result (£m) 22.8 11.3 21.7 25.5 81.3 30.4 12.3 10.0 17.9 70.6
Profit/(loss) before tax (£m) 109.9 (36.2) 19.8 (62.6) 30.8 158.0 44.0 115.5 370 3545
Claims ratio (%) 45.2 70.1 71.0 - 54.9 38.4 57.4 39.1 - 44.2
Expense ratio (%) 49.3 38.6 27.9 - 43.9 53.4 42.0 25.8 - 46.4
Foreign exchange impact (%) 2.9 2.4 - 1.1 (3.8) (8.7) (11.9) - 6.4)
Group combined ratio (%) 94.6 111.6 101.3 - 99.9 88.0 90.7 53.0 — 84.2
2017 2016

Financial assets and cash’ (Em) 4.412.7 4,409.7
Other assets (£Em) 2,794.6 2,232.1
Total assets (£Em) 7,207.3 6,641.8
Net assets (£m) 1,754.4 1,818.4
Net asset value per share (p) 618.6 649.9
Net tangible asset value per share (p) 570.0 605.7
Adjusted number of shares inissue (m) 283.6 279.8

"Excluding derivative assets and insurance-linked securities funds.
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Group investments

Insurance events in 2017 have served as a reminder that the priority
for the investment portfolio is to provide liquidity to pay claims and
capital to support the business.

Group investment performance

31 December 2017

31 December 2016

Asset allocati%/[: Retug/: R({a:touég Asset aIIocati%Z Retugz Rgtoucgg
Bonds (£) 13.4 1.2 141 2.7
Bonds (US$) 54.2 1.5 54.6 1.7
Bonds (Other) 10.2 (0.1) 8.7 1.1
Bonds total 77.8 1.2 42,079 774 1.9 55,709
Equities 7.6 12.9 41,453 6.9 6.2 17,246
Deposits and cash equivalents 14.6 0.5 3,755 15.7 0.3 1,881
Actual return 2.0 87,287 1.9 74,836
Group invested assets £4,413m £4,410m

Before fees, derivative positions and investments in insurance-linked securities funds.

The Group’s invested assets at

31 December 2017 totalled £4.41 billion
(2016: £4.41 billion). A weaker US Dollar
and an increased level of claims
payments following the active storm
season left the assets under management
largely unchanged over the year. The
investment result, excluding derivatives
and fees, amounted to £87.3 million
(2016: £74.8 million) equating to a return
of 2.0% (2016: 1.9%). Investors took
the variety of political outcomes and
heightened geopolitical tensions during
the year in their stride focusing instead
on the positive development of global
growth which was generated without
any real signs of inflation. While a
prolonged absence of volatility
provided a supportive background

for equity markets, further moves by
Central Banks towards normalising
monetary policy led to amore
challenging environment for bond
investors. Given that bonds always
form alarge part of our portfolio,

we are pleased with the eventual
outcome which, boosted by a strong
return from our risk assets, exceeded
our original expectations.
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Bond markets in 2017 increasingly

had to contend with Central Bankers
withdrawing their monetary stimulus to
varying degrees. In the USA, Canada and
the UK there were a series of official rate
rises. The Federal Reserve increased the
federal funds rate three times as expected,
while the Bank of Canada and Bank of
England surprised markets somewhat with
their respective increases. Additionally,
there was a move by major central banks,
apart from the Bank of Japan, to prepare
investors for a reduction in their balance
sheets — so-called quantitative tightening.
The impact of the above in government
bond markets was for short-term yields
to rise over the year and yield curves
generally to flatten. The move to higher
yields gained traction in the second half
of the year as the two-year US Treasury
yield jumped from 1.3% to 1.9% with
equivalent UK gilt yields increasing from
0.1% to 0.5%. Against this background
short-dated government benchmarks

in Sterling, Euros and Canadian Dollars
delivered negative returns for the year
while the one- to three-year US
government benchmark returned

just 0.4%.

The positive result of 1.2% from our

bond portfolios therefore can be seen

as good. As ever, our bond returns are
driven largely by our holdings in the

US markets which comprise 70.7% of
our fixed income assets. Our managers
there performed well with gains of 1.5%.
Given the low, orin the case of Euros,
negative yields at the start of the year,

it was always going to be hard to make
money elsewhere. The reality, despite
outperforming benchmarks, is that

the Sterling and Euro portfolios (nearly
9.8% of our bonds) delivered negligible
returns. The outperformance against

the benchmarks has been dueto a

focus on income and the allocation to
non-government bonds where a further
compression in credit spreads added
value. While the move up in yields has
crimped returns recently, it is encouraging
for the future as new money is invested at
higher rates. The yield to maturity on the
bond portfolio for example has increased
from 1.3% at the end of 2016 to 1.6% at
the end of last year.

The concerns over valuations in equity
markets that prevailed 12 months ago
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Asset allocation

7.6%  Risk assets

14.7% Cash

77.7% Bonds

Bond currency split

1.9%  CAD and other

9.7% EUR

18.7% GBP

69.7% USD

U

Bond credit quality

0.8% BB and below

13.2% BBB

19.6% A

18.3% AA

0

13.7% AAA

34.4% Government

gave way during the year to optimism
that they would be justified by improved
earnings growth. This was driven by a
broad-based economic recovery and
reinforced latterly, in the USA at least, by
the potential benefits of tax reform. The
subsequent strength of equity markets
has seen our risk assets generate a 13%
return and contribute a significant portion
of the overall result. With less diversity in
sector performance our range of actively
managed funds have done better on an
absolute and relative basis than last year.
Our allocation to global funds produced
strong results and our selection of hedge
funds also bounced back from a period of
underperformance, beating the relevant
hedge fund index and contributing
usefully to the return. The performance
of funds investing in the UK market has
been more mixed but stayed in touch with
the benchmark which had a particularly
strong end to the year. At today’s levels,
concerns about equity valuations persist
but momentum remains in their favour.

Insurance events in 2017 have served

as areminder that the priority for the
investment portfolio is to provide liquidity
to pay claims and capital to support

the business. Our conservative stance
ensures that it has been in a good
position to fulfil both roles. Our secondary
objective is to maximise our investment
result in the prevailing market conditions
subject to a prudent risk appetite. Meeting
this objective has been increasingly
challenging in a world where asset prices
have been inflated by the extraordinary
levels of monetary support provided by
central banks. Inrecent years we have
resisted the temptation to stretch for

yield in the lower quality tranches of the
fixed income world but have retained an
allocation to equities which has served

us well in enhancing our investment
income. In bonds we have also
approached duration with caution to
protect us against the effect of rising
yields. Itis easy to forget that two-year
US yields have been rising steadily over
the last five years from a low of 0.18% to
1.9% at the end of December 2017. Our
US Dollar bond portfolios have made
positive annual returns throughout this
period and are now well positioned to earn
higher yields in 2018. Results from Sterling
and Euro portfolios are likely to remain
muted though. Overall, however, with

the tailwinds of liquidity beginning to
disappear, our current focus on quality
will remain. There will be better chances
ahead to take more investment risk.
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Additional performance measures (APMs)
APMSs are commonly used measures to allow comparison across

peer companies.

The Group has identified additional
performance measures (APMs) that are
not defined in accordance with Generally
Accepted Accounting Principles (GAAP),
being International Financial Reporting
Standards (IFRS), and may not necessarily
have standardised meanings for ease of
comparability across other organisations
inthe industry. These non-GAAP measures
are used within the financial statements.
The APMs are: profit excluding foreign
exchange gains/(losses), GWP growth

in local currency, combined claims and
expense ratios, return on equity, net
asset value pence per share and reserve
releases. These are commonly used
measures across the industry, and

allow the reader of the Annual Report

to compare across peer companies.

—— Profit excluding foreign exchange
gains/(losses)
This represents the profit for the
period after deducting foreign
exchange gains or adding back
foreign exchange losses in the
relevant period. This enables the
reader of these financial statements,
and the Group, to measure the
comparability of underlying
profitability without the volatility
of these positions. To obtain the
value, the reader of these financial
statements should remove the
foreign exchange gains/(losses), as
identified in the income statement,
from the profit for the period.

—— GWP growth in local currency
Gross written premium, as
reported in the consolidated income
statement, is measured in the
underlying currency and compared
to prior years on a constant currency
rate basis. This eliminates the impact
exchange fluctuations has on the
result and therefore allows a direct
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comparison between the years.
This is performed on a business
unit basis and gives an accurate
indication of premium growth
compared to prior years.

Combined claims and

expense ratios

The combined claims and expense
ratios are common measures
enabling comparability across the
insurance industry that measure the
relevant underwriting profitability of
the business by reference to its costs
as a proportion of its net earned
premium. The Group calculates the
combined ratio as if we owned all

of the business, including the 27.4%
of Syndicate 33 that the Group does
not own. The Group does this to
enable comparability from period

to period as the business mix may
change in a segment between
insurance carriers, and this enables
us to measure all of our underwriting
businesses on an equal measure.
The calculation is discussed further
in note 4, operating segments.

The combined ratio excluding
foreign exchange gains is calculated
as the sum of the claims ratio and
the expense ratio.

Return on equity (ROE)

As is common within the financial
services industry, the Group uses
ROE as one of its key performance
metrics. While the measure enables
the Company to compare itself
against other peer companiesin
the immediate industry, itis also a
key measure internally where it is
used to compare the profitability of
business segments, and underpins
the performance-related pay and
shared-based payment structures,
as discussed within the remuneration

policy report in the Annual Report
and Accounts. The ROE is shown in
note 6, along with an explanation of
the calculation.

Net asset value (NAV) pence

per share

The Group uses NAV pence per
share as one of its key performance
metrics. Thisis a widely used key
measure for management and also
for users of the financial statements
to provide comparability across
peers in the market. NAV pence per
share is shown in note 5, along with
an explanation of the calculation.

Reserve releases

Reserve releases are a measure of
favourable development on claims
reserves that existed at the prior
balance sheet date. It enables the
users of the financial statements

to compare and contrast our
performance relative to peer
companies. The Group maintains
a prudent approach to reserving,
to help mitigate the uncertainty
within the reserve estimates.
Therelease is calculated as the
movement in ultimate losses on
prior accident years between the
current and prior-year balance
sheet date, as shown in note 25, as
the result of better than expected
outcomes of the estimates booked
at the prior period close.
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Ten good reasons to work at Hiscox

Through talking to our people (hewcomers and old-timers), reading
our reviews (both good and bad), and seeing how we stack up
against the competition, we have created our very own ten good
reasons to work at Hiscox. Here’s what it’s really like to be part of
our remarkable team.

#1.

Work with smart people.

#4.

Take risks and grasp opportunities.

#1.

Work in an environment that inspires.

#10.

Work hard and have fun.

#2.

Be part of a strong culture that
challenges the status quo.

#3.

Drive your own learning
and development.

#8.

Earn benefits that help you plan for
the future.

#3.

Work for a business that cares
about people.

#0.

Enjoy a balanced life, inside and
outside of work.

#9.

Improve your well-being.
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Ten good reasons to work at Hiscox

#1. Work with smart people

Let’s start with a common perception of
insurance: thatit’s dull; a career for men
with university degrees, grey suits and
the lifelong ambition to sell insurance
policies; that you'll go to lots of meetings
and if you aren’tin one of those, you'll
be glued to a desk nine-to-five, all day.
Every. Single. Day.

While we admit there can be a fair bit of
desk time for many of us, that’s where
the accuracy of this insurance stereotype
ends. If we do have a ‘type’, it’s one
that’s based on attitude: Hiscox people
genuinely care for customers, for the
business and for each other. To thrive
here, you have to do the right thing no
matter how hard it might feel at the time,
and have the courage to challenge each
other and the status quo. We work hard
and are proudly high-achieving, and

we care about what Hiscox stands for.
While we all work in insurance now, we
have arrived from many different walks
of life and brought with us ideas and
influences from far beyond the industry.

“We share the same morals, but
different opinions; believe in the
same fundamentals, but practice
in an individual manner.”

#2. Be part of a strong culture that
challenges the status quo

That distinctive Hiscox attitude stems
directly from our long-held and practised
values: courage, quality, integrity,
excellence in execution and human.

In our most recent employee survey,
94% of employees said that they believe
in these values. That first one — courage
—is at the heart of our corporate culture:
arestless urge to challenge convention
and push for continuous improvement,
however high the hurdles.
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We expect our people to question things
rather than just passively conform, and
we believe it’s this spirit that keeps
employees interested, motivated and
engaged. A high proportion of our people
are here for the long term, and even when
others have left for pastures new, a good
number have found their way back to us.

“You'll love it if you enjoy being
empowered, want accountability,
are able to take ideas and make them
happen, and have passion for what
you do. You’'ll hate itif you like to

be told what to do and don’t have
passion for your work.”

#3. Work for a business that cares
about people

Hiscox people are treated as exactly that:
people. We asked new recruits (people
who had worked with us for less than
two years) what surprised them most
about working here and they told us it
was our approachable senior leaders
and the intelligent, friendly, caring nature
of our teams.

If you think working in insurance is about
being dictated to by large spreadsheets
and complex calculations, the way we do
business here might surprise you — the
numbers are important, of course, but
human thoughts, feelings and intuition
rule supreme.

“Although it can get a little hectic,
I’'ve never felt like I’'m on my own.”
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#1. Work with smart people
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#6. Enjoy a balanced life, inside and outside of work

32 Hiscox Ltd Report and Accounts 2017



2 Strategic report

37 Governance

63 Remuneration

89 Financial summary

Ten good reasons to work at Hiscox

#4. Take risks and grasp opportunities
As a business, Hiscox is flatter and leaner
than many of its competitors —and that
brings with it significant challenges.

But there are two sides to every coin:

our people are able to make their job
their own; they are empowered to run
with ideas and spot opportunities.

And while they’ll be given plenty of
support if they need it, no one is going

to hold their hand while they’re getting

on with the job. We want to grow our own
leaders, so we actively encourage our
people to apply for new roles in Hiscox
offices around the world to help broaden
their experiences and develop their
leadership skKills.

Our business model is one that looks
beyond just hitting the numbers on a
quarterly basis. We invest for the long
term too, and that means taking big
bets when it feels right. We find that this
approach works as well for people as it
does for business. We invest in people
who have the courage to take bets

on themselves.

“Hiscox doesn’t have room for those
who do just enough to get by — what
we call ‘the 51 percenters’.”

#5. Drive your own learning

and development

We're a growing company, and our
employees need to grow with us. The
onus is on them to drive their own learning
and development, but we make sure
they’re well-supported, with two formal
opportunities each year to discuss

their development needs and potential
—whether that’s in their current role,
taking the next step up or moving across
the organisation to try something new.
There’s alot of learning ‘on the job’, but
we also offer people the chance to gain

professional qualifications such as ClI,
CIPD and CIMA. We also provide in-house
courses with specialist external facilitators
on topics such as people management,
personal impact and presentation skills.

Our early careers programme includes
opportunities for graduates, apprentices
and interns. Our two-year graduate
programme offers immediate hands-on
exposure and includes three secondments,
including a spell abroad in one of our
offices in the USA, Bermuda, Singapore,
the UK or Europe. We also offer a smalll
number of apprenticeships for school
leavers and summer internships to
those returning to study.

“The encouragement to develop and
grow is not just evident, but expected,
and | really respect that.”

#6. Enjoy a balanced life, inside and
outside of work

We understand that people have lives
outside of work. They might be parents
or carers; they may want time for
hobbies or improving their well-being;
they may want to attend the school

play or sports day; they might have a
long commute from which they
sometimes need a break. We're all
grown-ups here, so we manage our
own time —if we need to visit the dentist
or watch our children performin a play,
we're trusted to make it work around
work. Hiscox also has a flexible working
policy, which we want people to use —
nearly all of our flexible working requests
have been approved in full.

We have recently launched new
employee network guidelines and are
encouraging employees to start

their own networks within Hiscox.

We believe this is one way we can

encourage the growth of a truly inclusive
workplace culture.

“We’re treated like adults here; we’re
given responsibility to run our lives.”

#7. Work in an environment that inspires
A giant rocket in York. A café and
meeting area overlooking a spacious
atrium in Lisbon. Scenic views of
Manhattan skyscrapers from Madison
Avenue. The iconic Lloyd’s of London
building. With 32 offices across 14
countries (plus the box at Lloyd’s), our
workspaces are inviting and designed

to spark discussion.

Each location provides a home to part

of our extensive art collection, which
includes unusual contemporary works

by renowned international artists such

as David Hockney, Candida Hofer and
Vik Muniz. Every piece demands you
take a second look. Rather than being
shut away, they are on display in the
areas where we meet and work, providing
visual stimulation and breaking the
conventions of a typical office space in
the same way that we’re expected to
challenge those of the insurance industry.
As well as all the art, there are places to
break out and think, or to catch up with
colleagues and guests. Each office has
its own distinct personality and features:
our London art café, the bees we keep on
the roof in York, on-site massage therapy
in Bermuda, weekly pilates classes in
Colchester or working treadmills in offices
throughout the USA.

“The artis awesome, kind of makes
you realise that the Company is far from
short-sighted; artis both an investment
in value and an investment in staff
morale and long-term happiness.”
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Ten good reasons to work at Hiscox

#8. Earn benefits that help you plan for
the future

We offer a competitive salary and
benefits such as: profit-related and
personal performance-based bonus.
We're not a business that feels the need
to say thank you for every little thing, but
when people excel at their jobs, their
efforts are rewarded.

A major aim of our benefits package

is to enable employees to plan for the
future, which is why it includes generous
retirement benefits and life, personal
accident and health insurances. We

also offer a ‘save as you earn’ scheme,
so that employees can save for the
things that are important to them —we've
heard stories of deposits for first homes,
major home renovations, holidays and
weddings. Many of our employees

also keep fit with our subsidised gym
memberships, and enjoy some downtime
at Christmas with our Christmas gift
(inthe UK, we particularly love our food
and wine hampers!). The specifics vary
from country to country, based on local
labour laws and customs, but we try to
ensure our packages are equal wherever
you work.

“Saving through work took away the
temptation to be frivolous, and nothing
beat the excitement of picking up the
keys to my firsthome.”

#9. Improve your well-being

We offer sports club memberships as
part of our benefits packages. And in
some of our offices —such as London

and York —there are also subsidised
therapies on offer, including sports
massage, acupuncture and osteopathy.
For those who wish to cycle or run to work
or exercise during their lunch break, there
are showers and lockers for their things.
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There’s fruit on offer in lots of our offices
(or biscuits in some if you'd rather!). Others
have toast and local jams. We also have a
confidential employee assistance phone
line that can offer support with personal
and professional issues.

“We spend a lot of time working, so
being able to grab an hour boxing with
a personal trainer in the basement not
only helps me stay fit, but means family
time is family time.”

#10. Work hard and have fun

Whether working closely with our teams
on challenging projects, celebrating
good work or fundraising for the things we
care about, we aim to enjoy each other’s
company. There’s usually a lot going
onin our offices around the world — from
social committees organising still life art
classes, wine tastings and pop-up nail
bars, to low-key team outings and
celebrations and, of course, the annual
office Christmas party. Lots of people
around the Hiscox Group take partin
fundraising initiatives to support Group
orlocal projects and charities, too.

On top of their day jobs, we've got
sky-divers, dragon boat racers, bakers
and decorators and more beyond, all
raising money forimportant causes.

“l have had a brilliant time and |
have laughed.”
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#9. Improve your well-being
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#7. Work in an environment that inspires
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Risk management

Our core business is to take risk where it is adequately rewarded,
guided by a strategy that aims to maximise return on equity within
a defined risk appetite.

The Group’s success depends on Risk management framework
how well we understand and manage Our continuing success depends on how well we understand and manage the
our exposures across key risk types. significant exposures we face.

These consist of strategic risk, insurance
(underwriting and reserve) risk, market
risk, credit risk, operational risk,
regulatory and legal risk and group risk.
Our collective risk knowledge informs
every important decision we make.

Risk strategy
Our robust risk strategy positions us to
capture the upside of the risks we pursue
and effectively manage the downside of
the risks to which we are exposed. Our risk
strategy is based upon three key principles: Risk governance
—— we maintain underwriting discipline;
—— we seek balance and diversity
through the underwriting cycle;
—— we are transparent in our approach
to risk, which allows us to continually Risk definition
improve awareness and hone
our response.

Risk management framework

The Group takes an enterprise-wide
approach to managing risk. The risk
management framework provides a Risk reporting

controlled system for how risk is identified, Risk appetite
measured, mitigated, monitored and
reported across the Group. It supports
innovative and disciplined underwriting
across many different classes of
insurance by guiding our appetite

and tolerance for risk.

Risk monitoring

Exposures are monitored and evaluated
both within the business units and at Group
level to assess the overall level of risk being
taken and risk mitigation approaches.

We consider how different exposures and Risk mitigation
risk types interact, and whether they may
resultin correlations, concentrations or
dependencies. The overall objective is to
optimise risk-return decision-making while
ensuring total exposure remains within the
parameters set by the Board.

Risk measurement
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The risk management framework is
underpinned by the system of internal
control, which provides a consistent
approach for the design and operation of
internal controls to manage our key risks.

The risk management framework is
regularly reviewed and enhanced to
reflect changes to the Group’s risk profile,
the external environment and evolving
practice on risk management and
governance. During 2017, we have
commenced a refresh of our system of
internal controlin light of recent growth.

Risk appetite

Risk appetite sets out the nature

and degree of risk the Group is
prepared to take to meet its strategic
objectives and business plan. It forms
the basis of our real-time exposure
management and is monitored
throughout the year.

Our risk appetite is set out in two ways:
—— in qualitative terms through risk
appetite statements, which outline
the level of risk we are willing to
assume by risk type and overall;
—— in quantitative terms through risk
limits and tolerances, which act
as boundaries where actual risk

exposure is more actively monitored.

Risk tolerance is the maximum
threshold we do not want to exceed;
nearing it would represent a ‘red
alert’ for senior management and
the Board.

Risk appetite, which is set for each of
our insurance carriers and for the Group
as awhole, is reviewed annually. It is
flexed to respond to internal and external
factors such as the growth or shrinkage
of an area of the business, or changes in
the underwriting cycle impacting upon
capacity and rates.

Three lines of defence model

First line of defence

Oowns risk

The first line of defence is responsible
for ownership and management of
risks on a day-to-day basis, and

consists of everyone at every level
in the organisation, as all have
responsibility for risk management
at an operational level.

Second line of defence

Assesses, challenges and advises on
risk objectively

The second line of defence provides
independent oversight, challenge

and support to the first line of defence.
Functions in the second line of defence
include the Group risk team and the
compliance team.

Third line of defence

Provides independent assurance

of risk control

The third line of defence provides
independent assurance to the Board

that risk controlis being managedin
line with approved policies, appetite,
frameworks and processes. It also
helps verify that the system of internal
control is operating effectively.

89  Financial summary

Risk management across the business
The Group coordinates risk management
roles and responsibilities across three
lines of defence. These are set out in

the table to the left.

Risk is also overseen and managed by
formal and informal committees and
working groups across the first and
second lines of defence. These focus
on specific risks such as catastrophe,
reserve, investment, credit and
emerging risk. The Group Risk and
Capital Committee and the Group
Underwriting Review Committee
make wider decisions on risk.

The role of the Board in risk management
The Board is at the heart of risk
governance and is responsible for

setting the Group’s risk strategy

and appetite, and for overseeing

risk management (including the risk
management framework).

The Risk Committee of the Board
advises on how best to manage the
Group’s risk profile by reviewing the
effectiveness of risk management
activities and monitoring the Group’s
actual risk exposure, to inform Board
decisions. The Risk Committee relies
on frequent updates from within the
business and from independent

risk experts.

During 2017, the Board looked at a

number of risk-related matters.

—— The Group’s risk profile, compared
with its Board-approved risk appetite.

—— Independent second line of
defence model validation
findings on the Group’s risk
and capital models.

—— Risk reporting focused on topical
live issues with actions and
mitigation plans.

—— Regular reporting on the risks
determined by the Board to be
critical to the Group.

—— Stress and scenario testing,
performed to identify and
measure the likelihood and
impact of potential plausible
but extreme events. The Board
considered and challenged the
findings and associated action
plans for the scenarios, which had
been designed to test the resilience
of the business plan to major and
minor shocks.

—— Specific risk reviews, providing
a deeper understanding of key
risks and potential exposures to
the business.
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—— Updates to the risk and control
register, which summarises the
Group’s material risk exposures
and the key controls in place to
mitigate them, as agreed with
risk owners.

—— Updates to Group risk policies,
addressing the Group’s main risks.

—— The Group Solvency Self-Assessment
(GSSA) report, which builds on many
of the components described above
to summarise the Group’s Own Risk
and Solvency Assessment (ORSA),
which is described further below.

ORSA process

Hiscox’s ORSA process is an evolution
of its long-standing risk management
and capital assessment processes. It is
the self-evaluation of the risk mitigation
and capital resources needed to achieve
the Group’s and individual insurance
carriers’ strategic objectives on a current
and forward-looking basis, given their
risk profiles.

The structure of the GSSA report and

the insurance carriers’ ORSA reports
have been further refined in 2017 to
streamline the documents and strengthen
the narrative relating to conclusions,

with procedure-related supporting
documentation maintained in an

ORSA record.

Role of the Group risk team

The Group risk team is responsible

for designing and overseeing the
implementation of the risk management
framework and continually improving

it. The team works with the business
units to understand how they maintain
the first line of defence and whether
they need to make changes in their
approach. The teamis also responsible
for monitoring that the business

meets regulatory expectations

around enterprise risk management
and reporting on risk to the Board

and the Risk Committee.

The Group risk team is led by the Group
Chief Risk Officer, who reports to the
Group Chief Executive Officer and
Chair of the Group Risk Committee.

During 2017, the Group has invested
significantly in further strengthening
the breadth of the Group risk team,
with the recruitment of a number of
additional team members.

Principal risks
The principal risks facing the organisation
are described on the following pages.
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Strategic risk

The risks associated with strategic decisions and objectives taken or not taken by the Group, including uncertainties and
opportunities in the internal and external environments.

What is the risk?

Why do we have it?

How is it managed?

Strategy evolution

and execution

The Group’s continuing
success depends on how
well we understand our
clients, markets and the
various external factors
affecting our business.
Having an ineffective strategy
could have widespread
repercussions on profitability,
capital, market share, growth
and reputation.

Setting the right course,
particularly in a sector as
hazardous as insurance,
is essential for our
long-term success.

New risks could arise, which

might transform the industry.

Akey pillar of the Group’s strategy is to balance the underwriting
of high-margin, volatile, complex global risks by also selling
stable, local specialist retail products.

The Group invests in growth areas that offer the potential of a
good return on investment. To ensure individual and aggregate
exposure remains within set parameters, the business planis
aligned to the Group risk appetite set by the Board.

The Group’s emerging risk forum assesses risks and opportunities
that could potentially affect the business, including geopolitical
changes such as Brexit or US trading and taxation relationships.
Stress testing and scenario analysis help identify unanticipated
dependencies and correlations between risks, which could
impact upon the Group’s strategy.

Hiscox’s ORSA process focuses on the changes, opportunities
and threats that may affect the business in the future.
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Insurance risk —underwriting

The risks related to our core business of providing insurance products and services to clients, and to the management of our net

exposure to losses.

What is the risk?

Why do we have it?

How is it managed?

Pricing

Hiscox competes against
major international insurance
and reinsurance groups.

At times, competitors may
choose to underwrite risk at
prices below the break-even
technical price. Prolonged
periods in which premium
levels are low or competition
is intense are likely to have
anegative impact on the
Group’s financial performance.

Accepting risks below their
technical price is detrimental
to the industry. It can drive
market rates down to a point
where underwriting losses
mount, insurers’ capital is
reduced and some businesses
fail. Customers could receive
poor service and the industry
could suffer negative publicity.

We operate in open,
aggressively competitive
markets in which barriers

to entry for new players are
relatively low. Competitors
may choose to differentiate
themselves by undercutting
their rivals. As aresult,
capacity levels in these
markets rise and fall, causing
prices to go up and down,

creating volatile market cycles.
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We adapt our desire to write certain lines of business according
to market conditions and the Group’s overall risk appetite.

We reject business unlikely to generate underwriting profits
and regularly monitor pricing levels, producing detailed
monthly reports on how pricing and exposures are developing.
This allows us to quickly identify and control any problems
created by deteriorating market conditions. Hiscox frequently
acts as the lead insurer in the co-insurance programmes
needed to cover high-value assets, so we have some ability

to set market rates.

The Group rewards its staff for producing profit not revenue.
This helps to maintain underwriting discipline in soft markets.
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Insurance risk —underwriting

Therisk related to our core business of providing insurance products and services to clients, and to the management of our net

exposure to losses.

What is the risk?

Why do we have it?

How is it managed?

Underwriting exposure
management

Hiscox insures individual
customers, businesses and
other insurers for damage
caused by a range of
catastrophes, both natural
(for example, hurricanes or
earthquakes) and man-made
(for example, terrorism), which
can cause heavy underwriting
losses that materially impact
upon the Group’s earnings
and financial condition if the
insured event materialises.

The Group buys reinsurance
protection to manage
catastrophe risk and reduce
the volatility that major losses
could have on our financial
position. If the Group’s
reinsurance protection were
proven to be inadequate

or inappropriate, it could
significantly affect our
financial condition.

Underwriting large, volatile
and complex risks can be
potentially costly, but can also
create strong returns over the
medium to long term.

The scope and type of
protection we buy may
change from year to year
depending on the extent and
competitiveness of cover
available in the market.

The Group underwrites catastrophe risk in a carefully managed,
controlled manner. Our strategy of creating and maintaining a
diversified portfolio, both by product and geography, helps limit
our overall catastrophe exposure.

The Group’s business plan is underpinned by a clearly-defined
appetite for underwriting risk. We closely monitor our risk
exposure to maximise the expected risk-return profile of our
entire portfolio and offset any potential losses from more
volatile accounts.

Underwriters are incentivised to make sound decisions that are
aligned with the Group’s strategic objectives and risk appetite
and clear limits are placed on their underwriting authority. In
response to legal developments, policy wordings are regularly
reviewed to ensure that, as far as possible, exposure to those
risks identified in the policy at the time of issue is maintained.

Our modeling resources are tailored to support insurance
and reinsurance plans and ensure that exposure matches
expectations. Risk aggregation and modeling resources are
shared across the Group.

Stress and scenario testing is performed by the Group and by
individual insurance carriers to assess our potential exposure
to certain catastrophes.

We buy reinsurance to reduce our risk exposure and mitigate
the impact of catastrophes based upon a clear outwards
reinsurance strategy and centralised reinsurance programme
that enables us to minimise gaps in coverage across the
business and get the right deal by leveraging our size.
Decisions about the type and amount of reinsurance we

buy are supervised by a dedicated reinsurance purchasing
team using modeling techniques.

Binding authorities

Hiscox generates considerable
premium income through

third parties authorised to
underwrite insurance policies
on the Group’s behalf.

Third parties may accept

risk outside of agreed
parameters or normal
guidelines, exposing us to
financial and operational risks.

Binding or delegated
authorities give the Group
access to a greater volume of
business and can contribute
significantly to our profitability
and market share.

Authorities granted by Hiscox are closely controlled through
strict underwriting guidelines, contractual restrictions and
obligations. A Group-wide delegated authority policy sets out
clear standards and principles for managing the delegation of
authority to external third parties. We vet all third parties prior
to appointment and monitor and audit them regularly to ensure
they meet our standards.
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Insurance risk —reserve

The risks of managing the adequacy and volatility of claim provision reserves set aside to pay for existing and future claims.

What is the risk?

Why do we have it?

How is it managed?

Reserve risk

The Group makes financial
provisions for unpaid claims,
defence costs and related
expenses to cover liabilities
both from reported claims
and from ‘incurred but not
reported’ (IBNR) claims.

If insufficient reserves were put
aside to cover our exposures,
this could affect the Group’s
future earnings and capital.

When underwriting risks, we
estimate both the likelihood
of them occurring and their
cost. Our actual claims
experience could exceed
our expectations, requiring
us toincrease our levels of
reserves held.
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The provisions we make to pay claims reflect our own experience
and the industry’s view of similar business. They are also
influenced by loss payments, pending levels of unpaid claims,
historic trends in reserving patterns and potential changes in
rates arising from market or economic conditions. Provisions

are set above the actuarial mid-point to reduce the risk that
actual claims may exceed the amount we have set aside.

Our provision estimates are subject to rigorous review by all
areas of the business, as well as by independent actuaries on
the managed Syndicates. The relevant boards approve the
amount of the final provision, on the recommendation of
dedicated reserving committees.

Details of the actuarial and statistical methods and assumptions
used to calculate reserves are set out in note 25 to the
consolidated financial statements.
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Market risk — investment

Therisk of financial loss or adverse movements in the value of Hiscox’s assets resulting from adverse movements in market prices
and our exposure from trading and/or the risk of exposure to inappropriate assets/asset classes.

What is the risk?

Why do we have it?

How is it managed?

Asset value

Money received from our
clients in premiums and the
capital on our balance sheet
is invested until it is needed
to pay claims. These funds
are inevitably exposed to
investment risk.

Investment risk also
encompasses the risk

of default of investment
counterparties, who are
primarily the issuers of
bonds in which we invest.

The investment of Hiscox’s
assets generates an
investment return. Our
investment portfolio is
exposed to a number of risks
related to changes in interest
rates, credit spreads and
equity prices, among others.

Our objective is to maximise investment returns in the prevailing
financial, economic and market conditions, without creating
undue risk to the Group’s capacity to underwrite. Funds held for
reserves are invested primarily in high-quality bonds and cash.
To reduce foreign exchange risk, these are usually maintained
in the currency of the original premiums for which they were set
aside. As many of our insurance and reinsurance liabilities have
short timespans, we do not aim to match exactly the duration of
our assets and liabilities.

The Group’s fixed-income fund managers operate within clear
guidelines as to the type and nature of bonds in which they can
invest. These prioritise the need to pay claims while providing
sufficient flexibility to enhance returns.

A proportion of funds is allocated to riskier assets, principally
equities. By taking along-term view on these assets, we seek
to achieve the best possible risk-adjusted returns. Within our
risk assets, we make an allocation to less volatile, absolute
return strategies, which balance our desire to maximise returns
with the need to ensure capital is available to support our
underwriting throughout any downturn in financial markets.

Liquidity

Afailure of our liquidity strategy
could leave us unable to meet
cash requirements to pay
liabilities to customers or other
creditors when they fall due.
We might also incur high costs
in selling assets or raising
money quickly in order to

meet our obligations.

Such a failure could have a
material adverse effect on the
Group’s financial condition
and cash flows.

If a catastrophe occurs, the
Group may be faced with large,
unplanned cash demands.
This could be exacerbated by
having to fund a large number
of claims pending recovery
from our reinsurers.

Although our investment
policies stress the conservation
of principal and liquidity,

our investments are subject

to market-wide risks

and fluctuations.

The Group’s investment policy recognises the demands
created by our underwriting strategy, so that some investments
may need to be sold before maturity or at short notice.

A high proportion of our investments are in liquid assets,

which reduces the risk of losses being incurred if a quick sale

is needed. Funds held for reserves are invested primarily in
high-quality, short duration bonds and cash so the Group

can meet its aim of paying valid claims quickly.

The Group’s cash requirements can normally be met through
regular income streams: premiums, investment income, existing
cash balances or by realising investments that have reached
maturity. Our primary source of inflows is insurance premiums,
while our outflows are largely expenses and payments to
policyholders through claims. We forecast our cash flow for

the week, month, quarter, or up to three years ahead, depending
on the source.

To identify potential issues, we run stress tests to estimate the
impact of a major catastrophe on our cash position. We also
consider the impact on our liquidity of other adverse events
occurring, such as an economic downturn and declining
investment returns.

The Group maintains extensive borrowing facilities with a range

of major international banks. This minimises the risk of one or
more institutions being unable to honour commitments to us.
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Credit risk

Therisk of loss or adverse financial impact due to counterparty default or failure to meet obligations with agreed terms.

What is the risk?

Why do we have it?

How is it managed?

Credit risk - reinsurance

The Group buys reinsurance to
protect us, but if our reinsurers
were unable to meet their
obligations to us it could put

a strain on our earnings and
capital, and harm our financial
condition and cash flows.

We cover clients against a
range of catastrophes and
protect ourselves through
reinsurance. We face credit
risk when we seek to recover
sums from our reinsurers.

We buy reinsurance only from companies we believe to be
strong. A dedicated Group Credit Committee must approve
the use of every reinsurer, based on an assessment of their
financial strength, trading record, payment history, outlook,
organisational structure and external credit ratings.

Our credit exposures to these companies are closely monitored,
as are the companies themselves, so we can quickly identify
any potential problems. We consider public information, our
experience of the companies, their behaviour in the marketplace
and consultants’ and rating agencies’ analysis.

Credit risk — brokers

If a broker fails to pass
premiums to us or fails to
pass the claims payment

on to a policyholder, this can
result in us losing money.

The vast majority of our
business is written through
brokers. We face credit risk
when money is transferred to
and from brokers for premiums
or claims.

We monitor our exposure to brokers on an ongoing basis and
have a continuing dialogue with our core brokers to quickly
identify and resolve any credit issues that arise. Such monitoring
takes into account a number of factors, which can include credit
rating, financial position, financial performance, payment history
and market factors.

In the case of some large losses, we pay policyholders directly
to reduce broker credit risk on material transactions.

Operational risk

The risks of direct or indirect losses involving people, processes, systems and external events, resulting from the running of

the business.

What is the risk?

Why do we have it?

How is it managed?

Information security
(including cyber security)

A failure to properly protect
information could compromise
the confidentiality, availability
or integrity of our data.

Cyber security risk is the
threat to the Group from
globally connected networks
such as the internet. It differs
from the exposure posed

by underwriting cyber risks,
which is considered an
insurance risk.

As well as causing financial
losses, information security
risk can have legal, regulatory
and reputational consequences.

Our business is based on
trust from customers and
partners, and that trust
depends on our ability to
keep their information secure.
We operate in a world in which
the volume of sensitive data
and the number of connected
devices and applications have
increased exponentially, while
cyber attacks are increasingly
frequent and sophisticated.
Our business depends on

the integrity and timeliness

of the information and data
we maintain, own and use.
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Information security risk is managed as a business risk, not an
IT responsibility. We employ an information security policy and
a cyber security risk strategy.

The Group employs information security resources, which
provide advice on information security design and standards.
We also have an information security group, including experts
from around the business who assess and manage these threats
in line with risk appetite. Our cyber strategy combines industry
standard perimeter security with protection for specific, highly
confidential information.

The Group constantly deploys and evolves systems, policies
and procedures to mitigate internal and external threats to our
IT infrastructure. We conduct Group-wide mandatory training
on information and cyber security, which is also mandatory for
all third parties and contractors.

Our stress testing and scenario analysis considers the impact
and likelihood of information security exposures and assesses
management actions, including response plans.
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Operational risk

Therisks of direct or indirect losses involving people, processes, systems and external events, resulting from the running of

the business.

What is the risk?

Why do we have it?

How is it managed?

Information technology and
systems failure

A major IT, systems or service
failure could have a significant
impact on our business.

Our information technology
and systems are critical to
conducting business and
providing continuity of service
to our clients, including
supporting underwriting

and claims processes.

We have dedicated IT resources that support the Group’s
technology needs and oversee critical systems and applications.

Our stress testing and scenario analysis considers the impact
and likelihood of an IT or systems failure and assesses how
management actions could be taken to mitigate the risk.

A formal disaster recovery plan is in place to deal with
workspace recovery and the retrieval of communications,

IT systems and data should a major incident occur. These
procedures would enable us to quickly move the affected
operations to alternative facilities. The plan is tested regularly
and includes simulation tests.

Project risk and

change management

The risks that projects and/
or change initiatives are not
delivered to plan, budget or
specification, or that the risks
inherent in projects are not
appropriately managed.

Where this occurs, there may
be not only direct financial
losses but also indirect losses
through distraction risks

and inefficiencies.

We operate in an ever-
changing environment, with
technological advancements,
customer behaviour and
external expectations evolving
rapidly in recent years.

To remain relevant we must
continue to evolve how we
conduct our business.

All major programmes have dedicated project governance
structures to oversee the delivery of the programme, including
risk management aspects. Programme sponsors also provide
updates to the Board and Risk Committee as appropriate.

The newly-formed Programme Assurance Office provides
oversight across all major programmes. It provides senior
management with an independent view of the progress, risks
and issues within the programmes as well as the linkages
between them.

Specialist resource is used to augment project resources,
either in a contractor or advisory capacity, as needed.

Regulatory and legal risk

The risk of financial loss, regulatory censure, reputational damage and/or other adverse impact as a result of non-compliance with

all relevant regulations and/or legislation in all relevant jurisdictions.

What is the risk?

Why do we have it?

How is it managed?

Regulatory change
Theinsurance industry is
exposed to continuous
regulatory change, which may
affect the level of capital we
are required to hold or require
changes to how we are set up

operationally from time to time.

Insurance is a highly regulated
industry. There may be

times when the regulatory
landscape undergoes a
significant shift that directly
impacts our business.

The Group understands that sound, prudent regulation is key to
the stability and sustainability of the insurance and wider financial
markets. We continuously monitor new regulation and review

our internal processes to facilitate compliance. Our approach is
to combine local expertise with a globally consistent framework
to manage regulatory change and provide effective compliance
with the varied and evolving requirements.
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Corporate responsibility
Our values underpin every aspect of our business and have earned
us a reputation for decency and integrity. They are reflected in our
work around the environment, the marketplace, the community
and in our workplace culture.

The environment*

Hiscox is committed to a policy of reducing
the environmental impact of our work.

By 2020, we aim to complete a 15%
real-term reduction in our Scope 1, 2

and 3 carbon emissions per full-time
equivalent (FTE), relative to 2014.

We are ahead of target. The table far

right depicts the Group’s global carbon
emissions year-on-year since 2014.

We also remain fully committed to being
a carbon neutral business. Our global
emissions are currently being offset
through a pioneering collaboration with
Carbon Footprint Ltd in the Great Rift
Valley in Kenya, which uses carbon
finance to fund tree planting and support
the developing community. We review
our collaborations every year andin
2016 offset 7,383 tonnes in carbon
emissions through this scheme.

Hiscox is one of the founding members
of ClimateWise, a global network of over
20 leading insurance companies united
by their concerns over climate change
and their ability to understand and
communicate the risks associated with it.
Since the network’s launch in 2008, our
progress in meeting a set of principles
outlined by ClimateWise has been subject
to annual independent review. In 2017,
we were given a score of 69%, ranking

us seventh among the participants. The
Hiscox ClimateWise Report is available
at www.hiscoxgroup.com/responsibility.

This commitment to the environment has
acommercial imperative as well as a moral
one. Hiscox is a constituent of indexes
including CDP and the FTSE4Good

Index Series, a series of benchmark

and tradable indexes designed to help
investors integrate environmental, social
and governance (ESG) factors into their
investment decisions.
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The marketplace

In its dealings with the marketplace,
the Group aims to demonstrate the
highest levels of professionalism,
expertise and ethical practice. In
recognition of these qualities, Hiscox
UK & Ireland and Hiscox London Market
both have the Chartered Insurance
Institute’s Chartered Insurer status —
an important marker for attracting
partners that are looking to work with
high-quality insurers.

Dealing with brokers

Insurance brokers are important
stakeholders in our business. For us to
create a competitive advantage in the
marketplace, it is essential that we build
strong and lasting relationships with
brokers that share our values. To these
ends, the Group has instigated a ‘superb
service’ ethos, designed to develop a
greater understanding of brokers’ needs,
and also runs annual broker summit
events for our broker partners and the
rising stars in their businesses.

Dealing with investors

Hiscox communicates openly and
transparently with its shareholders.
The Group reports both its half- and
full-year results to investors via a series
of presentations, and all relevant
financial information is available on the
corporate website. Senior managers
and key employees meet regularly with
investors and analysts to explain the
Group’s business strategy and financial
performance and answer any questions.

Dealing with customers

Hiscox has built its reputation upon
outstanding customer service. Our
belief is that insurance is a promise to
pay: should a loss occur, we aim to fully
support our customers and pay every
valid claim as quickly as possible.

Employees and workplace culture*

[tis Hiscox’s policy to require all staff

to meet standards of behaviour that
reflect the core values of the Group.

By consistently demonstrating these
high levels of conduct, we believe we are
more likely to achieve business success
and create value for shareholders.

Hiscox aims to provide its staff with
both the means and the motivation to
excel. This is achieved through a fair
system of rewards and an environment
in which employees can enjoy their
work and reach their full potential.
Hiscox recognises the importance of
maintaining a healthy work/life balance,
so offers the option of flexible and
homeworking wherever possible.

While achieving the highest standards
of corporate governance, we strive to
remain, in essence, a non-bureaucratic
organisation. An effective system of
internal controls ensures that risks

are managed within acceptable limits,
but not at the expense of innovation

or speed of response. Our ability to
strike this balance is one of the

Group’s greatest strengths.

Diversity and inclusion

Diversity and inclusion (D&l) was a
Group-wide priority in 2017, and we
made important progress in this area.
We appointed a D&l expert to lead on
this work, agreed a set of KPIs for each
of our business units, and established
anine-point plan to address the gender
imbalance at senior levels. Our flexible
working and maternity leave policies
were enhanced, and we completed

a comprehensive pay gap analysis in
preparation for the new requirements
to publish a gender pay gap report from
2018. We also sponsored the Dive In
Festival for the third consecutive year,
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4.6%4

Carbon footprint per FTE has fallen for
the fourth consecutive year, down 4.6%
year-on-year.

\
ChimateWise

Insuring a
sustainable
future

Carbon
Neutral

Organisation

an annual series of events around
diversity and inclusion that takes place
across 17 countries and 32 cities.

Building on the success of the Women in
Leadership training programme in 2016,
the programme’s reach was extended to
include more employees in lower bands.
We continue to reap the benefits of our
Women at Hiscox employee network,
which since March 2016 has completed
arange of networking events and
established a number of successful
mentoring relationships. We have also
launched employee network guidelines to
empower our people to create additional
employee networks, with initial interest in
parents and carers, mental health and
well-being, LGBT and millennials networks.

Our focus on D&l as a strategic priority
continues in 2018 as we broaden the
scope of activities beyond gender, drive

Global emissions

Year Year Yeart Year
2014 2015 2016 2017
Scope 1 —company car use, on-site gas
combustion and refrigerant loss 446 590 612 742
Scope 2 — purchased electricity 1,916 2,113 2175 1,889
Total (scope 1 and 2) 2,362 2,703 2,187 2,631
Tonnes CO,e per FTE (Scope 1 and 2) 1.20 1.20 114 0.97
Scope 3 —air, rail and personal
car business travel 4,905 4,538 4,596 5,151
Total (all scopes 1, 2 and 3) 7,269 7,241 7,383 7,782
Tonnes CO,e per FTE (allscopes 1,2and3)  3.68 3.22 3.02 2.88

The 2016 baseline has been re-stated. This is as a result of more accurate actual electricity data available
where estimates were previously used: Bordeaux, Cologne, Hamburg, Munich and Dublin.

more specific and targeted action, and
ensure D&l is firmly on the management
agenda of each of our business units. We
will also complete important analysis work
to better understand the extent to which
we are supporting and retaining women
returning to work from maternity leave.

Rewards and benefits

The Group encourages employees to share
inits success through performance-related
pay, bonuses, savings-related share
option schemes and executive
performance share plans. We also offer
competitive benefits packages, which
contain health and fitness benefits and
opportunities for flexible working and
career breaks. Salary packages are
benchmarked against the financial
services industry as a whole and against
the Lloyd’s market specifically (where
applicable), and are also considered

on a country-by-country basis.

Training and development

Hiscox is committed to training and
developing employees to help them
maximise their potential. Every permanent
member of staff has the opportunity to
pursue training and development, with
training and development needs reviewed
twice a year as part of our Group-wide
performance management and review
process, which is also when performance
is measured against clearly-set objectives.

Communication and participation

We listen to the views of our people
and encourage them to contribute new
ideas. Employees are kept informed of
business developments through formal
briefings, town hall events, team meetings,
intranet bulletins, video conferences
and other more informal routes. Once
settled into their job at Hiscox, staff at
all levels of the business are also invited
to lunch with members of the Executive

Committee, who want to hear their ideas
forimprovement and innovation and views
on Hiscox as a place to work.

Social and community matters*®

The Group is fully committed to
supporting the communities within
which it operates, through donations,
professional support and the volunteer
work of its employees.

—— In 2017, Hiscox Bermuda supported
organisations working with local
young people, the elderly and the
most vulnerable members of the
community. These groups included
The Family Centre, The Reading
Clinic, the Eliza Dolittle Society,

The Bermuda Society for the Blind,
Big Brothers Big Sisters, Meals on
Wheels, Purvis Primary School PTA
and the Adult Education School.

We continued to support various
environmental groups including
Greenrock, Bermuda Environmental
Sustainability Taskforce, Reef
Watch and Groundswell, and
inclusive sports programmes such
as Beyond Rugby, Bermuda Tennis
Association Grassroots programme,
Boccia Bermuda and the Hiscox
Under-11 Cricket League. We were
also pleased to take part in Keep
Bermuda Beautiful’s clean-up
campaign, Adopt a Spot.

—— Hiscox USA supported charities local
toits offices that focus on education,
medical science, advancement of
the arts and culture or provision
of services to disadvantaged and
vulnerable communities.

—— Hiscox Iberia continued to participate
in the annual 1kg of Help campaign,
working with brokers and other
business partners to donate
food to those in need during
the festive season.
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Some examples of our support for the
communities in which we operate, clockwise
from left: the Hiscox Under-11 Cricket League
in Bermuda; a member of staff in York attends
to the Hiscox bees; some of our York team take
partin the city’s annual dragon boat race;

our London team enjoy some dodge ball;

table tennis tournaments in our Atlanta office.
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For more detail on
corporate responsibility
see hiscoxgroup.com

[0

—— Hiscox Benelux supported the
community during Christmas by
offering food cheques to the elderly.

—— Community work was also
undertaken across many of our UK
offices. In Colchester, the team raised
over £32,000 for Mid and North East
Essex Mind, and continued its
reading partnership programme
with local schools. In York, the
team raised nearly £6,000 for
The Samaritans, and continued
to cultivate the colony of bees that
we have installed on the roof of our
office. In London, we contributed
£25,000 to the Evening Standard’s
Grenfell Tower fund and took the
first steps towards establishing
Hiscox Gives, a charity committee
to coordinate the charitable activity
of our teams in London.

Supporting the arts, science

and technology

The Group is a passionate supporter

of the arts, science and technology.

In 2017, Hiscox supported the City of
London’s Sculpture in the City project

for the seventh consecutive year, and
continued to be the insurance partner of
the Whitechapel Gallery, a free-to-access
gallery close to its London office that
champions contemporary art. Hiscox

also became The National Gallery’s first
Contemporary Art Partner as part of

an exciting multi-year partnership, and
supported Art Night — a free contemporary
arts festival that puts art into extraordinary
locations around London for one night a
year, encouraging the public to experience
art and their city through fresh eyes.

Hiscox remained title sponsor of The
Sunday Times Hiscox Tech Track 100,
which charts the fastest-growing private
technology, telecoms and digital media
companies, and supported the prize

£182,000

The Hiscox Foundation donated
£182,000 to charities in the UK
and USA during 2017.

fund of the Aesthetica Art Prize, which
celebrates emerging artists. Hiscox
Germany continued to support promising
young artists, presenting a €7,500 prize

to the best young artist selected by a jury
at Hamburg’s renowned university of fine
art, HFBK, and supporting another artist
with an artist-in-residence scholarship.
Hiscox France worked with FIAC, France’s
premier art fair.

The Hiscox Foundation

The Hiscox Foundation is a charity,

funded by an annual contribution from the
Group, which makes grants to social and
humanitarian initiatives and contributes

to the fundraising activities of Hiscox
employees. In total, the Hiscox Foundation
inthe UK and USA donated £182,000
during 2017.

Inthe UK, the Foundation contributed over
£51,000 to the charitable endeavours of
Hiscox staff. It also continued its support
for the Richard House Children’s Hospice,
which provides care to children and young
people with life-limiting health conditions,
and Humanitarian Aid Relief Trust, which
works with marginalised, oppressed and
exploited communities around the world.
The Hiscox Foundation USA provided
similar backing to the charitable work of
Hiscox staff. This included donations to the
Romeo Milio Lynch Syndrome Foundation,
which supports those with a hereditary
predisposition to certain types of cancers;
Special Olympics Unified Sports, which
promotes social inclusion through sport;
Volunteers of Americain Greater New
York’s Operation Backpack, whichin 2017
provided 17,000 children living in a New
York City shelter with a new, full backpack
in time for the first day of school; and the
American Red Cross for its Hurricane
Maria Disaster Relief appeal. The Hiscox
Foundation USA also continued its
support for the Parris Foundation, an

organisation dedicated to teaching
childrenin deprived communities
about science, technology, engineering
and mathematics.

Respect for human rights™

Maintaining a positive, open and inclusive
culture that respects our colleagues’
human rights is fundamental to the
Group’s strategy, and we are guided

by the principles of the UN’s Universal
Declaration of Human Rights and the
International Labour Organisation’s core
labour standards. In light of this, and the
nature of our business, we do not maintain
a standalone human rights policy.

Anti-bribery and anti-corruption®

Our anti-bribery and anti-corruption
policy applies to all employees and
entities in the Hiscox Group. It outlines
that all employees, entities and associated
firms of the Hiscox Group shall not make
any payment or provide anything of
value, to any person, with the intention

to improperly influence that person to
create a business advantage for Hiscox.
The policy is reviewed on an annual basis.

Allindividual incidents are reported using
the suspicious transactions/anti-fraud
procedure. In 2017, no incidents in
relation to anti-bribery were reported.

As part of our induction process,
individuals are requested to complete
six regulatory assignments within three
months of joining: Hiscox conduct risk
and treating customers fairly; Hiscox
introduction to the FCA; Hiscox money
laundering and how you can prevent it;
what whistleblowing is and why we need
it; Hiscox data protection training and
business ethics.

Whistleblowing

Our Group-wide whistleblowing policy
ensures employees feel empowered to
raise concerns relating to malpractice
or wrongdoing without fear of unfair
treatment. If an employee has a serious
concern relating to the operation of the
business, our whistleblowing procedures
enable them to confidentially raise their
concerns with senior management or,
if they choose, with the Chair of the
Hiscox Ltd Audit Committee. All Hiscox
staff can also access free, confidential
advice from the whistleblowing charity
Public Concern at Work.
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Board of Directors

Robert Simon Childs
Non Executive Chairman (Aged 66)
26 February 2013*

Hamayou Akbar Hussain
Chief Financial Officer (Aged 45)
12 September 2016*

Bronislaw Edmund Masojada
Chief Executive (Aged 56)
12 December 2006*

Robert Childs joined Hiscox in 1986, served as
the Active Underwriter of the Hiscox Lloyd’s
Syndicate 33 between 1993 and 2005, and
was the Group’s Chief Underwriting Officer

until February 2013. In 2012 Robert joined the
Council of Lloyd’s. Robert was Chairman of the
Lloyd’s Market Association from January 2003
to May 2005. He is a Trustee of Enham (a charity
for the disabled), former Chairman of the Advisory
Board of the School of Management of Royall
Holloway, University of London, Chairman of
The Bermuda Society and, in 2017, became
Deputy Chairman of Lioyd’s.

AkiHussain joined Hiscox in 2016 from Prudential
plc, where he spent seven years; latterly as Chief
Financial Officer of Prudential UK and Europe.
Prior to his time with Prudential, Aki held a number
of senior roles in the financial services, telecoms
and media sectors. He was Finance Director for
the Consumer Bank division at Lloyds Banking
Group until 2009, before which he was Finance
Director for the Consumer division of ntl (now
Virgin Media). Akiis a Chartered Accountant,
having trained with KPMG.

AO0OO

Bronek Masojada joined Hiscox in 1993 as Group
MD and he became CEO in 2000. From 1989 to
1993 he was employed by McKinsey & Company.
Bronek served as a Deputy Chairman of Lloyd’s
from 2001 to 2007 and was Chairman of the
Lloyd’s Tercentenary Research Foundation from
2008 to 2014. He is currently a member of the
Board of the Association of British Insurers and

a Director of Pool Reinsurance Company Limited.

Richard Colin Watson
Chief Underwriting Officer (Aged 54)
16 May 2013*

Lynn Carter
Independent Non Executive Director (Aged 61)
20 May 2015*

Caroline Foulger
Independent Non Executive Director (Aged 57)
1 January 2013*

Richard Watson joined Hiscox in 1986, having
previously worked for Sedgwick and Hogg
Robinson. In 2005, he was appointed Managing
Director of Hiscox Global Markets, the largest
division of Hiscox by premium income, and was
the Underwriter of Syndicate 33 from 2006 to
2009. In 2009, Richard moved to New York and
served as the Chief Executive Officer for Hiscox
USA for three years. He returned to Londonin
2012 and became Chief Underwriting Officer for
the Hiscox Group.
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Lynn Carter joined Hiscox in May 2015. Lynn has
38 years’ experience in the banking industry,
most recently as President of Capital One Bank.
Prior to Capital One, Lynn was President of Bank
of America’s Small Business Banking division, a
US$2.1 billion revenue business, with oversight of
110,000 business clients and 2,000 employees.
Dividing her time between California and
Connecticut, Lynn currently serves on the private
Board of American Express Centurion Bank and
Phoenix House Foundation, and on Bankwork$
Advisory Board.

Caroline Foulger joined Hiscox in January 2013
having retired from a partnership at PwC on

31 December 2012. Until May 2012, Caroline led
PwC’s Insurance and Reinsurance practice in
Bermuda. Caroline is a Fellow of the Institute of
Chartered Accountants in England and Wales, a
member of the Institute of Chartered Accountants
of Bermuda and a member of the Institute of
Directors. Caroline is a Non Executive Director
of the Bank of N.T. Butterfield & Son Limited and
Oakley Capital Investments Limited.
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Hiscox Ltd

Secretary Solicitors Stockbrokers A Member of the

Marc Wetherhill Appleby UBS Limited Audit Committee
Canon’s Court 1 Finsbury Avenue O Member of the

Registered office 22 Victoria Street London EC2M 2PP Conflicts Committee

Wessex House PO Box HM 1179 United Kingdom [0 Member of the

45 Reid Street Hamilton HM EX Remuneration Committee

Hamilton HM 12 Bermuda Registrars O Member of the

Bermuda Link Market Services Nominations Committee
Bankers (Jersey) Limited

Registered number HSBC Bank Bermuda Limited PO Box 532 Aome

38877 6 Front Street St Helier Chairman of Committee
Hamilton HM 11 Jersey JE4 5UW is highlighted in solid.

Auditors Bermuda

PricewaterhouseCoopers Ltd. *Effective date of Hiscox Ltd contract.

Washington House

4th Floor, 16 Church Street

Hamilton HM 11

Bermuda
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Michael Goodwin
Independent Non Executive Director (Aged 59)
16 November 2017

Thomas Hurlimann
Independent Non Executive Director (Aged 54)
16 November 2017

AOEO

Colin Keogh
Independent Non Executive Director (Aged 64)
19 November 2015

Michael Goodwin joined Hiscox in November
2017. He has over 25 years’ experience in the
insurance industry having worked for QBE
Insurance between 1992 and 2012. He held a
number of roles for QBE in the Australian and Asia
Pacific markets and was the CEO for QBE Asia
Pacific from 2007 to 2012. Michael is a Fellow

of the Institute of Actuaries of Australia.

AO0OO
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WETS

Thomas Hurlimann joined Hiscox in November
2017. Thomas has 28 years’ experience in
banking, reinsurance and insurance. Most
recently as CEO Global Corporate at Zurich
Insurance Group, a business with US$9 billion
premiums and a network in over 200 countries.
Before that he worked at Swiss Re and started
his career with National Westminster Bank.

He holds an MBA from IMD.

A000

Anne MacDonald
Independent Non Executive Director (Aged 62)
20 May 2015*

Colin Keogh joined Hiscox in November 2015.
Colin has spent his career in financial services,
principally at Close Brothers Group plc, where
he worked for 24 years and was CEO from 2002
until 2009. He is a Non Executive Director of
Virgin Money Holdings (UK) plc and certain of

its subsidiaries. He is also a Non Executive
Director of M&G Group Limited and Chairman

of specialist financial services business Premium
Credit Limited.

Robert McMillan
Independent Non Executive Director (Aged 65)
1 December 2010*

Constantinos Miranthis
Independent Non Executive Director (Aged 54)
16 November 2017*

Anne MacDonald joined Hiscox in May 2015.
Anne has held the position of Chief Marketing
Officer at four different Fortune 100 companies,
marketing some of the most recognisable
corporate names in the world — from Citigroup
and Travelers to Macy’s and PepsiCo. With an
MBA from Bath University, Anne was formerly a
Director of NASDAQ-listed Rentrak Corporation,
stepping down from the Board on completion of
its merger with comScore, Inc.

Bob McMillan joined the Hiscox Ltd Board in
December 2010. He spent 24 years with the
Progressive Insurance Corporation where he
served in various positions including National
Director of Product Development, then Claims
before becoming National Director of Marketing.
He led Progressive’s initiatives in multi-channel
distribution, financial responsibility-based rating,
and immediate response claims. He has received
two United States patents related to motor
insurance pricing. He has lectured at the University
of Virginia’s Darden School of Business and at
the Harvard Business School. He has been a Non
Executive Director of Hiscox Inc. since March 2007.

Costas Miranthis joined Hiscox in November
2017. He was President and CEO of PartnerRe

a position from which he stepped down in 2015.
Prior to joining PartnerRe in 2002 he was a
Principal of Tillinghast-Towers Perrin in its London
office with responsibility for the European non-life
practice. He is a Fellow of the Institute and Faculty
of Actuaries and a member of the American
Academy of Actuaries. He is also a past Chair of
the European Reinsurance Association Board.
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Chairman’s letter to shareholders
Key developments on corporate governance throughout the year.

Hiscox Ltd Report and Accounts 2017

Dear Shareholder

The Hiscox Group continues to grow and,
in turn, the robust governance framework
which underpins our business model
continues to evolve. We focus on more
than simply compliance with codes,
ensuring we have the right culture, a
balanced Board with independent Non
Executives and a well-defined network

of committees.

During the year the Financial Reporting
Council (FRC) issued its substantial
revision to the UK Corporate Governance
Code, reflecting the FRC’s aim to make
the code shorter and sharper. We are
currently reviewing this and may submit
comments on the proposed revisions in
due course.

The arrangements we have in place are
described in detail within this corporate
governance statement but it is worth
highlighting a few notable events from
this year.

—— Ernst Jansen and Gunnar Stokholm
stepped down from the Hiscox Ltd
Board in November 2017, following
nine years of service, at which point
the UK Corporate Governance

Code deems them not independent.

—— The Nominations Committee led the
search for three new Non Executive
Directors for the Hiscox Ltd Board,
culminating in the appointment of
Michael Goodwin, Costas Miranthis
and Thomas Hurlimannin
November 2017.

—— During the year, Jeremy Pinchin
stepped down as CEQO of Hiscox
Re & ILS and Group Company
Secretary to return to London,
where he remains our Group Claims
Director. Marc Wetherhill was
appointed by the Board as Group
Company Secretary and General
Counselin September 2017.

In 2017 we carried out an external Board
evaluation using an independent facilitator,
Lintstock. The recommendations in the
report were characterised as potential
refinements to existing practices and the
overall composition of the Board was
rated very highly. One of the findings of the
report was that Non Executive Directors
could maximise the value of their time
spent outside of formal meetings by
visiting the Group’s sites to gain exposure
to second- and third-tier management
with a view to identifying leadership talent,
providing written reports back to the
Board on their insights. We are currently
putting in place a timetable to incorporate
these meetings throughout the year.

Robert Childs
Chairman
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Corporate governance
As the size and shape of the Hiscox Group continues to grow
and develop it is vital that we have in place a robust governance
framework which underpins our business model.

Overview and basis of reporting

Hiscox Ltd (the Company) is the Bermuda
incorporated holding company for the
Group. The Company has a premium
listing on the London Stock Exchange.
The corporate governance framework
for the Company is derived from its
constitution together with Bermuda
Companies Act legislation. The Listing
Rules require the Company to report
against the UK Corporate Governance
Code published in April 2016 (the Code).
During 2017, and up to the date of this
Report and Accounts, the Group has
complied with the provisions of the Code
in all material respects. The FRC has
published a revised UK Corporate
Governance Code, which is expected to
apply to accounting periods beginning
on or after 1 January 2019.

The Board of Directors

As at the date of this report, the Board
comprises the Non Executive Chairman,
three Executive Directors, and eight
independent Non Executive Directors,
including a Senior Independent Director.
Biographical details for each member of

the Board are provided on pages 52 to 53.

The roles and activities of the Chairman
and Chief Executive are distinct and
separate. The Chairman is responsible
for running an effective Board including
oversight of corporate governance

and strategy. The Chief Executive

has responsibility for running the
Group’s business.

The Nominations Committee monitors
the composition of the Board and
considers its diversity, balance of skKills,
experience, independence and
knowledge to ensure that it remains
appropriate. The composition of the
Board was also reviewed as part of

the Board evaluation described on
page 57.

Non Executive Directors are appointed
for a specified term. Their terms of
appointment state that their continuation
in office is contingent upon their
satisfactory performance and prescribe
the time commitment required of them in
order to discharge their duties. The terms
also state that appropriate preparation
time is required ahead of each meeting.

In accordance with the Company’s
Bye-Laws, Michael Goodwin, Thomas
Hurlimann and Costas Miranthis will
seek re-appointment at the 2018 Annual
General Meeting. In accordance with the
Code, the remaining Directors will also
submit themselves for re-appointment.

The Board have set voluntary restrictions
on the number of other Directorships

a Non Executive Director is permitted

to hold. The external commitments

of the Chairman and the Executive
Directors are disclosed in their profiles
on page 52. The remuneration of the
Non Executive Directors does not
include performance-related elements
and is reviewed annually.

While the Board acknowledges the value
that knowledge and experience of the
organisation can bring, it also recognises
the need to progressively refresh Board
membership over time. Non Executive
Directors will normally be expected to serve
for six years. They may be invited to serve
for longer, but service beyond nine years
is unlikely. Any service beyond six years is
subject to a particularly rigorous review.

The Chairman, Robert Childs, did not meet
the independence criteria set in the Code
on appointment. However, the Code

does not require the independence or
otherwise of a Non Executive Chairman

to be considered subsequent to their
appointment. Caroline Foulger is a former

partner of PwC, the Company’s auditors,
but retired from the firm on 31 December
2012, prior to PwC’s appointment

as auditor, and is considered to be
independent. The Board considers all
other Non Executive Directors to be
independent within the meaning of the
Code as there are no relationships or
circumstances which would interfere with
the exercise of theirindependent judgement.

All Directors are entitled to seek
independent professional advice at

the Company’s expense. A copy of any
such advice would be provided to the
Company Secretary who would then
circulate it to all Directors. As part of the
Board evaluation conducted during the
year, Directors were asked to assess

the quality of the support they receive
from the Company Secretary and the
responses were all positive. The Board
meets at least four times a year and
operates within established Terms of
Reference. It is supplied with appropriate
and timely information to enable it to
review business strategy, trading
performance, business risks and
opportunities. The Board of Hiscox Ltd
held four scheduled meetings during 2017.

The Board and Committee meetings
usually take place over two days when
all of the Directors convene in Bermuda.

There is a formal induction process for
new Directors and induction training was
provided to our three new Hiscox Ltd Board
members: Michael Goodwin, Thomas
Hurlimann and Costas Miranthis, during
the year. The needs of a new Director
joining the Board are assessed and
appropriate training arranged. Directors’
training requirements were assessed as
part of the Board evaluation undertaken by
Lintstock. Existing Directors are provided
with the opportunity to attend training
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sessions. During the year Directors also
received briefings on the new Group-wide
Hiscox Integrated Capital Model (HICM)
and attended a number of in-focus sessions
on specific areas of the business.

Prior to the Board and Committee meetings
taking place, the Board and the Executive
Committee together hold in-focus
sessions exploring specific aspects of
the Hiscox Group. These presentations
are sometimes made by members of the
Executive Committee, or other members
of the management team, or in some
cases by individuals with particular
expertise in certain markets. During
these sessions the Board has explored
matters including a major IT programme
for the USA, portfolio underwriting, cyber
underwriting, the US business and ILS
strategic options. In addition, the Board
and Executive Committee received a
presentation on developments in the
FinTech and InsureTech markets from
external experts in this field.

The Board’s Terms of Reference include
a Schedule of Matters Reserved for
Board Decision, a copy of which can

be found on the Group’s website:
www.hiscoxgroup.com. Aside from the
opportunity that Non Executive Directors
have to challenge and contribute to the
development of strategy in regular Board
meetings, Non Executive Directors also
attended the annual Hiscox Partners’
meeting held during the year.

The Board retains ultimate authority for
high-level strategic and management
decisions, including: setting Group
strategy, approving significant mergers
or acquisitions, approving the financial
statements, declaration of interim
dividends and recommendation of the
final dividend, approving Group business
plans and budgets, approving major
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new areas of business, approving capital
raising, approving any bonus issues or
rights issues of share capital, setting
Group investment guidelines, approving
the Directors’ remuneration, approving
significant expenditure or projects, and
approving the issue of share awards.

The Board has appointed an Executive
Committee and authorised the boards
of the trading entities and business
divisions to manage their respective
operational affairs, to the extent that
Board or Executive Committee
approval is not required.

The Board’s committees

The Board has appointed and authorised
anumber of committees to manage
aspects of the Group’s affairs, including
financial reporting, internal control and
risk management. Each committee
operates within established written
Terms of Reference and each committee
Chairman reports directly to the Board.

The Audit Committee

The Audit Committee of Hiscox Ltd
comprises Lynn Carter, Caroline Foulger,
Michael Goodwin, Thomas Hurlimann, Colin
Keogh, Anne MacDonald, Bob McMillan
and Costas Miranthis. Caroline Foulger is
considered by the Board to have recent
and relevant financial experience and is
Chair of the Committee. The Committee as
awhole is considered to have competence
relevant to the sector in which the
Company operates. Further information
on the background and experience of

the Committee members is included

in their profiles on pages 52 and 53.

The Committee operates according to
Terms of Reference published on the
Group’s website and met four times during
the year to assist the Board on matters

of financial reporting, risk management
and internal control, and to determine the

external auditor’s fees. The Committee
monitors the scope, results and cost
effectiveness of the internal and external
audit functions, the independence and
objectivity of the external auditors, and
the nature and extent of non-audit work
undertaken by the external auditors
together with the level of related fees.

The Audit Committee receives reports from
the auditors who also attend meetings of
the Committee to report on the status of
their audit and any findings. This allows the
Committee to monitor the effectiveness

of the auditors during the year.

PwC was appointed as the Company’s
auditor at the 2016 Annual General
Meeting. There are currently no plans

to re-tender the audit. The internal and
external auditors have unrestricted
access to the Committee. All non-audit
work undertaken by the Group’s external
auditors with fees greater than £50,000
must be pre-approved by the Committee.
PwC has confirmed to the Committee
that in its opinion it remains independent.
The Committee is satisfied that this is the
case. Inrespect of the 2017 financial year,
the Committee reported to the Board on
how it had discharged its responsibilities,
provided advice to the Board on how

the Annual Report and Accounts were
fair, balanced and understandable, and
provided the information necessary for
shareholders to assess the Company’s
position and performance, business
model and strategy. Further information
on the activities of the Committee is
included in the Audit Committee report
on pages 60 and 61. The arrangements
by which staff may, in confidence, raise
concerns about possible improprieties are
described in the corporate responsibility
statement on page 48. The arrangements
were reviewed and updated and reissued
to all employees across the Group in
September 2016.
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The Remuneration Committee

The Remuneration Committee
comprises Lynn Carter, Caroline Foulger,
Michael Goodwin, Thomas Hurlimann,
Colin Keogh, Anne MacDonald, Bob
McMillan and Costas Miranthis. Itis
chaired by Colin Keogh. The Committee
operates according to Terms of
Reference published on the Group’s
website and generally meets three

times a year. The Remuneration
Committee takes care to recognise

and manage conflicts of interest when
receiving views from Executive Directors
or senior management, or consulting
the Chief Executive about its proposals.
No Executive is permitted to be present
when the Committee discusses his or
her remuneration. The Committee’s

role in remuneration is described in

the remuneration section on page 65.
The overall aim is to attract and retain
high-calibre individuals and incentivise
them to deliver long-term success for
the Company. Executive Directors are
subject to malus and clawback provisions
in relation to their remuneration and the
circumstances in which these would
apply are described on page 82.

The Nominations Committee

The Nominations Committee comprises
Lynn Carter, Robert Childs, Caroline
Foulger, Michael Goodwin, Thomas
Hurlimann, Colin Keogh, Anne
MacDonald, Bob McMillan and Costas
Miranthis. It is chaired by Robert Childs.
It operates according to Terms of
Reference published on the Group’s
website and meets as and when the
Chairman determines appropriate,

but at least once a year.

The Committee’s role is to monitor

the structure, size and composition

of the Hiscox Ltd Board and, when
Board vacancies arise, to nominate,

for approval by the Board, appropriate
candidates to fill those roles. The Group
believes that opportunity should be
limited only by an individual’s ability

and drive, and the Committee considers
diversity —including gender diversity —
when recommending appointments

to the Board. The Committee has a
policy in place to ensure that the
candidate pool for each new appointment
includes at least one female but does
not consider it appropriate to set quotas
for diversity.

More information on the Group’s diversity
polices and work during the year can

be found in the corporate responsibility
report on page 48.

During 2017, the external search
consultancy firm JCA Group was
commissioned to identify suitable
candidates for the role of Independent
Non Executive Director. Other than
undertaking search assignments, JCA
has no connection to the Group. The
search brief was aimed at balancing
the existing skills, diversity, experience,
independence and knowledge on the
Board. Each candidate was interviewed
by the Chairman, the Chief Executive and
the Group Human Resources Director.
This process produced a shortlist and,
from that shortlist, Michael Goodwin,
Thomas Hurlimann and Costas Miranthias
were nominated by the Committee.

In July 2017, the Board approved these
appointment on the recommendation
of the Committee. The three new Non
Executive Directors bring additional
international experience and diversity
to the Board. Michael Goodwin has
experience in the Asia-Pacific markets,
Thomas Hurlimann has experience
working in Europe and Costas Miranthis
has a background in Bermudian

and US reinsurance operations.

The Committee also has arolein
considering the succession planning
for Executive Directors and senior
management, and a remit to make
recommendations on future leaders.

The Investment Committee

The Investment Committee has
oversight of the Group’s investments
and comprises Lynn Carter, Robert
Childs, Caroline Foulger, Michael
Goodwin, Thomas Hurlimann, Colin
Keogh, Anne MacDonald, Bob McMillan,
Costas Miranthis, the Chief Executive
and the Chief Financial Officer and

is chaired by Robert Childs. At each
meeting the Committee receives an
update from the Chief Investment Officer
on the performance of the Company’s
investment portfolio. It operates according
to Terms of Reference and meets as

and when the Chairman determines
appropriate, but at least once a year.

The Conflicts Committee

The Group has a Conflicts Committee
which comprises Lynn Carter, Caroline
Foulger, Michael Goodwin, Thomas
Hurlimann, Colin Keogh, Anne MacDonald,
Bob McMillan and Costas Miranthis and
is chaired by Bob McMillan, following the
retirement of Ernst Jansen in November
2017. It meets as and when required.
Conflicts of interest may arise from

time to time because Syndicate 33,
Syndicate 3624 and Syndicate 6104 are
managed by a Hiscox-owned Lloyd’s
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An alert service

is available on
hiscoxgroup.com to
notify any stakeholder
of new stock exchange
announcements.

Shareholder communications
0

Managing Agency. 27.4% of the Names on
Syndicate 33 are third parties and 72.6%
of Syndicate 33 is owned by a Hiscox
Group company. 100% of Syndicate 3624
is owned by a Hiscox Group company.
100% of Syndicate 6104 is owned by third
parties. The Committee serves to protect
the interests of the third-party Syndicate
Names. There is also potential for similar
conflicts to arise as a result of the Group’s
insurance-linked securities (ILS) activity
and the Committee serves to protect the
interests of the external investors in the
ILS funds.

The Risk Committee

The Risk Committee oversees the risk
management framework and advises the
Board on how best to manage the Group’s
risk profile. The Committee normally
meets four times a year. The Committee
comprises Lynn Carter, Robert Childs,
Caroline Foulger, Michael Goodwin,
Thomas Hurlimann, Colin Keogh, Anne
MacDonald, Bob McMillan and Costas
Miranthis. It is chaired by Lynn Carter.
The risk management framework is
described in the risk management
section on pages 38 to 47.

The Group has a dedicated risk team

led by the Chief Risk Officer, which
reports to both the Risk Committee of the
main Board and to those of the relevant
subsidiary boards. At each of its meetings
during the year the Risk Committee
reviews and discusses a risk dashboard
and critical risk tracker that monitor

the most significant exposures to the
business, including emerging risks and
risks that have emerged but are evolving.
The Risk Committee also engages in
focused reviews, a recent topic being
information cyber security. Stress tests
and reverse stress tests (scenarios which
could potentially give rise to business
failure as a result of a lack of viability or
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capital depletion) are also performed
and reported on to the Risk Committee.
In light of these arrangements the
Directors are satisfied that a robust
assessment of the principal risks facing
the Company, including those that would
threaten its business model, future
performance, solvency or liquidity,

has been carried out during the year.

The Executive Committee

The Executive Committee comprises
Senior Executives and normally

meets every six weeks. It makes
recommendations to the Board and
approves various matters (some of
which may also require Board approval).
The Committee approves senior
appointments and remuneration
outside the scope of the Remuneration
Committee or Nominations Committee,
approves operational policy, takes
decisions on annual budgets, business
plans, mergers and acquisitions,
considers significant issues raised by
management and approves exceptional
spend within the limits established by
the Board. Below this there are locall
management teams that drive the

local businesses.

Performance evaluation

During the year, in line with the Code
requirement, the Company undertook an
evaluation of the Board and its Committee
which was externally facilitated by
Lintstock. The last external evaluation
was carried out in 2014. Other than
carrying out this evaluation, Lintstock has
no other connection to the Group. The
external evaluation involved one-to-one
interviews with the Chairman and
individual Directors. Most of the
recommendations in the evaluation
report were characterised as potential
refinements to existing practices rather
than material changes in approach.

The top priorities for the Board in 2018
were identified as supporting the
Company in a changing environment,
managing succession and transition,
maximising the contribution of the Non
Executive Directors and continuing with
the in-focus session on certain areas

of the business.

A written report of the evaluation

was produced by the independent
evaluator and circulated to all Directors.
The key themes and the areas for further
development were then discussed

at a Board meeting in February 2018.

In addition to the external evaluation

of the Board, the Senior Independent
Director, Colin Keogh, met with the other
Non Executive Directors without the
Chairman present to appraise the
performance of the Chairman. During

the year, the Non Executive Directors
also periodically met without the
Executive Directors to discuss a wide
range of issues concerning the Company.

No issues arose which would prevent

the Chairman from recommending the
re-appointment of a Non Executive
Director. The Chairman met with the Chief
Executive and the Chief Executive met
with each of the Executive Directors, to
discuss their performance over the year
and to set targets for the year ahead.

Shareholder engagement

During the year the Company has
engaged with its largest shareholders on
proposed changes to the implementation
of the remuneration policy as outlined on
pages 76 to 84.

The views expressed by shareholders

have been reported back to the Board

through its committees. The Executive
Directors communicate and meet
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directly with shareholders and analysts
throughout each year, and do not limit
this to the period following the release
of financial results or other significant
announcements. All Directors attended
the Annual General Meeting in 2017.

The Company also commissions
independent research on feedback from
shareholders and analysts on a regular
basis following the Company’s results
announcements. This research, together
with the analysts’ research notes, is
copied to the Non Executive Directorsin
full. The Chairman attends a number of
meetings with shareholders and analysts.

In addition, any specific items

covered in letters received from major
shareholders are reported to the

Board. Major shareholders are invited

to request meetings with the Senior
Independent Director and/or the other
Non Executive Directors. An alert service
is available on www.hiscoxgroup.com

to notify any stakeholder of new stock
exchange announcements.

Accountability and internal control

Risk is at the heart of any insurance
organisation and the management of
risk is fundamental to the success of its
business model. The principal risks facing
this organisation are described on pages
41 to 47 together with an explanation of
how they are managed or mitigated.
These risks are managed dynamically

in response to changing circumstances.
For example, since last year, regulatory
and legal risks has been separated

from operational risk in recognition of

its increasing pertinence across the
Group. Emerging risks often influence
our strategic approach, and are
considered holistically as part of the
wider risk landscape. These principal
risks comprise the Group’s ‘critical risks’,

or exposures which materially threaten
financial strength, severely impact
business operations or significantly affect
strategy. Critical risks often develop over
a short time, or offer limited time to react,
respond or recover, thereby requiring
continuous focus. The Group is subject
to regulatory requirements aimed at
ensuring its continuing solvency and

has established arrangements to assess
and manage its principal risks continually.
Risk and solvency assessments are
conducted and the Group is required to
assess the capital resources necessary
to achieve its strategic business objectives
over the coming year while remaining
solvent, given its risk profile. This includes
a forward-looking assessment which
considers the business plan over a
three-year period.

Notwithstanding the uncertainties arising
from the risks summarised on pages 38 to
47 there is a statement at page 85 which
confirms that for the 2017 financial year
the Directors considered it appropriate

to adopt the going concern basis of
accounting. For the reasons explained
above, the prospects of the Company

are assessed over alonger period than
the 12 months required by the Code.

The Group calculates and projects
forward the capital requirements of its
regulators and those of the rating agencies
to ensure that it will continue to meet any
applicable solvency requirements and
achieve the ratings it feels are necessary
to conduct its business profitably. While
the Board has no reason to believe the
Group’s business model will not be viable
over alonger period, the period over
which the Board considers it possible

to form reasonable expectations as

toits position is the three years to

31 December 2020. This corresponds

to the forward-looking element of the
Group’s regulatory solvency assessments

and allows reliance to be placed on the
output from those assessments as well as
the other arrangements described above.
On the basis of its robust assessment of
the principal risks, and on the assumption
that they can continue to be managed or
mitigated as described (and taking account
of the most recent solvency assessments,
together with the results of the stress tests
and focused risk reviews), the Board has a
reasonable expectation that the Company
will be able to continue in operation and
meet its liabilities as they fall due over the
period to 31 December 2020.

As part of our internal controls, the internal
audit function provides objective and
independent assurance and advice to the
Audit Committee and the Board over the
processes and systems of internal control
and risk management operating in the
Group. It achieves this through carrying
out an annual risk-based programme of
reviews, the scope of which considers an
independent view of the risks facing the
Group, as well as other factors such as
strategic initiatives, emerging risks and
change. Itincludes an annual review of
the Group’s compliance with the
governance requirements emanating
from its regulators and the Code. The
findings of these internal audit reviews
are reported to the Audit Committee.

Taken together the risk and internal audit
activities described here enable the Board
to monitor the Group’s risk management
and internal control systems.
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Financial reporting
In relation to financial reporting, the
primary role of the Audit Committee is
to monitor the integrity of the financial
statements of the Company and any
formal announcements relating to the
Company’s financial performance, and
review significant financial reporting
judgements contained within them.
Working with both management and the
external auditor, the Committee reviewed
the appropriateness of the half-year and
annual financial statements, concentrating
on, among other matters:
the quality and acceptability of
accounting policies and practices;
—— the clarity of the disclosures and
compliance with financial reporting
standards and relevant financial and
governance reporting requirements;
—— material areas in which significant
judgements have been applied or
there has been discussion with the
external auditor;
—— any correspondence from third parties
in relation to our financial reporting.

To aid the review, the Committee
considered the key judgements found

in the financial statements by the Chief
Financial Officer, as well as reports from
the external auditor on the outcomes of
its annual audit and half-year review. The
Committee supported the auditor, PwC,
in displaying the necessary professional
scepticism its role requires. The primary
areas of judgement considered by the
Committee in relation to the 2017 Annual
Report and Accounts were:

i) The reserving for insurance losses
As set out in our significant accounting
policies on page 107, the reserving for
insurance losses, in particular losses
incurred but not reported, is the most
critical estimate in the Company’s
consolidated balance sheet.
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Meetings and attendance table
All Directors attended all meetings.

Audit Remuneration Nominations

Board Committee Committee Committee
Director Attended Attended Attended Attended
RS Childs 4/4 N/A N/A 4/4
BE Masojada 4/4 N/A N/A N/A
HA Hussain 4/4 N/A N/A N/A
RC Watson 4/4 N/A N/A N/A
LA Carter 4/4 4/4 4/4 4/4
C Foulger 4/4 4/4 4/4 4/4
M Goodwin* 11 11 11 11
T Hurlimann* 11 1/1 11 1/1
C Keogh 4/4 4/4 4/4 4/4
A MacDonald 4/4 4/4 4/4 4/4
R McMillan 4/4 4/4 4/4 4/4
C Miranthis* 11 1/1 1/1 1/1

*Michael Goodwin, Thomas Hirlimann and Costas Miranthis were appointed as Directors with effect from

16 November 2017.

The Chief Actuary presented a Group
reserving report to the Committee,

which reviewed the approach taken by
management when making their selection
of reserving estimates. The Committee is
satisfied with the judgements taken and the
reporting and disclosure of these estimates.

During the year, a number of natural
catastrophes occurred, with hurricanes
Harvey, Irma and Maria (HIM) in particular
causing devastation and significantly
contributing to the largest annual
catastrophe losses in history. The
Committee received an update on the
large loss processes that the Company
conducts when significant events such
as these arise. It isimperative that the
Company can quickly, and to areasonable
degree of accuracy, estimate the gross
and net losses arising from such events.
The Committee is satisfied with the way
that the process was conducted.

ii) The carrying value of deferred tax

As fully explained in note 2.22, a deferred
tax asset has been established relating
to operating losses arising in foreign
subsidiaries. The recoverability of these
assets is dependent upon the future
profitability of these subsidiaries. The
Committee reviewed the methodology
used by management to assess the
projected profitability and the carrying
amount of the deferred tax asset and is
satisfied with the methodology.

The Committee was briefed on the US
Tax Bill H.R.1 and the introduction of

a Base Erosion Anti-Abuse Tax. The
Committee is satisfied of the approach
being undertaken by the Group.

iii) The valuation of the investment portfolio
The Group reports its assets at fair

value. As discussed in note 2.22, during
periods of economic stress, the resulting
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diminished liquidity means that
estimating fair value involves a higher
level of judgement. The Committee
has evaluated the process used by
management to estimate the fair
value of the investment portfolio and
is satisfied with their conclusions.

iv) Accounting for the defined

benefit scheme

As explained in note 2.16, the Group
recognises the present value of the
defined benefit obligation, less the fair
value of plan assets at the balance sheet
date. The Audit Committee reviewed
the report of the key judgements in the
financial statements from the Chief
Financial Officer and is satisfied that
the assumptions used to measure

the deficit are reasonable.

v) The recoverability of reinsurance assets
As as result of the hurricane activity in the
year, the level of exposure to reinsurers
has increased. The Committee received
an update on the process to monitor

the levels of recoverability and the

regular contact with counterparties.

The Committee is satisfied with the
approach taken and the recoverability

of those assets.

Finance Transformation Programme
The Company has embarked on a
Finance Transformation Programme
(FTP), which involves a wide-ranging
transformation of the Finance IT systems
and controls. The head of the FTP project
provides a quarterly update to the
Committee on the status of the project.

Functional currency reporting

The Company previously announced that
the functional currency of Syndicate 33,
Hiscox Dedicated Corporate Member
Limited, Hiscox Syndicates Limited and
Hiscox Capital Ltd and the reporting

currency of the Group would change to
US Dollars with effect from 1 January 2018.
The Committee reviewed the proposed
change to functional currency which

will significantly reduce the volatility of

the Group’s earnings due to foreign
exchange movements, in particular due
to translation of foreign currency balances
(noting that a significant majority of Group
earnings are denominated in US Dollars).
The proposed change will give investors
and stakeholders a clearer understanding
of Hiscox’s performance over time, and
The Committee was comfortable in
recommending it to the Board.

UK Corporate Governance Code

In accordance with the 2016 UK
Corporate Governance Codeg, the
Board requested that the Committee
advise on whether it believes the Annual
Report and Accounts, taken as a whole,
is fair, balanced and understandable and
provides the information necessary for
shareholders to assess the Company’s
position and performance, business
model and strategy. The Committee
has provided such advice to the Board.

External auditor

PwC was appointed as the Group’s
auditor at the 2016 Annual General
Meeting following a tender exercise that
commenced in 2014 and was reported on
inthe 2015 Annual Report and Accounts.

External auditors are invited to attend all
meetings of the Committee and it is the
responsibility of the Committee to monitor
their performance, objectivity and
independence. The Committee discusses
and agrees with the auditors the scope

of the audit plan for the full year and the
review plan for the interim statement. The
Audit Committee receives reports from
external auditors at regular intervals
during the audit process, including those

relating to the judgements outlined above.
The external auditors provide reports

at each Committee meeting on topics
such as the control environment, key
accounting matters and mandatory
communications. Any contracts with
PwC for non-audit services in excess

of £50,000 must be approved by the
Committee in advance. Approval will
not be given for any contract that may
impair the auditor’s independence or
objectivity. During the year, the value

of non-audit services provided by PwC
amounted to £200,000 (2016: £315,000).
There were no circumstances in which
PwC was engaged to provide services
that might have led to a conflict of
interests, nor does the Audit Committee
consider the quantum of the fees
impacts the independence of the
auditors. To provide a forum in which
any matters of concern could be raised
in confidence, the Non Executive
Directors met with the external and
internal auditors throughout the year
without the Executive Directors present.

Internal audit

The Group Head of Internal Audit is
invited to attend all meetings of the
Committee. Itis the responsibility of the
Committee to monitor and review the
effectiveness of the Group’s internal audit
function and to consider reports prepared
by internal audit on the effectiveness of
systems of internal control.

Group Risk Officer

The Group Risk Officer is also invited to
attend all meetings of the Committee. The
Company has in place a Risk Committee
and the items discussed by the two
Committees can overlap, therefore the
attendance of the Group Risk Officer aids
in facilitating discussions relating to risk.

External committee evaluation
During the year an external evaluation
of the Committee was conducted

by Lintstock. The performance of

the Committee was rated highly and
anumber of priorities were identified
for 2018. These included developing
the information that the Committee
receives to become more succinct,

in particular: highlighting key items

in lengthy reports; making more

use of private sessions to enable
conversations without non-members
present; and continuing to ensure
that any issues or concerns are
raised as early as possible.

Caroline Foulger
Chairman of the Audit Committee
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63 Remuneration

Letter from Chairman of the Remuneration Committee

Dear fellow Shareholder

At Hiscox we have a very clear strategy
which aims to deliver strong returns across
the insurance cycle and create sustainable
long-term value for our shareholders.

We want to employ and keep good people
and provide them with the means and
motivation to excel.

Although the remuneration structure
has naturally evolved over time to reflect
market and best practice, the simple
framework and main design features
have been in place for more than 15
years. The underlying philosophy is
that base remuneration should be
competitive but not excessive, and
that outperformance will be rewarded
through variable pay. We expect all
employees to meet or exceed their
non-financial targets such as delivering
great service to customers, adhering
to regulation and playing their part in
building a business for the long-term.
However, in order for executives to be
eligible for a bonus, Hiscox must also
deliver profits in excess of a specified
return threshold.

Rewarding results and not effort is
integral to Hiscox’s high performance
culture which, in the Board’s opinion,

is a key element of the Company’s
success. Hiscox has consistently
delivered market-leading performance.
Over the last five years ROE averaged
15%, well above the FTSE All-Share
average of 9%. This performance has
enabled the Company to distribute
£742 million to shareholders since 2013,
and deliver a total shareholder return of
280% — well above the FTSE All-Share
of 74%. As a consequence Executive
Directors and employees have been
well rewarded over this period. We believe
this philosophy works well for investors
and employees.
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The following principles define our

approach to remuneration.

—— Simple, and strictly results driven,
with variable rewards only if Hiscox
delivers profits in excess of a
specified return threshold.

—— Incentivise Executive Directors
appropriately, over the short and
long term.

—— Align Executive Directors’ interests
with those of our shareholders,
focusing on effective risk
management, ROE, and net
asset value growth which drives
total shareholder return over time.

Listening to shareholders

The Remuneration Committee believes
that the general remuneration structure
continues to work well and therefore

no changes to the remuneration policy
approved by shareholders at the 2017
AGM are proposed this year. However,
through conversations with shareholders
during the last AGM season, some
themes emerged on how we could
improve our approach and the
Committee is proposing to make a
number of changes to how the policy
will be implemented in the future.

1. Greater transparency over

bonus outcomes

Although shareholders recognised that
bonuses at Hiscox are closely aligned to
performance, with performance below
threshold leading to zero bonuses twice
in the last ten years, we have taken on
board requests for greater transparency
over the bonus outcomes. In this year’s
remuneration report we provide more
detail on bonus structure, including both
retrospective and prospective disclosure
of pre-tax return on equity (ROE) targets
applicable to the bonus. In years where
bonuses are paid, we will provide
enhanced retrospective disclosure

of individual performance factors used
to determine outcomes.

2. Additional metrics for the Performance
Share Plan (PSP)

In relation to the long-term PSP award,
some shareholders requested alternative
financial metrics be considered in
addition to ROE, to avoid an overlap

with the annual bonus scheme.
Recognising that growth in net asset
value is a key strategic goal, and is
clearly linked to the delivery of long-term
shareholder returns, we have replaced
ROE with growth in net asset value plus
dividends measured on a per share
basis as the performance target for

2018 PSP awards. This approach
provides a simple measure of growth
which complements the ROE measure
used for the short-term incentive and
adds further diversity to the overall
performance assessment. We have also
reduced the vesting level for achievement
of threshold performance from 25% of
award to 20% of the maximum award.

3. Increased shareholding guidelines

for senior executives

Hiscox has a long-standing culture

of share ownership among senior
executives, with the CEO and CUO
currently owning shares valued

at more than 7,000% and 2,000% of
salary respectively. Whilst acknowledging
this, some shareholders noted that the
current minimum shareholding guidelines
of 150% of salary could be increased

in line with evolving market practice.
Accordingly, we have increased this

10 200%. The CFO was appointed in
September 2016 and will continue to
build his shareholding in Hiscox shares.

We have consulted with our major
shareholders and received support
for the direction we are taking.
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Letter from Chairman
of the Remuneration

Committee

Performance and remuneration outcomes
Hiscox reserved US$225 millionin
catastrophe claimsin 2017, a year which
saw the highestinsured losses ever. The
Group was also impacted by foreign
exchange losses of £63 million. However,
a strong investment return and a good
performance by Hiscox Retail meant we
were able to deliver a profit of £30.8 million
(2016: £354.5 million).

The significant contribution of the retail
businesses continues to demonstrate
the value of the business strategy and
the overall balance sheet remains strong.

Hiscox also made good progress on a
number of operational initiatives during
2017, including setting up a European
carrier in response to Brexit, rolling out
acore IT system in the UK, and investing
over £50 million in marketing across the
Group. Notwithstanding the excellent
contributions made by a number of

senior executives across the business,
the Committee has once again stuck to
the principles of rewarding for outputs
and not inputs. ROE for the year was 1.5%,
which was below the minimum threshold
set. Therefore for 2017, no bonus will be
payable to the three Executive Directors
and for a significant number of senior staff.
At a junior level we paid bonuses relative to
personal performance.

Despite the challenges in 2017, the
performance trend over the longer termis
more positive. Based on a strong average
ROE performance of 13.5% over the

last three years (1.5% in 2017, 23.0% in
2016 and 16.0% in 2015), the long-term
incentive plan (LTIP) award granted in
2015 will vest at 85% of maximum.

The net result of the above, is that the
remuneration packages and single figure
results reported for the three Executive

Directors are significantly lower than in
recent years. In 2017, the CEO’s single
figure reduced by 42% to £2.3 million.

Our remuneration approach seeks to
encourage management to build a business
over the long term, whilst delivering
shareholder results in the short term. This is
demonstrated by the value of vested PSPs
being the material element of the CEO’s
remuneration, as illustrated on page 71.

Looking ahead

Overall, the Remuneration Committee is
satisfied that our practices are aligned
with the interests of shareholders and
incentivise Directors appropriately over
the short and long term.

Over the past year, we have listened to our
shareholders and responded to feedback.
During 2018, the Committee will pay close
attention to any reforms implemented

by the Government and will review our
general approach following the publication
of the revised Corporate Governance
Code which is expected later in the year.

Looking further ahead we remain
committed to the principles which have
underpinned our remuneration strategy
foranumber of years.

We value the views of our shareholders
and we will seek to maintain dialogue
to ensure there is clarity regarding the
decision-making of the Committee.
We have refreshed our approach to
disclosure this year and | trust that this
expanded report provides you with a
helpful summary of our approach to
remuneration at Hiscox. | look forward
to receiving your approval and hearing
your feedback at our 2018 AGM.

Colin Keogh
Chairman of the Remuneration Committee
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63 Remuneration

Remuneration summary

Key principles underpinning Summary of remuneration arrangements for 2018

remuneration at Hiscox

The following principles have driven

a culture of high performance at Hiscox,

creating sustainable long-term value

for shareholders.

——— The remuneration policy must be
simple, and strictly results-driven
with variable rewards only if
Hiscox delivers profits in excess
of a specified return threshold.

—— Remuneration should aim to

incentivise Executive Directors A summary of the remuneration Base salary

appropriately over both the arrangements for Executive Directors is

shortand long term. provided opposite, the full remuneration Competitive but not excessive
—— Remuneration should align policy approved by shareholders at the ‘

Directors’ interests with our 2017 AGM is detailed on pages 76 to 84.

shareholders’ by focusing on

effective risk management, ROE, As detailed in the Remuneration

and net asset growth which drives Committee Chairman’s letter,

total shareholder returns over time. certain changes have been made Benefits

to implementation in response to

Remuneration outcomes for 2017 shareholder feedback.

2017 was a historic year for catastrophes,
and this impacted our financial results.
While the Company’s balance sheet
remains strong and Hiscox is in a good
position to capitalise on opportunities, Aligned to shareholder interests.
incentive outcomes for 2017 will be
significantly lower than in recent years.

Same as majority of employees.

Annual bonus

No bonus for Executive
Directors as ROE was
below the threshold
performance level.

Performance Share Plan

Strong long-term
performance with
three-year average ROE

(PSP)

Aligned to long-term shareholder interests
and performance.

of 13%. PSP awards
granted in 2015 vested

at 85% of maximum.

Single figure of
£2,287,729 for CEOQO,
is 42% lower than
last year.

Shareholding guidelines

Aligned to shareholder interests.
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Remuneration summary

Implementation policy
for 2017

Implementation policy
for 2018

Salaries for 2017:

—— BE Masojada: £599,625

—— HAHussain: £461,250

—— RC Watson: £461,250

Salary increase of 2.5%, in line with average UK employee increase of 2.6%.

Salaries for 2018:

—— BE Masojada: £620,000

—— HAHussain: £477,000

—— RC Watson: £477,000

Salary increase of 3.4%, the same as
the average UK employee increase.

Benefits can include health insurance, life insurance, long-term disability schemes and participation in all-employee share
schemes. Retirement benefits are delivered via a cash allowance of 10% of salary paid in lieu of the standard pension

contribution, the same as most other employees in the organisation.

Maximum opportunity:

—— up to 400% of salary for CEO and CFO;

—— up to 500% of salary for CUQO.

Over the past ten years, the average bonus to the CEO has been equivalent
to ¢.40% of the current maximum opportunity.

Performance metrics: combination of ROE and individual performance
delivered against set objectives approved by the Board.

Deferral: part deferral of amounts in excess of £50,000.

2017 actual as percentage of salary:
—— BE Masojada: 0%

—— HAHussain: 0%

—— RC Watson: 0%

Maximum opportunity unchanged.

Enhanced transparency of outcomes:
full disclosure of prospective ROE target
ranges upon which bonus outcomes
are determined.

We will also provide enhanced disclosure
around the individual performance factors
used to support the determination of
outcomes in future years.

Award subject to three-year performance period and two-year holding period.
Maximum opportunity: 200% of salary for all Executive Directors.

Vesting subject to: ROE performance hurdle. 25% vests for achievement
of threshold performance, 100% for maximum.

2017 actual as percentage of salary:
—— BE Masojada: 200%

—— HAHussain: 186%

—— RC Watson: 186%

Awards continue to be released after
five years.

Maximum opportunity unchanged.

Vesting subject to: net asset value
per share growth plus dividends. 20%
vests for achievement of threshold
performance, 100% for maximum.

Share ownership guidelines of 150% of salary for all Executive Directors,
after five yearsin role.

2017 actual:
—— BE Masojada: 7,000%
—— HAHussain: 60%*

—— RC Watson: 2,000% *HA Hussain was appointed in September 2016.

Share ownership guidelines increased to
200% of salary for all Executive Directors,
after five years in role.
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Annual report on remuneration 2017

This report explains how the remuneration policy was implemented for the financial year ending 31 December 2017 and how it
will be applied for the 2018 financial year. PwC has been engaged to audit the sections in the annual report on remuneration 2017
below entitled ‘Executive Director remuneration’ and additional notes, ‘annual bonus’, ‘long-term incentives’, ‘details of pension
entitlements’, ‘Non Executive Director remuneration’, and ‘Directors’ shareholding and share interest’ to the extent that would be
required by the Large and Medium-sized Companies and Groups (Accounts and Reports) Regulations 2013.

Executive Director remuneration

Long-term Retirement Total

Year Salary Benefits Bonus' incentives? benefits remuneration

£ £ £ £ £ £ £

BE Masojada 2017 595,969 9,720 0 1,629,670 52,370 2,287,729
CEO 2016 582,500 8,839 1,500,000 1,826,470 52,657 3,970,466
RC Watson 2017 458,438 9,367 0 1,218,482 41,674 1,727,961
CUO 2016 445,000 10,095 1,350,000 1,287,894 40,453 3,133,442
HA Hussain® 2017 458,438 7,128 0 481,349 41,674 988,589
CFO 2016 138,068 1,727 800,000 549,515 12,551 1,501,861

A proportion of the bonus amount is deferred as set out on page 79 of the policy report.

22017 long-term incentives relate to performance share awards granted in 2015, or on joining in the case of HA Hussain, where the performance period ends on
31 December 2017. The award is due to vest on 13 April 2018. The amount also includes dividend equivalents accrued on this award. For the purpose of this table
the performance share award has been valued based on the average share price during the three-month period to 31 December 2017 of 1392.63p. The 2016 long-term
incentive award relates to performance share awards granted in 2014 where the performance period ends on 31 December 2016. The amount also includes dividend
equivalents accrued on this award (HA Hussain’s amount has been restated based on dividends received). For the purpose of this table the performance share award
has been valued based on the share price on 17 March 2017 of 1082.00p.

SAppointed 12 September 2016. Details of his joining package are in the 2016 remuneration report.

Additional notes to the Executive Director remuneration table

Salary

Salary reviews take place in the first quarter of the year, effective from 1 April. As noted in last year’s remuneration report, Executive
Directors’ salaries were increased by 2.5% from April 2017, which was in line with the average UK-based employee salary increase
of 2.6%. Base salaries for Executive Directors from 1 April 2017 were as follows:

April 2017
BE Masojada £599,625
RC Watson £461,250
HA Hussain £461,250

Benefits
For 2017, benefits provided for Executive Directors included the Company healthcare scheme, life insurance, income protection
insurance and critical iliness policies as well as a Christmas gift hamper.

Variable pay

The Hiscox approach to remuneration places emphasis on alignment with performance and the shareholder experience. Therefore, a
significant portion of total remuneration is delivered via incentive awards which can vary significantly based on the level of performance
achieved. At Hiscox, variable pay consists of an annual bonus and share awards under the Performance Share Plan.

Although the remuneration structure has naturally evolved over time to reflect market and best practice, the simple framework has
been in place for more than 15 years. The approach has reinforced the strong performance culture across the business as bonuses
are only paid if results exceed the specified threshold, and not for effort alone.

Annual bonus
Inresponse to shareholder feedback the Committee has sought to improve the transparency around the process for determining bonuses.
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Structure of bonus

The bonus is structured so that there can be significant variability in outcomes, including years where no bonus is paid. The
Remuneration Committee continues to believe that the most appropriate measure for the calculation of the bonus poolis pre-tax
return on equity as it aligns management’s interests most effectively with shareholders’ interests and minimises the possibility of
anomalous results. It enables the Committee to ensure that Executive Directors’ and other employees’ incentives are aligned with
the Company’s profit performance.

The Executive Directors, along with other employees across the Group, participate in profit-related bonus pools. These pools are
calculated at a business unit level, and for the Group as a whole, on the basis of a set percentage of profits on achievement of areturn
on allocated equity.

Individual bonuses are based on the results of the relevant business area, individual performance and the size of the relevant bonus
pool. The Remuneration Committee determines the bonuses to be paid to the Executive Directors based on judgement regarding the
performance of the Group and a robust assessment of individual performance including adherence to specific risk management
objectives. Bonuses are not paid if actual performance does not exceed the threshold, irrespective of individual performance.

In determining the size of the Executive Director bonuses, the Committee uses the following framework to support its decision-making
process. When setting targets, the Committee seeks to motivate strong performance but in a manner which encourages sustainable
behaviours in line with the defined risk appetite of the business:

Pre-tax return on equity Indicative bonus range (% of max)
Less than RFR* +<5% Nil

RFR +5% to RFR +12.5% 0-15%

RFR +10% to RFR +17.5% 15-40%

RFR +15% to RFR +22.5% 30-60%

RFR +20% to RFR +25% 50-70%

Greater than RFR +22.5% 60-100%

*Risk-free rate.

These ranges enable the Committee to exercise judgement and flex payments (including downwards) based on the delivery of
specific objectives and context in which performance has been delivered.

Where performance is below the specified threshold, no bonus is paid. Over the last ten years, on the two occasions when the
Group has delivered pre-tax ROE below the required threshold, no bonuses were paid to Executive Directors.

Junior and mid-level employees also participate in a personal performance bonus scheme. Awards under this scheme are based
entirely on individual performance ratings. It is designed to ensure that junior and mid-level employees continue to be motivated to
perform well, irrespective of overall Group performance. The benefit is up to 10% of salary.

Pay for performance — track record
The chart below shows the relationship between the Group ROE performance and bonus awards for Executive Directors over an
extended period. It demonstrates the strong link between Company performance and bonus outcomes.

Executive Directors’ cash incentives and return on equity

Bonus as a percentage of salary
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Qutcomes for 2017
In assessing outcomes for 2017, the Remuneration Committee reviewed a number of objectives in areas of individual
performance including:
—— for CEO, BE Masojada: delivering the strategic plan (which in 2017 meant growing Hiscox Retail and Hiscox Re & ILS,
while pulling back in the London Market), and embedding a culture of risk management across the organisation;
—— for CUO, RC Watson: driving product innovation in key markets as well as ensuring risk limits and controls are followed;
—— for CFO, HA Hussain: improving capital management and driving cost efficiencies across the business to realise economies.

Despite delivering good progress against these objectives, the pre-tax return on equity for 2017 was 1.7% (2016: 24.2%) and the
resulting profit of £30.8 million was driven by an expensive year for catastrophe claims and large foreign exchange losses. In line with
the assessment framework set out on page 69, no bonus pool was allocated to the Executive Directors as the final pre-tax ROE level
for the year was below the specified threshold.

Hiscox is committed to providing clear disclosure regarding bonus outcomes. To the extent that bonuses are paid in future years,
the Committee intends to provide suitable disclosure in future reports regarding the individual performance factors taken into
account when determining individual annual bonus outcomes.

Long-term incentives

Performance Share Plan awards (PSP) where the performance period ends with the 2017 financial year

BE Masojada and RC Watson were granted awards under the PSP in 2015 for the three-year performance period 1 January 2015
to 31 December 2017. As outlined in the 2016 Directors remuneration report, HA Hussain was granted a buy-out award under his
appointment terms which is based on performance over the same period.

The performance conditions for this award were set at the start of the performance period and are as follows:

Required average post-tax ROE

over three-year performance perioﬂ? Proportion of PSP vestinﬂﬁ;
Minimum threshold vesting Expected investmentreturn + 5 =7 25
Maximum vesting Expected investment return +12.5 =14.5 100

Straight-line vesting between these points

Performance outcome

Based on the three-year average post-tax return on equity of 13.5%, the awards ending with the 2017 performance year will vest at
85% on 13 April 2018. Executive Directors will also receive dividend equivalents in the form of additional awards based on dividends
paid during the three-year performance period. The estimated value of these awards is covered in the Executive Director
remuneration table on page 68.

PSP awards granted during the 2017 financial year
On 7 April 2017, BE Masojada, RC Watson and HA Hussain were granted awards under the PSP.

Numberof  Marketpriceat Market value at

awards granted date of grant date of grant
BE Masojada 105,000 1119 1,174,950
RC Watson 75,000 1119 839,250
HA Hussain 75,000 1119 839,250

The performance conditions for these awards are as follows:

Required average post-tax ROE
over three-year performance period Proportion of PSP vesting
[) 9

% o
Minimum threshold vesting Expected investmentreturn + 5 =7 25
Maximum vesting Expected investmentreturn +12.5 =14.5 100

The ROE targets are set in order to outperform investment expectations and are reviewed annually to ensure they continue to motivate
and drive the right behaviours within the management team.

Executive Directors will be required to retain any shares vesting (net of tax charges) at the end of the performance periods for a further
two years (five years post the start of the performance period).
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CEQ remuneration — short-term vs long-term weighting Fixed pay — salary and benefits
[JAnnual bonus
W PSP - value at vesting

2017 71% or £1,629,670
2014 | 32% or £1,000,000 48% or £1,512,756
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Balance between pay elements

The chart above shows the balance between fixed pay, annual variable pay and long-term variable pay for the CEO over the past four years.
The value of vested PSPs has been the material element of the CEOQ’s remuneration. Good performance and share price appreciation
has increased the value of PSPs over time. For example, the PSP award with a performance period ending in 2016 had a value at grant
of £1,082,640 and at vesting was £1,826,470.

Details of pension entitlements

All open Hiscox retirement schemes are based on defined contributions. BE Masojada, RC Watson and HA Hussain hold lifetime
allowance protection certificates and have therefore opted out of the Company pension scheme. They receive a 10% cash allowance
(less an offset for the employer’s UK National Insurance liability) in lieu of the standard employer pension contribution. The value of this
benefitis shown in the Executive Director remuneration table on page 68.

The table below details the legacy entitlements from the defined benefit pension plan. There are no further accruals under this plan.

Pensions Transfervalue  Transfer value Increase/
Increase Total accrued ofaccrued ofaccrued (decrease) in

inaccrued  annual pension Increase in pension at pensionat  transfer value of

pensionduring at31December accrued pension 31 December 31 December accrued pension

Normal retirement the year 2017 net of inflation 2016 2017 during the year

age £000 £000 £000 £000 £000 £000

BE Masojada 60 2 52 - 1,961 2,073 112
RC Watson 60 6 166 = 6,604 6,978 374

In the event of early retirement the Directors receive a reduced pension to reflect early payment in accordance with the scheme rules.

Non Executive Director remuneration
The table below sets out the remuneration received by the Non Executive Directors for the financial years ending 31 December 2017
and 31 December 2016.

2017 2016

Board If_;g b Commit}zg Ségzi'%i?ég Benefits Hiscox-l;((;teasI Board If-ég Hd Commit;g: Sggz‘rgi?erg Benefits Hiscofog;i

£ £ £ £ £ £ £ £ £ B

L Carter 65,167 31,808 - - 96975 67742 32,052 - - 99,794
RS Childs 140,000 - 140,000  11,203* 291,203 140,000 - 140,000  9,430" 289,430
C Foulger 65167 34,135 86,126 - 185428 67742 36,356 83,984 - 188,082
M Goodwin** 8,146 3,207 - - 11,443 - - - - -
T Hurlimann** 8,146 3,207 - - 11,443 - - - - -
ER Jansen! 57,198 26,556 - - 83754 67742 31452 - - 99,194
C Keogh 77,580 32,196 - - 109,776 80,645 33,468 - - 114,113
AMacDonald 65167 26,377 - - 91,544 67742 27,419 - - 9516t
R McMillan 65167 26,877 62,064 - 154108 67,742 27,419 64,516 - 159,677
C Miranthis** 8,146 3,207 - - 11,443 - - - - -
G Stokholm! 57198 23151 46,000 - 126,349 67742 27419 69,387 - 164,548

*Benefits include life assurance and healthcare.

**Appointed effective 16 November 2017.

'Resigned effective 16 November 2017.

2017 fees that were paid in USD have been converted to GBP using an exchange rate of 1.289. 2016 fees were converted using 1.24.

Non Executive Director fees were reviewed in 2018, having been unchanged for the last three years. RS Childs’ fee increased by 3.6%.
The other Non Executive Directors’ basic fees increased by 2.4%. The Remuneration Committee Chair fee increased by US$2,000
to US$17,000 and member fees by US$1,000 to US$8,500. The Risk Committee fees increased by US$2,000 (Chair US$17,000,

member US$10,000).
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Directors’ shareholding and share interests
We believe that senior managers within Hiscox should be aligned with Hiscox shareholders by owning a minimum number of
Hiscox shares. Formal shareholding guidelines are in place and were increased in 2017 to reflect our long-standing culture of share

ownership among Executives. Executive Directors are now expected to own Hiscox shares valued at 200% of salary (previously
150%) within five years of becoming an Executive Director. BE Masojada and RC Watson have over 20 and 30 years’ service
respectively and as such their shareholdings far exceed the guidelines. HA Hussain was appointed to the Board in September 2016
and will be expected to a build a shareholding in the Company over the course of his tenure. There have been no changes in the
Director share interests between 31 December 2017 and 26 February 2018.

Directors

31 December 2017
6.5p ordinary shares
number of shares beneficial

31 December 2016
6.5p ordinary shares
number of shares beneficial

Executive Directors

BE Masojada 3,064,702 3,212,777*
RC Watson 691,973 700,000
HA Hussain 19,700 =
Non Executive Directors
L Carter - -
RS Childs 1,379,610 1,511,866
C Foulger 8,077 7,894
M Goodwin 4,950 -
T Hurlimann - -
C Keogh 17,016 11,242
A MacDonald 22,185 14,450
R McMillan - -
C Miranthis - —
*Restated to include 1,744 shares.
Performance Share Plan (PSP)
The interests of Executive Directors under the PSP are set out below:
Number of Number of Number of Number of ’\;L\‘Nn;?c?sr g{ Market price at Market price Date
1 dancary 5017 St e oorseq  lDecenpry  dateoforan deskmdesy e
HA Hussain 50,787 - - - 50,787 10.461 17-Mar-17
39,709 - - - 39,709 10.461 13-Apr-18
75,000 - - - 75,000 10.467 08-Apr-19
- 75,000 - - 75,000 11.19 07-Apr-20
BE Masojada 156,000 12,450* - - 168,450 6.94 17-Mar-17
130,000 - - - 130,000 8.82 13-Apr-18
120,000 - - - 120,000 9.56 08-Apr-19
- 105,000 - - 105,000 11.19 07-Apr-20
RC Watson 110,000 8,779* - (108,779) 10,000 6.94 11.22-11.34 17-Mar-17
97,200 - - - 97,200 8.82 13-Apr-18
82,800 - - - 82,800 9.56 08-Apr-19
- 75,000 - - 75,000 11.19 07-Apr-20
Total 861,496 276,229 — (108,779) 1,028,946
*Accrued dividends.
fGrants made on 12 September 2016. Details of HA Hussain’s joining package are in the 2016 remuneration report.
Share options
The interests of Executive Directors under the Sharesave Schemes are set out below:
Number of
‘optonael | bpiee | Cpténs | Opine  31botember  Excrciseprios” ddisoreseraen Date from
1 January 2017 granted lapsed exercised 2017 £ £ which exercisable Expiry date
HA Hussain - 2,081 - - 2,081 8.648 1-Jun-20 30-Nov-20
BE Masojada 1,649 - - (1,649) - 5.456 12.34 1-dun-17 30-Nov-17
- 1,040 - - 1,040 8.648 1-Jun-20 30-Nov-20
RC Watson 3,299 - (3,299) - - 5.456 1-Jun-17 30-Nov-17
Total 4,948 3,121 (3,299) (1,649) 3,121

*The Scheme offers a three-year savings contract where the excise price of the options are calculated based on an average share price over five days prior to the

invitation date, with a20% discount.
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External Non Executive Directorships

No external appointments may be accepted by an Executive Director where such appointment may give rise to a conflict of interest.
The consent of the Chairman is required in any event. During the year BE Masojada held Directorships on the Board of the Association
of British Insurers, Bajka Investments (Pty) Ltd, Heptagon Assets Ltd, Heptagon BIR Ltd and Pool Reinsurance Company Limited.

He was not remunerated for his services. RC Watson held a Directorship at White Oak Underwriting Agency Limited. He was not
remunerated for his services.

Table of historic data
The table below shows the single total remuneration figure for the Chief Executive for the past nine years.

2009 2010 2011 2012 2013 2014 2015 2016 2017
CEO single figure
of remuneration (£) 2,636,943 1,759,123 1,509,248 1,938,759 2,341,737 3,130,535 3,358,894 3,970,466 2,287,729
Annual bonus as percentage
of maximum opportunity® 71 29 0 46 51 44 39 64 0
PSP vesting as percentage
of maximum opportunity 100 100 85 39 58 100 100 100 85

*Prior to 2015 annual bonus was operated on an uncapped basis. In order to facilitate comparison, the current 400% salary cap has been applied retrospectively.

Total shareholder return performance

The graph below shows the total shareholder return of the Group against the FTSE All-Share and FTSE Non-Life Insurance indices.
These reference points have been shown to assess performance against the general market and industry peers. Between December
2008 and 2017, Hiscox delivered total shareholder return of 400% — well above the FTSE All-Share and FTSE Non-Life Insurance indices.

Total shareholder return Hiscox
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Percentage change in remuneration of Director undertaking the role of Chief Executive

The table below shows the percentage change in base salary, benefits and annual bonus of the Chief Executive between the 2016
and 2017 financial years. We have chosen UK-based employees as the comparator group for base salary and benefits as this is where
the Chief Executive is based and this allows for the closest comparison in terms of salary increases which take into account country
inflation and the benefits package provided. For bonus we have used Group employees as the comparator. The percentage change
is based on employees who were employed and eligible for a salary review and bonus in both financial years.

% change 2016 to 2017 % change 2015 to 2016

CEO Employee CEO Employee

Base salary 2.5 3.0 1.7 3.0
Benefits (including retirement benefits) 3.4 8.0 1.3 2.9
Bonus (100.0) (77.8) 66.7 2741
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Profit before tax (£m) Dividend and return of Total employee remuneration (£m)
-91.3 (% change) capital to shareholders (£m) -6.1 (% change)
+6.4 (% change)

355
231
217
78
31
2016 2017 2016 2017 2016 2017

Relative importance of the spend on pay

The charts above show the relative movement in profit, shareholder returns and employee remuneration for the 2017 and prior
financial year. Shareholder return for the year incorporates the distribution made in respect of that year. Employee remuneration
includes salary, benefits, bonus, long-term incentives and retirement benefits. Profit is the ultimate driver behind the performance
metrics of the bonus and long-term incentive schemes. Profit before tax can be located on page 96.

Remuneration for the wider workforce
The Remuneration Committee is mindful of pay practices in the wider Group, and during the course of the year is kept informed
of trends and changes in practices for the wider employee population.

To support the Committee’s deliberations, these updates include reference to a range of metrics including forecast and actual
bonus pool analysis, levels of share plan participation and pay ratios between Executives and average employees. The Committee
recognises that this is an area where new legislation or regulation may be published in the coming months which may impact
reporting in future years. The Committee intends to comply with any new requirements applicable to UK companies in future years.

Implementation of remuneration policy for 2018

Salary

Annual salary reviews take effect from April each year. For 2018, salaries for Executive Directors will be increased by 3.4% in line with
other UK-based employees. Salaries from April 2018 will be as follows:

April201g
BE Masojada 620,000
RC Watson 477,000
HA Hussain 477,000
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Annual bonus
The maximum opportunity and overall bonus structure for the year ending 31 December 2018 will remain unchanged.

In determining the size of the Executive Director bonuses, the Committee uses the following framework to supports its decision
making process:

Pre-tax return on equity Indicative bonus range (% of max)
Less than RFR* +<5% Nil

RFR +5% to RFR +12.5% 0-15%

RFR +10% to RFR +17.5% 15-40%

RFR +15% to RFR +22.5% 30-60%

RFR +20% to RFR +25% 50-70%

Greater than RFR +22.5% 60-100%

*Risk-free rate.

These ranges enable the Committee to exercise judgement and flex payments (including downwards) based on the delivery
achievement of specific objectives and context in which performance has been delivered. Individual bonuses are determined

based on the results of the relevant business area, individual performance and the size of the relevant bonus pool. The Remuneration
Committee determines the bonuses to be paid to the Executive Directors based on judgement regarding the performance of the
Group and arobust assessment of individual performance. In our 2018 Directors remuneration report, we will provide further
disclosure of the individual performance factors considered for the determination of outcomes.

Long-term incentives

For 2018, PSP awards will be measured against growth in net asset value (NAV) plus dividends, measured on a per share basis.
The Committee deems growth in NAV to be the most appropriate metric for the PSP given that our strategy is built around the
objective of generating long-term shareholder value and NAV is aligned with shareholder value creation.

Awards will be subject to growth in net asset value plus dividends measured on a per share basis.

Growth in net asset value plus dividend

measured on a per share basg/s Proportion of PSP vestir?);;
Minimum threshold vesting RFR+ 6 = 7 20
Maximum vesting RFR +14 =15 100

Straight-line vesting between these points

The maximum opportunity for all Executive Directors will be 200% of salary. We expect that risk-free rate (RFR) will not drop below
1% before the Hiscox remuneration policy is next due for renewal in 2020.

Membership of the Remuneration Committee

The Committee members at 31 December 2017 were C Foulger, R McMillan, L Carter, AMacDonald, T Hirlimann, M Goodwin,
C Miranthis and C Keogh (Chairman). No Director or Committee member was involved in determining their own remuneration
during the year.

External advisors

The Committee received independent advice from Deloitte, an independent firm of remuneration consultants appointed by the
Committee in 2013, following a competitive tender process. Deloitte is a founder member of the Remuneration Consultants Group
and, as such, voluntarily operates under its code of conduct in relation to executive remuneration consulting in the UK. During the
year, Deloitte’s executive compensation advisory practice advised the Committee on developments in market practice, corporate
governance and institutional investor views and on the development of the Company’s incentive arrangements. Total fees for advice
provided to the Committee during the year were £57,150. The Committee regularly reviews advice received and is satisfied it has been
objective and independent. During the year Deloitte also provided the Company with other tax and consulting services.

Statement of shareholder voting
At the AGM on 18 May 2017, the Directors’ annual report on remuneration received the following votes from shareholders:

Remuneration policy onremineration
For 177,072,418 164,615,533
% 84.46 80.74
Against 32,679,285 39,277,567
% 15.54 19.26
Withheld 1,016,024 6,774,627
Total votes 210,667,727 210,667,727
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Hiscox has a forward-looking remuneration policy for its Board
members. The policy was last approved at the 2017 AGM

and is replicated below. For clarity we have updated the content
to reference how arrangements will be implemented in the
coming year; these are shown in italics. The original policy

can be viewed in the 2016 Annual Report and Accounts at
WWW.NhiSCoXgroup.com.

Future policy table

Executive Director remuneration

Base salary

Purpose and link to strategy

Fixed pay elements enable the Company to be competitive in the recruitment market when looking
to employ individuals of the calibre required by the business.

Operation

Base salary is normally reviewed annually taking into account a range of factors including inflation
rate movements by country, relevant market data and the competitive position of Hiscox salaries
by role.

Individual salaries are set by taking into account the above information as well as the individual’s
experience, performance and skills, increases to salary levels across the wider Group and overall
business performance.

By exception an individual’s salary may be amended outside of the annual review process.

Maximum potential value

The salaries for current Executive Directors are set out on page 68.

Executive Directors’ salary increases will normally be in line with overall employee salary
increases in the relevant location.

Increases above this level may be considered in other circumstances as appropriate (for example,
address market competitiveness, development in the role, or a change in role size, scope
or responsibility).

Performance metrics

Individual and business performance is taken into account when setting salary levels.

Application to broader
employee population

Process for review of salaries is consistent for all employees.
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Future policy table
Executive Director remuneration

Benefits (including retirement benefits)

Purpose and link to strategy

Employee benefits enable the Company to be competitive in the recruitment market when looking
to employ individuals of the calibre required by the business.

Operation

Retirement benefits

These vary by local country practice but all open Hiscox retirement schemes are based on
defined contributions or an equivalent cash allowance. This approach will be generally maintained
for any new appointments other than in specific scenarios (for example, local market practice
dictates other terms). For current Executive Directors, a cash allowance of up to 10% of salary

is paid in lieu of the standard employer pension contribution.

Certain Board members retain legacy interests in closed defined benefit schemes. However,
there is no entitlement to any further accrual under these plans.

Other benefits

Benefits are set within agreed principles but reflect normal practice for each country. Hiscox
benefits include, but are not limited to: health insurance, life insurance, long-term disability
schemes and participation in all-employee share plans such as the Sharesave Scheme.

For new hires and changes in role, the Committee may provide reasonable additional benefits
based on the circumstances (for example, travel allowance and relocation expenses).

Maximum potential value

Set at an appropriate level by reference to the local market practice and reflecting individual and
family circumstances.

Performance metrics

None.

Application to broader
employee population

Executive Directors’ benefits are determined on a basis consistent with all employees.
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Future policy table
Executive Director remuneration

Annual bonus

Purpose and link to strategy To reward for performance against key objectives and achievement of financial results over the
financial year.

Provides a direct link between reward and performance.

To provide competitive compensation packages.

Operation Executive Directors participate in profit-related bonus pools.

Bonus pools are calculated at a business unit level and for the Group as a whole on the basis of
Group financial results. For 2018, the bonus pool will be funded by a set percentage of profits on
achievement of a hurdle rate of ROE. The bonus for prior years was determined on a similar basis.
Further detail is set out on page 69.

For Executive Directors, individual allocations from the pool are determined by the Remuneration
Committee based on a judgement of various factors including:

—— size of the Group bonus pool;

—— results of business area (where relevant); and

—— individual performance.

Amounts are paid in accordance with the bonus deferral mechanism described opposite.
Bonus awards are non-pensionable.

Bonus awards are subject to malus and clawback provisions as described in the notes to the
policy table on page 82.

Maximum potential value The maximum bonus opportunity for the Executive Directors will be as follows:
—— CEO and CFO -400% of salary;
—— CUO -up to 500% of salary.

The Company has a robust track record of paying bonuses which are proportionate to financial
results, see page 69 of this report for further details. Where performance is deemed to be below
a predetermined hurdle, payouts will be nil.

The total of individual bonuses paid to Executive Directors for a year will not normally exceed 15%
of the total pool. If the number of Executive Directors increased in the future, this percentage would
be adjusted as required.

Performance metrics Performance is measured over one financial year.

Bonus pools are determined based on financial performance, therefore this is the main
determinant of overall bonus payouts.

A hurdle of financial performance is set annually.

Performance above this hurdle is rewarded and where performance falls below this hurdle,
payouts will be nil.

Application to broader The operation of the annual incentive is consistent for the majority of employees across the Group.
employee population
Arrangements tailored to roles and responsibilities are operated for selected positions. Bonuses
for more junior employees are calculated using a more formulaic approach. Further details are set
out on page 69.

78 Hiscox Ltd Report and Accounts 2017



63 Remuneration
Remuneration policy

Future policy table
Executive Director remuneration

Bonus deferral

Purpose and link to strategy

Retention of employees.

Facilitate and encourage share ownership in order to align senior employees with Hiscox
shareholders.

Operation

Larger bonuses are normally deferred over a three-year period and paid subject to continuing
service as explained in the table below.

Deferral points are determined based on the currency in which the Executive Director’s salary is
paid and are normally as follows:

Bonus of £50,000, €75,000, US$100,000, Paid shortly after the end of the financial year in

and below which the bonus was achieved.

Bonus above £50,000 and below £100,000 £50,000, €75,000, US$100,000, paid shortly
after the end of the financial year in which the

Bonus above €75,000 and below €150,000 bonus was achieved.

Bonus above US$100,000 and below Balance of bonus split 50% to be paid after

US$200,000 year two (24 months after the start of the bonus

year), and 50% after year three (36 months
after the start of the bonus year).

Bonus above £100,000, €150,000, US$200,000  50% of bonus paid shortly after the end of the
financial year.

Balance of bonus split 50% to be paid after
year two, and 50% after year three.

Participants are able to (subject to any local tax/legal/regulatory restrictions) draw deferred
bonuses early in certain circumstances in order to enable the acquisition of Hiscox shares.
Such amounts remain subject to continued employment.

The Remuneration Committee can agree to early payment of deferred bonuses to Executive
Directors on an exceptional basis at their discretion.

Deferred awards are subject to malus and clawback provisions as described in the notes to the
policy table on page 82.

Maximum potential value

N/A.

Performance metrics

N/A.

Application to broader
employee population

Approach is consistent for all employees across the Group who are awarded a sizeable bonus.
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Future policy table
Executive Director remuneration

Performance Share Plan (PSP)

Purpose and link to strategy To motivate and reward for the delivery of long-term objectives in line with business strategy.
To encourage share ownership among participants and align interests with shareholders.

To provide competitive compensation packages for senior employees.

Operation Awards are granted under the PSP approved by shareholders in 2016 (with previous awards
granted under the equivalent plan implemented in 2006). All awards are governed by the rules
of the relevant plan under which they are granted.

Share awards (typically structured as either conditional awards or nil cost options) are made
at the discretion of the Remuneration Committee.

Awards normally vest after a three-year period subject to the achievement of performance
conditions. An additional holding period, which is currently two years, may also apply.

Awards are generally subject to continued employment, however awards may vest to leavers
in certain scenarios (for example, ‘good’ leaver circumstances).

Dividends (or equivalents) may accrue on vested shares prior to release. Awards are subject
to malus and clawback provisions as described in the notes to the policy table on page 82.

Maximum potential value Maximum annual grant of up to 200% of salary in respect of any one financial year.
Performance metrics The performance conditions for awards are set to align with the long-term objectives of
the Company.

The Committee reviews the targets prior to each grant to ensure that they remain appropriate.

Currently, the performance measures are linked to the achievement of ROE performance over

an agreed hurdle, during the performance period. The 2018 PSP awards will be measured against
growth in net asset value plus dividends measured on a per share basis. Further details are set out
on page 75.

For delivery of the threshold hurdle up to 25% of the relevant award will vest. For full vesting, the
stretch hurdle needs to be met in full. Usually, there will be straight-line vesting for performance
between the threshold and stretch hurdle. The minimum threshold vesting will be 20%, rather
than 25%, for 2018 PSP awards.

Where the Committee considers it appropriate to do so, under the plan rules the Committee is
able to modify performance criteria for outstanding awards on the occurrence of certain events
(for example, major disposal).

Application to broader Participation in this plan is restricted to Executive Directors and other senior individuals.
employee population
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Future policy table

Executive Director remuneration

Shareholding guidelines

Purpose and link to strategy

To ensure Executive Directors are aligned with shareholder interests.

Operation

Within five years of becoming an Executive Director, individuals will normally be expected to own
Hiscox shares valued at 150% of salary. In 20718 this is increasing to 200%.

Maximum potential value

N/A.

Performance metrics

N/A.

Application to broader
employee population

Executive Directors are required to hold more shares than other senior managers.

Future policy table

Non Executive Director remuneration

General approach

The total aggregate fees payable are set within the limit specified by the Company’s Bye-laws.

The fees paid are determined by reference to the skills and experience required by the Company
as well as the time commitment associated with the role. The decision-making process is informed
by appropriate market data. Non Executive Directors are not eligible for participation in the
Company’s incentive plans. Travel and other reasonable expenses incurred in the course of
performing their duties are reimbursed to Non Executive Directors. Non Executive Directors

are included on the directors and officers’ indemnity insurance.

The current fees payable to Non Executive Directors are set out on page 71.

Chairman

The Chairman typically receives an all-inclusive fee in respect of the role. In addition to his fees
the Chairman may be provided with incidental benefits (for example, private healthcare and life
assurance). The remuneration of the Chairman is determined by the Committee.

Non Executive Directors

Non Executive Directors receive an annual fee in respect of their Board appointments together
with additional compensation for further duties (for example, Board Committee membership and
chairmanship). The fees for the Non Executive Directors (excluding the Chairman) are determined
by the Chairman.
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Notes to the policy table

Performance measure targets and

target setting

The performance targets for the annual
bonus and share plan awards to Executive
Directors are intended to be closely
aligned with the Company’s short-term
and long-term objectives. The intention

is to provide a direct link between reward
levels and performance.

The Company operates a bonus pool
approach for the annual incentive.

This ensures that both individual

bonus levels and overall spend are
commensurate with the performance of
the Company. The Committee applies
judgement based on arange of factors
(as described in the table on pages

76 to 81) to ensure that outcomes

for Executive Directors are based on
performance in-the-round rather than
on a formulaic outcome. The profit pool
approach currently used ensures

that overall bonus amounts are aligned
to the performance of the Company
and remain appropriate and affordable.

The PSP performance measures are
intended to motivate and reward to
deliver long-term Company success.
The Committee considers performance
metrics and targets prior to the grant

of each to ensure that these remain
suitable and relevant. Recent awards
have been based on ROE performance
—the key indicator of the Company’s
long-term success.

Detailed provisions

The Committee may make minor changes
to this remuneration policy to aid in its
operation orimplementation without
seeking shareholder approval (for
example, for regulatory or administrative
purposes), provided that any such
change is not to the material advantage

of Directors. For the avoidance of doubt
the Committee may continue to operate
the share awards under the 2006 and 2016
Performance Share Plan in accordance
with the rules (for example, the treatment of
awards in the context of a change of control
or other forms of corporate restructure).

The Committee may continue to satisfy
remuneration payments and payments
for loss of office (including the exercise of
any discretions available to the Committee
in connection with such payments)
where the terms of the payment were:

i) agreed before 15 May 2014 when the
first approved remuneration policy came
into effect; ii) agreed before the policy

set out above came into effect, provided
that the terms of the payment were
consistent with the shareholder-approved
Directors’ remuneration policy in force at
the time they were agreed; or iii) agreed
at a time when the relevant individual was
not a Director of the Company and, in the
opinion of the Committee, the payment
was not in consideration for the individual
becoming a Director of the Company.

For these purposes, such payments
include the Committee satisfying awards
of variable remuneration.

Malus and clawback provisions

In respect of unvested compensation,

specifically deferred bonuses and

unvested Performance Share Plan

(PSP) awards, the Committee may, in

its absolute discretion, determine at any

time prior to the vesting of an award to

reduce, cancel orimpose further
conditions in the following circumstances:

—— aretrospective material restatement
of the audited financial results of
the Group for a prior period error
in accordance with IAS 8;

—— actions of gross misconduct,
including fraud, by the participant or
their team leading to the Company
suffering significant reputational or
financial damage.

For awards granted in respect of 2015
and future years, in the circumstances
described above, annual bonus and PSP
awards granted to Executive Directors
shall also be subject to clawback
provisions for up to two years after the
end of the relevant performance period.

Recruitment policy

A new hire will ordinarily be remunerated
in accordance with the policy described in
the table on the previous pages. In order
to define the remuneration for an incoming
Executive Director, the Committee will
take account of:



—— prevailing competitive pay levels
for the role;

—— experience and skills of
the candidate;

—— awards (shares or earned bonuses)
and other elements which will
be forfeited by the candidate;

—— transition implications on
initial appointment.

The Committee will always aim to
provide a remuneration package
which is consistent with the overall
Hiscox approach.

A ‘buy-out’ payment/award may be
necessary in respect of arrangements
forfeited on joining the Company. The

size and structure of any such buy-out
arrangement will take account of relevant
factors in respect of the forfeited terms
including potential value, time horizons and
any performance conditions which apply.
The objective of the Committee will be to
suitably limit any buy-out to the commercial
value forfeited by the individual.

Oninitial appointment (including interim
Director appointments) the maximum
level of variable remuneration (excluding
any buy-outs) is capped at the maximum
level set out in the policy table on pages
76 to 81. Within these limits and where
appropriate the Committee may tailor

the award (for example, time frame,

form, performance criteria) based on the
commercial circumstances. Shareholders
would be informed of the terms for any
such arrangements. Ordinarily, it would be
expected that the package on recruitment
would be consistent with the usual
ongoing Hiscox incentive arrangements.

On the appointment of a new Non
Executive Chairman or Non Executive
Director, the fees will normally be
consistent with the policy. Fees to Non
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Executives will not include share options
or other performance-related elements.

Service contracts

It is the Company’s policy that Executive
Directors should have service contracts
with an indefinite term which can be
terminated by the Company by giving
notice not exceeding 12 months or the
Director by giving notice of six months.
Non Executive Directors are appointed
for athree-year term, which is renewable,
with three months’ notice on either side,
no contractual termination payments
being due and subject to retirement
pursuant to the Bye-laws at the Annual
General Meeting. The contract for the
Chairman is subject to a six-month notice
provision on either side.

Policy on payment for loss of office
Subject to the execution of an
appropriate general release of claims
an Executive Director may receive

on termination of employment by

the Company:

1. Notice period of up to 12 months
Executive to remain on the payroll but
may be placed on gardening leave
for the duration of the notice period
(or until they leave early by mutual
agreement, whichever is sooner).
During this period they will be paid as
normal, including base pay, pension
contributions (or cash allowance as
appropriate) and other benefits (for
example, healthcare).

2. Bonus payment for the financial

year of exit

The Committee may pay a bonus
calculated in line with the normal bonus
scheme timings and performance
metrics. The bonus amount would
normally be pro-rated depending on the
proportion of the financial year which

has been completed by the time of the
termination date.

3. Release of any deferred bonuses

All outstanding bonuses deferred from
the annual incentive scheme will normally
be paid in full.

4. Unvested Performance Share

Plan awards

Treatment would be in accordance

with the plan rules and relevant grant

documentation. The intended approach

is summarised below.

—— Awards will vest in line with the
normal scheme vesting date
(unless the Committee determines
otherwise). Awards vest to the extent
that the relevant performance target
is considered to have been met.

—— The award will normally be pro-rated
to reflect the period which has
elapsed from the commencement
of the award to the date of
termination unless the Committee
determines otherwise.

If the departing Executive Director does
not sign a release of claims, they would
normally be entitled to payments defined
under point 1 only. In the event that

the Executive is dismissed for gross
misconduct, they would forfeit any
payments under UK and Bermudian
employment law. In the event of a voluntary
resignation to join another company,

no payments would normally be made
other than remaining on the payroll,

with associated benefits, during the
contractual notice period of six months.

Consideration of shareholder views
Hiscox regularly discusses remuneration
policy matters with a selection of
shareholders. The Remuneration
Committee takes into consideration

the range of views expressed in making
its decisions.

Through conversations with shareholders
during the last AGM season, some themes
emerged on how we could improve our
approach and the Committee is proposing
to make a number of changes to how the
policy will be implemented in the future.
These are summarised in the Chairman’s
letter on page 54.

Hiscox Ltd Report and Accounts 2017 83



63 Remuneration
Remuneration policy

lllustration of application of the remuneration policy M Long-term variable remuneration
(£000s) [JAnnual variable remuneration
Fixed remuneration

Chief Executive Chief Financial Officer Chief Underwriting Officer

4,259
3,739

3,280

56%
61%
2,161
56%
1,665 1,663
[0)
41% 28%
0, 0,
662 41% 41%
512 510
Below target On target Maximum Below target On target Maximum Below target On target Maximum
The charts above have been compiled using the following assumptions.
Fixed remuneration Fixed reward (base salary, benefits and retirement benefit).

—— Salary with effect from 1 April 2017.

—— Benefits as received during 2017, as disclosed in the Executive Director remuneration table
on page 68.

—— Retirement benefit as received during 2017, as disclosed in the Executive Director
remuneration table on page 68.

Variable remuneration Assumptions have been made in respect of the annual incentive and the PSP for the purpose of

these illustrations.

—— Annual incentive: the amounts shown in the scenarios are for illustration only. In practice,
the award would be determined based on arange of performance factors and therefore vary
depending on the circumstances. The maximum award reflects the incentive caps described
at the beginning of this report.

—— PSP: scenario analysis assumes awards are granted at the maximum level set out in the
policy table on page 80. In practice, award levels are determined annually and are not
necessarily granted at the plan maximum every year.

Performance scenarios

Below target performance Fixed reward only.

On target performance Fixed reward plus variable pay for the purpose of illustration as follows.
—— Annual incentive: assume a bonus equivalent to 150% of salary.
—— PSP: assume vesting of 50% of the maximum award.

Maximum performance Fixed reward plus variable pay for the purpose of illustration as follows.

—— Annual incentive: maximum bonus equivalent to 400% of salary for the CEO and CFO and
500% of salary for the CUO.

—— PSP: assumes vesting of 100% of the maximum award.
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Directors’ report

The Directors have pleasure in submitting their Annual Report
and consolidated financial statements for the year ended

31 December 2017.

Management report

The Company is a holding company for
subsidiaries involved in the business of
insurance and reinsurance in Bermuda,
the USA, the UK, Guernsey, Europe and
Asia. The information that fulfils the
requirements of the management report
as referred to in Chapter 4 of the Disclosure
Guidance and Transparency Rules

(DTR), including additional explanation

of amounts included in the financial
statements and the branches of the Group
in different countries, can be found on
pages 10to 17,38 to 47 and 96 to 151.

The key performance indicators are
shown on page 2. Details of the use of
financial instruments are set out in note 20
to the consolidated financial statements.
An analysis of the development and
performance of the business during the
financial year, its position at the end of

the year, any important events since

the end of the year and the likely future
development can be found within the
Chief Executive’s report on pages 10 to
17. The Chief Executive’s report also
describes the main trends and factors
likely to affect the future development,
performance and position of the
Company’s business and includes a
description of the Company’s strategy
and business model. The Company’s
strategy is also described on page 3.

A description of the principal risks and
uncertainties and how they are managed
or mitigated can be found in the risk
management section on pages 38 to 47.
In addition, note 3 to the consolidated
financial statements provides a detailed
explanation of the principal risks which are
inherent to the Group’s business and how
those risks are managed.

The confirmation required by C.2.1 of the
UK Corporate Governance Code can be
found on page 59.

Corporate responsibility

Information on non-financial reporting
disclosures including environmental,
employee and community issues,
anti-corruption, human rights and
anti-bribery are set out in the corporate
responsibility statement on pages 48
to 51. This also includes disclosure of
greenhouse gas emissions.

Corporate governance statement

The information that fulfils the requirements
of the corporate governance statement
asreferred toin DTR 7.2 can be found

on pages 55 to 59 and in this report.

Diversity

The composition of the Board is described
on pages 52 and 53. The percentage

of persons of each gender who were i)
Hiscox Partners and ii) employees of the
Hiscox Group, excluding the Board, is

set out in the table to the right. Hiscox’s
approach to inclusion and diversity is
outlined on pages 48 and 49.

Financial results

The Group achieved a pre-tax profit for the
year of £30.8 million (2016: £354.5 million).
Detailed results for the year are shown

in the consolidated income statement

on page 96, and also within the Group
financial performance section on pages
24 t0 25.

Going concern

A review of the financial performance of
the Group is set out on pages 24 to 25.
The financial position of the Group,

its cash flows and borrowing facilities
are included therein. The Group has
considerable financial resources and
awell-balanced book of business.

After making enquiries, the Directors have
an expectation that the Company and the
Group have adequate resources to

Diversity
Male Female
% %
Hiscox Partners* 77.6 22.4
Employees 50.9 491

*Hiscox Partner is an honorary title given to
employees who make significant contributions
to the development and profitability of the Group.
The Partnerships encourages a proprietorial
attitude, and up to 5% of the total workforce
are Hiscox Partners.

29.0p

Total dividend payment for the year ended
31 December 2017.
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continue in operational existence for the
foreseeable future, a period of at least
12 months from the date of this report.
For this reason they continue to adopt
the going concern basis in preparing
the consolidated financial statements.

Viability

The statement required to be included
in the Annual Report under C.2.2 of the
UK Corporate Governance Code can
be found on page 59.

Dividends

An interim dividend of 9.5p (net) per
ordinary 6.5p share (2016: 8.5p (net),
per ordinary 6.5p share) was paid on

13 September 2017 in respect of the
year ended 31 December 2017. The
Directors are proposing payment of
afinal dividend in respect of the year
ended 31 December 2017 of 19.5p
which will be paid on 12 June 2018

to shareholders on the register at

11 May 2018. In the previous year a final
dividend of 19p was paid. The Directors
have decided to offer a scrip alternative.

Bye-laws

The Company’s Bye-laws contain

no specific provisions relating to their
amendment and any such amendments
are governed by Bermuda Company
Law and subject to the approval of
shareholders in a general meeting.

A copy of the Company’s Bye-laws

is available for inspection at the
Company’s registered office.

Share capital

Details of the structure of the Company’s
share capital and changes in the share
capital during the year are disclosed in
note 23 to the consolidated financial
statements. The ordinary shares of 6.5p
each are the only class of shares presently
inissue and carry voting rights. There

is power under Bye-law 45 of the
Company’s Bye-laws for voting rights
to be suspended if calls on shares are
unpaid. However, there are no nil or
partly paid shares in issue on which
calls could be made. The Bye-laws

also allow the Company to investigate
interests in its shares and apply
restrictions including suspending

voting rights where information is not
provided. No such restrictions are
presently in place. The Company was
authorised by shareholders at the 2017
Annual General Meeting to purchase in
the market up to 10% of the Company’s
issued ordinary shares. No shares have
been bought back under this authority
as at the date of this report.
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Major interests in shares

As at the year end, the Company had been notified of the following interests of 5% or

more of voting rights in its ordinary shares:

% of issued

share capital

asat

Number 31 December
of shares 2017*

Invesco Limited' 37,662,240 13.12
Massachusetts Financial Services Company 27,742,612 9.67
FMR LLC' 15,157,829 5.28
BlackRock, Inc."? 14,535,256 5.07

*Per RNS announcement there were 286,961,264 shares in issue (excluding Treasury shares) as at

31 December 2017.
Indirect holdings.
°Notified on 29 January 2018.

Directors

The names and details of all Directors of the
Company who served during the year and
up to the date of this report are set out on
pages 52 and 53. Details of the Chairman’s
professional commitments are included in
his biography on page 52 and there were
no changes during the year. The Bye-laws
of the Company govern the appointment
and replacement of Directors. Thomas
Hurlimann, Michael Goodwin and

Costas Miranthis were appointed by

the Board with effect from 16 November
2017 and they will submit themselves for
appointment as a Director by shareholders
at the Annual General Meeting. In
accordance with the UK Corporate
Governance Code, all other Directors

will submit themselves for re-appointment
at the Annual General Meeting.

Biographical details of the Directors are set
out on pages 52 and 53 and the reasons
why the Board believes they should be
appointed or re-appointed will be set out
in the circular which willaccompany the
notice of Annual General Meeting.

Political and charitable contributions
The Group made no political contributions
during the year (2016: £nil). Information
concerning the Group’s charitable
activities is contained in the report on
corporate responsibility on page 48 to 51.

Major interests in shares

As at the year end, the Company had been
notified of the interests of 5% or more of
voting rights in its ordinary shares outlined
in the table above.

Any acquisitions or disposals of major
shareholdings notified to the Company
inaccordance with DTR 5.1 are
announced and those announcements
are available on the Company’s website,
www.hiscoxgroup.com.

Power of Directors

The powers given to the Directors

are contained in the Company’s
Bye-laws and are subject to relevant
legislation and, in certain circumstances
(including in relation to the issuing and
buying back by the Company of its
shares), approval by shareholdersin a
general meeting. At the Annual General
Meeting in 2017, the Directors were
granted authorities to allot and issue
shares and to make market purchases
of shares and intend to seek renewal of
these authorities in 2018.

Disclosure under LR 9.8.4

The information that fulfils the reporting
requirements relating to the following
matters can be found at the pages
identified below.

—— Details of long- Annual report
termincentive  on remuneration
schemes (page 80)

—— Allotment of Note 23 to the
shares for cash consolidated
pursuant to financial statements
employee share on employee share
schemes schemes (page 135)

Annual General Meeting

The notice of the Annual General
Meeting, to be held on 17 May 2018,

will be contained in a separate circular
to be sent to shareholders. The deadline
for submission of proxies is 48 hours
before the meeting.

By order of the Board
Marc Wetherhill
Secretary

Wessex House
45 Reid Street
Hamilton HM 12
Bermuda

26 February 2018
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Directors’ responsibilities statement
The Board is responsible for ensuring
the maintenance of proper accounting
records which disclose with reasonable
accuracy the financial position of the
Company. Itis required to ensure that
the financial statements present a fair
view for each financial period. The
Directors explain in the Annual Report
their responsibility for preparing the
Annual Report and Accounts.

We confirm that to the best of

our knowledge:

—— thefinancial statements, prepared in
accordance with the applicable set
of accounting standards, present
fairly, in all material respects, the
assets, liabilities, financial position
and profit or loss of the Company
and the undertakings included in the
consolidation taken as a whole; and

—— the management report includes
a fair review of the development
and performance of the business
and the position of the Company
and the undertakings included in
the consolidation taken as a whole,
together with a description of the
principal risks and uncertainties
that they face.

The Directors responsible for

authorising the responsibility statement
on behalf of the Board are the Chairman,
Robert Childs, and the Chief Financial
Officer, Hamayou Akbar Hussain.

The statements were approved

forissue on 26 February 2018.

The Directors consider that the Annual
Report and Accounts, taken as a whole,

is fair, balanced and understandable and
provides the information necessary for
shareholders to assess the Company’s
and the Group’s position and performance,
business model and strategy.
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Independent auditor’s report to the Board of Directors and
the shareholders of Hiscox Ltd

90

Hiscox Ltd Report and Accounts 2017

Report on the audit of the consolidated
financial statements

Our opinion

In our opinion, the consolidated
financial statements present fairly, in

all material respects, the consolidated
financial position of Hiscox Ltd (the
Company) and its subsidiaries (together
‘the Group’) as at 31 December 2017,
and their consolidated financial
performance and their consolidated
cash flows for the year then ended in
accordance with International Financial
Reporting Standards (IFRS) as adopted
by the EU.

What we have audited

The Group’s consolidated financial

statements comprise:

—— the consolidated income
statement for the year ended
31 December 2017;

—— the consolidated statement of
comprehensive income for the
year then ended;

—— the consolidated balance sheet
as at 31 December 2017,

—— the consolidated statement
of changes in equity for the
year then ended;

—— the consolidated statement
of cash flows for the year then
ended; and

—— the notes to the consolidated
financial statements, which
include a summary of significant
accounting policies.

Basis for opinion

We conducted our audit in accordance
with International Standards on Auditing
(ISAs). Our responsibilities under those
standards are further described in the
Auditor’s responsibilities for the audit

of the consolidated financial statements
section of our report.

We believe that the audit evidence
we have obtained is sufficient and
appropriate to provide a basis for
our opinion.

Independence

We are independent of the Group in
accordance with the International Ethics
Standards Board for Accountants’
Code of Ethics for Professional
Accountants (IESBA Code) and the
ethical requirements of the Chartered
Professional Accountants of Bermuda
Rules of Professional Conduct (CPA
Bermuda Rules) that are relevant to

our audit of the consolidated financial
statements in Bermuda. We have fulfilled
our other ethical responsibilities in
accordance with the IESBA Code

and the ethical requirements of the

CPA Bermuda Rules.
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Our audit approach

Materiality

Key audit
matters

Audit scope

As part of designing our audit, we
determined materiality and assessed

the risks of material misstatement in

the consolidated financial statements.

In particular, we considered where
management made subjective judgements;
for example, in respect of significant
accounting estimates that involved
making assumptions and considering
future events that are inherently uncertain.
As in all of our audits, we also addressed
the risk of management override of
internal controls, including among other
matters consideration of whether there
was evidence of bias that represented a
risk of material misstatement due to fraud.

Overview

—— Overall group materiality: £19 million, which represents 0.75% of the gross
earned premium for the year ended 31 December 2017.

—— The Group is a global specialist insurer and reinsurer. The Group’s financial
reporting is based on financial information from subsidiary entities which we

treat as ‘components’.

—— We performed full scope audit procedures over four financially significant
components based in the United Kingdom and the United States.

—— For other components, we identified certain account balances which were
considered to be significant in size or audit risk at the financial statement
line item level in relation to the Group’s consolidated financial statements,
and scoped the audit of these by performing specified procedures.

—— For the remaining components that were not inconsequential analytical
procedures were performed by the Group engagement team.

—— Valuation of incurred but not reported (IBNR) loss reserves and the
associated reinsurers share of IBNR loss reserves.

Materiality

The scope of our audit was influenced

by our application of materiality. An

audit is designed to obtain reasonable
assurance whether the consolidated
financial statements are free from material
misstatement. Misstatements may arise
due to fraud or error. They are considered
material if individually or in aggregate,
they could reasonably be expected to
influence the economic decisions of
users taken on the basis of the
consolidated financial statements.

Based on our professional judgement,
we determined certain quantitative
thresholds for materiality, including

the overall group materiality for the
consolidated financial statements as a
whole as set out in the table below. These,
together with qualitative considerations,
helped us to determine the scope of our
audit and the nature, timing and extent

of our audit procedures and to evaluate the
effect of misstatements, both individually
and in aggregate on the financial
statements as a whole.

We agreed with the Audit Committee that
we would report to them misstatements
identified during our audit above £959,000
as well as misstatements below that
amount that, in our view, warranted
reporting for qualitative reasons.

Overall Group materiality

£19 million

How we determined it

0.75% of gross earned premium

Rationale for the materiality
benchmark applied

In determining our materiality, we have
considered financial metrics which we
believe to be relevant to the primary
users of the Group’s consolidated
financial statements. We concluded
gross earned premium was the most
relevant benchmark to these users.

Gross earned premium provides a good
representation of the size and complexity
of the business and it is not distorted by
insured catastrophe events to which the
Group is exposed or the levels of external
reinsurance purchased by the Group.
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Key audit matters

Key audit matters are those matters that,
in our professional judgment, were of
most significance in our audit of the
consolidated financial statements of
the current period. These matters were
addressed in the context of our audit

of the consolidated financial statements
as a whole, and in forming our opinion
thereon, and we do not provide a
separate opinion on these matters.

92 Hiscox Ltd Report and Accounts 2017

89 Financial summary
Independent auditor’s
report

Key audit matter

How our audit addressed the key
audit matter

Valuation of incurred but not reported
(IBNR) loss reserves and the associated
reinsurers share of IBNR loss reserves

Total gross IBNR loss reserves and the
associated reinsurers’ share of IBNR

loss reserves are material estimates

in the Group’s consolidated financial
statements and as at 31 December 2017
amount to £2,018 million and £744 million
respectively as set out in note 25. The
methodologies and assumptions used to
develop gross IBNR loss reserves and the
reinsurers’ share of IBNR loss reserves

involves a significant degree of judgement.

The valuation can be materially impacted

by numerous factors including:

—— the underlying volatility attached
to estimates for the larger classes
of business, such as errors and
omissions, upstream energy and
professional indemnity, where
small changes in assumptions
canlead to large changesin the
levels of the estimate held and the
reported profit;

—— therisk of inappropriate
assumptions used in determining
current year estimates. Given that
limited data is available, especially
for ‘long-tailed’ classes of business,
there is greater reliance on expert
judgement in their estimation;

—— thejudgements made in significant
areas of uncertainty, for example,
liability and casualty classes
of business;

—— therisk that IBNR loss reserve
estimates in respect of natural
catastrophes and other large
claims losses are inappropriate.
There is significant judgement
involved in the estimation of such
loss estimates, particularly as
they are often estimated based
on limited data.

We have understood, evaluated and
tested the design and operational
effectiveness of key controls in place in
respect of the valuation of gross IBNR loss
reserves and the associated reinsurers’
share of IBNR loss reserves, which
included controls over the reconciliation
of data from the underlying systems and
the review and approval of the IBNR loss
reserves as components of insurance
liabilities and associated reinsurance
assets. On a sample basis we have
agreed the underlying source data
back to supporting documentation.

In performing our detailed audit work over
the valuation of gross IBNR loss reserves
and the associated reinsurers’ share of
IBNR loss reserves we used actuarial
specialists. Our procedures included

the following.

—— Developing independent point
estimates for classes of business
considered to be higher risk,
particularly focusing on the largest
and most uncertain estimates, as at
30 September 2017 and performing
roll-forward testing to 31 December
2017. For these classes, we compared
our re-projected estimates to
those booked by management
to form part of our determination
as to whether the overall estimate
of gross IBNR loss reserves
represented a reasonable estimate.

—— Testing for the other classes of
business (including those impacted
by natural catastrophes and other
large claims), the methodology and
assumptions used by management
to derive the gross IBNR loss
reserve estimates and assessing
whether these produced reasonable
estimates based on underlying
facts and circumstances.

—— Performing analytical review
procedures over the remaining
classes of business to ascertain
the reasonableness of the gross
IBNR loss reserves.

—— Applying gross to net ratios
against the estimated gross
IBNR loss reserves to calculate
the estimated reinsurer’s share
of IBNR loss reserves.

Based on the work performed, we found
that the IBNR loss reserves and the
associated reinsurers’ share of IBNR loss
reserves were supported by the evidence
we obtained.



How we tailored our Group audit scope
We tailored the scope of our audit in
order to perform sufficient work to
enable us to provide an opinion on the
consolidated financial statements as a
whole, taking into account the structure
of the Group, the accounting processes
and controls, and the industry in which
the Group operates.

Hiscox Ltd is the parent of a group of
entities. The financial information of

this Group is included in the consolidated
financial statements of Hiscox Ltd.

The Group is structured into four segments
(see Note 4 to the consolidated financial
statements) and is a consolidation of

over 50 separate legal entities.

The Group is a global specialist insurer
and reinsurer. The Group’s operations
primarily consist of the legal entity
operations in the United Kingdom, United
States and Bermuda. A full scope audit
was performed for four components
located in the United Kingdom and United
States. Specified audit procedures were
also performed in the United Kingdom and
Bermuda. Taken together this work gave
us over 90% coverage of the Group’s total
assets and 90% of gross earned premium.

The four full scope audit components
were: (i) Hiscox Dedicated Corporate
Member Syndicate No. 33, (ii) Hiscox
Dedicated Corporate Member Syndicate
No. 3624, (i) Hiscox Insurance Company
Limited, and (iv) Hiscox Insurance
Company Inc. For other components, we
identified certain account balances which
were considered to be significant in size
or audit risk at the financial statement

line item level in relation to the Group’s
consolidated financial statements, and
scoped the audit of these by performing
specified procedures. Analytical procedures
over the remaining components that were
not inconsequential were performed by
the Group engagement team.

In establishing the overall approach to
the Group audit, we determined the type
of work that needed to be performed at
the reporting units by us, as the Group
engagement team, or component audit
teams within the PwC United Kingdom,
PwC United States and PwC Bermuda
firms operating under our instruction.
Where the work was performed by
component audit teams, we determined
the level of involvement we needed to
have in the audit work at those reporting
units to be able to conclude whether
sufficient appropriate audit evidence had
been obtained. The Group engagement
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team had regular interaction with the
component teams, and the engagement
leader visited the United Kingdom and
Bermuda during the audit process.

The engagement leader and senior
members of the Group engagement
team reviewed all reports with regards
to the audit approach and findings of

the component auditors in detail. This
together with additional procedures
performed at the Group level, as
described above, gave us the evidence
we needed for our opinion on the Group’s
consolidated financial statements as
awhole.

Other information

Management is responsible for the
other information. The other information
comprises the Annual Report (but does
not include the consolidated financial
statements and our auditor’s report
thereon), which we obtained prior to
the date of this auditor’s report.

Except as noted in the Report on other
legal and regulatory requirements
section, our opinion on the consolidated
financial statements does not cover

the other information and we do not

and will not express any form of
assurance conclusion thereon.

In connection with our audit of the
consolidated financial statements,

our responsibility is to read the other
information identified above and, in
doing so, consider whether the other
information is materially inconsistent
with the consolidated financial
statements or our knowledge

obtained in the audit, or otherwise
appears to be materially misstated.

If, based on the work we have performed
on the other information that we obtained
prior to the date of this auditor’s report,
we conclude that there is a material
misstatement of this other information,
we are required to report that fact. We
have nothing to report in this regard.
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Responsibilities of management and
those charged with governance for
the consolidated financial statements
Management is responsible for the
preparation and fair presentation of

the consolidated financial statements
in accordance with IFRS as adopted by
the EU, and for such internal control as
management determines is necessary
to enable the preparation of consolidated
financial statements that are free from
material misstatement, whether due to
fraud or error.

In preparing the consolidated financial
statements, management is responsible
for assessing the Group’s ability to
continue as a going concern, disclosing,
as applicable, matters related to going
concern and using the going concern
basis of accounting unless management
either intends to liquidate the Group or
to cease operations, or has no realistic
alternative but to do so.

Those charged with governance are
responsible for overseeing the Group’s
financial reporting process.

Auditor’s responsibilities for the audit of
the consolidated financial statements
Our objectives are to obtain reasonable
assurance about whether the consolidated
financial statements as a whole are free
from material misstatement, whether

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

As part of an audit in accordance with
ISAs, we exercise professional judgment
and maintain professional scepticism
throughout the audit. We also:

—— |ldentify and assess the risks of
material misstatement of the
consolidated financial statements,
whether due to fraud or error, design
and perform audit procedures
responsive to those risks, and obtain
audit evidence that is sufficient and
appropriate to provide a basis for our
opinion. The risk of not detecting a
material misstatement resulting from
fraud is higher than for one resulting
from error, as fraud may involve
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collusion, forgery, intentional
omissions, misrepresentations,
or the override of internal control.

—— Obtain an understanding of internal
control relevant to the audit in order
to design audit procedures that are
appropriate in the circumstances,
but not for the purpose of expressing
an opinion on the effectiveness of
the Group’s internal control.

—— Evaluate the appropriateness of
accounting policies used and the
reasonableness of accounting
estimates and related disclosures
made by management.

—— Conclude on the appropriateness
of management’s use of the going
concern basis of accounting and,
based on the audit evidence
obtained, whether a material
uncertainty exists related to
events or conditions that may cast
significant doubt on the Group’s
ability to continue as a going
concern. If we conclude that a
material uncertainty exists, we
are required to draw attentionin
our auditor’s report to the related
disclosures in the consolidated
financial statements or, if such
disclosures are inadequate, to
modify our opinion. Our conclusions
are based on the audit evidence
obtained up to the date of our
auditor’s report. However, future
events or conditions may cause
the Group to cease to continue
as a going concern.

—— Evaluate the overall presentation,
structure and content of the
consolidated financial statements,
including the disclosures, and
whether the consolidated financial
statements represent the underlying
transactions and events in a manner
that achieves fair presentation.

—— Obtain sufficient appropriate audit
evidence regarding the financial
information of the entities or
business activities within the
Group to express an opinion
on the consolidated financial
statements. We are responsible
for the direction, supervision and
performance of the Group audit.
We remain solely responsible for
our audit opinion.

We communicate with those charged
with governance regarding, among other
matters, the planned scope and timing
of the audit and significant audit findings,
including any significant deficiencies in
internal control that we identify during
our audit.



We also provide those charged with
governance with a statement that we
have complied with relevant ethical
requirements regarding independence,
and to communicate with them alll
relationships and other matters that
may reasonably be thought to bear

on our independence, and where
applicable, related safeguards.

From the matters communicated with
those charged with governance, we
determine those matters that were of
most significance in the audit of the
consolidated financial statements of
the current period and are therefore
the key audit matters. We describe
these matters in our auditor’s report
unless law or regulation precludes
public disclosure about the matter or
when, in extremely rare circumstances,
we determine that a matter should not
be communicated in our report because
the adverse consequences of doing

so would reasonably be expected to
outweigh the public interest benefits

of such communication.

Report on other legal and
regulatory requirements

Going concern

The Directors have concluded that

it is appropriate to adopt the going
concern basis in preparing the financial
statements, as explained on pages

85 and 86. The going concern basis
presumes that the Group has adequate
resources to remain in operation, and that
the Directors intend it to do so, for at least
one year from the balance sheet date. As
part of our audit we have concluded that
the Directors’ use of the going concern
basis is appropriate. However, because
not all future events or conditions can be
predicted, these statements are not a
guarantee as to the Group’s ability to
continue as a going concern.

Directors’ remuneration

The Company voluntarily prepares a
report on Directors’ remunerationin
accordance with the provisions of the

UK Companies Act 2006. The Directors
have requested that we audit the part

of the report on Directors’ remuneration
specified by the UK Companies Act 2006
to be audited as if the Company were a
UK registered company.

In our opinion, the part of the report

on Directors’ remuneration to be
audited has been properly prepared

in accordance with the UK Companies
Act 2006.
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Corporate governance statement
Under the United Kingdom’s Listing
Rules we are required to review the part
of the Corporate Governance Statement
on pages 55 to 59 relating to eleven
provisions of the UK Corporate
Governance Code and the Directors
have requested that we also review their
statements on going concern and the
longer-term viability of the Company as
required for UK registered companies
with a premium listing on the London
Stock Exchange. Our review was
substantially less in scope than an audit
and only consisted of making inquiries
and considering the Directors’ process
supporting their statements; checking
that the statements are in alignment with
the relevant provisions of the Code; and
considering whether the statements are
consistent with the knowledge acquired
by us in the course of performing our
audit. We have nothing to report having
performed our review.

The engagement partner on the audit
resulting in this independent auditor’s
reportis Arthur Wightman.

PricewaterhouseCoopers Ltd.
Chartered Professional Accountants
Hamilton, Bermuda

26 February 2018
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Consolidated income statement

2017
Total

2016
Total

For the year ended 31 December 2017 Note £000 £000
Income
Gross premiums written 4 2,549,279 2,402,579
Outward reinsurance premiums (685,046) (614,6306)
Net premiums written 4+ 1,864,233 1,787,943
Gross premiums earned 2,556,993 2,220,853
Premiums ceded to reinsurers (682,512) (545,840)
Net premiums earned 4+ 1,874,481 1,675,013
Investment result 7 81,263 70,630
Otherincome 9 41,955 37,594
Totalincome 1,997,699 1,783,237
Expenses
Claims and claim adjustment expenses 252 (1,931,417) (1,004,601)
Reinsurance recoveries 25.2 914,416 264,829
Claims and claim adjustment expenses, net of reinsurance 252 (1,017,001) (739,772)
Expenses for the acquisition of insurance contracts 1 (619,704) (538,467)
Reinsurance commission income 16 163,599 128,627
Operational expenses 9 (410,380) (411,358)
Net foreign exchange gains (62,753) 152,408
Total expenses (1,946,239) (1,408,562)
Results of operating activities 51,460 374,675
Finance costs 10 (20,863)  (20,266)
Share of profit from associates after tax 15 201 134
Profit before tax 30,798 354,543
Tax expense 27 (4,488) (17,557)
Profit for the year (all attributable to owners of the Company) 26,310 336,986
Earnings per share on profit attributable to owners of the Company
Basic 30 9.3p 119.8p
Diluted 30 9.0p 116.0p
*Reclassification of investment fees, see note 2.1.
Consolidated statement of comprehensive income
2017 2016
For the year ended 31 December 2017 £660 £600
Profit for the year 26,310 336,986
Other comprehensive income
ltems that will not be reclassified to profit or loss:
Remeasurements of the net defined benefit obligation 8,661 (46,531)
Income tax on the remeasurement of other comprehensive income (1,768) 9,502
6,893 (37,029)
ltems that may be reclassified subsequently to profit or loss:
Exchange differences on translating foreign operations (53,483) 111,094
Income tax on the remeasurement of other comprehensive income - -
(53,483) 111,094
Other comprehensive (expense)/income net of tax (46,590) 74,065
Total comprehensive (expense)/income for the year (all attributable to owners of the Company) (20,280) 411,051

The notes on pages 100 to 151 are an integral part of these consolidated financial statements.
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Consolidated balance sheet

At 31 December 2017

Note

2017
£000

2016
£000

Assets

Goodwilland intangible assets 13 137,814 123,724
Property, plant and equipment 14 48,614 48,425
Investments in associates 15 7,943 13,835
Deferred tax 28 39,602 41,392
Deferred acquisition costs v 330,466 346,592
Financial assets carried at fair value s 3,807,143 3,792,033
Reinsurance assets 25 1,357,966 805,649
Loans and receivables including insurance receivables 19 830,704 802,906
Current tax asset 4,235 2,406
Cash and cash equivalents 22 642,789 664,816
Total assets 7,207,276 6,641,778
Equity and liabilities

Shareholders’ equity

Share capital 23 19,141 19,060
Share premium 23 27,128 18,035
Contributed surplus 23 89,864 89,864
Currency translation reserve 24 148,789 202,272
Retained earnings 24 1,468,639 1,488,306
Equity attributable to owners of the Company 1,753,561 1,817,637
Non-controlling interest 866 866
Total equity 1,754,427 1,818,403
Employee retirement benefit obligations 29 47,492 56,139
Deferred tax 28 - 17,030
Insurance liabilities 25 4,450,182 3,852,976
Financial liabilities 18 289,714 276,293
Current tax 7,004 21,735
Trade and other payables 26 658,457 599,202
Total liabilities 5,452,849 4,823,375
Total equity and liabilities 7,207,276 6,641,778

The notes on pages 100 to 151 are anintegral part of these consolidated financial statements.

The consolidated financial statements were approved by the Board of Directors on 26 February 2018 and signed on its behalf by:

Wl

HA Hussain
Chief Financial Officer

- /V/v&w/‘%

BE Masojada
Chief Executive Officer
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Consolidated statement of changes in equity

Equity

Currency attributable to

Non-

Share Share Contributed translation Retained owners of the controlling Total
Note °¥00 Prebe0 05 2000 0% ComESe "800 S0
Balance at 1 January 2016 19,030 15,231 89,864 91,178 1,312,660 1,527,963 866 1,528,829
Profit for the year (all attributable
to owners of the Company) - - - - 336,986 336,986 - 336,986
Other comprehensive income net
of tax (all attributable to owners of
the Company) - - - 111,094 (87,029) 74,065 - 74,065
Employee share options:
Equity settled share-based
payments - - - - 26,274 26,274 - 26,274
Proceeds from shares issued 23 22 1,534 = = = 1,556 = 1,556
Deferred and current tax on employee
share options 28 - - - - 1,907 1,907 - 1,907
Shares purchased by Trust - - - - (38,558) (38,558) - (38,558
Shares issued in relation to
Scrip Dividend 23,31 8 1,270 - - - 1,278 - 1,278
Dividends paid to owners of
the Company 31 - — — — (113,934) (113,934) — (113,934)
Balance at 31 December 2016 19,060 18,035 89,864 202,272 1,488,306 1,817,537 866 1,818,403
Profit for the year (all attributable
to owners of the Company) - - - - 26,310 26,310 - 26,310
Other comprehensive income net
of tax (all attributable to owners of
the Company) - - - (58,483) 6,893  (46,590) - (46,590)
Employee share options:
Equity settled share-based
payments - - - - 25,186 25,186 — 25,186
Proceeds from shares issued 23 58 4,681 - - - 4,739 - 4,739
Deferred and current tax on employee
share options 28 - - - - 5,300 5,300 - 5,300
Net movements of treasury
shares held by Trust - - - - (2,900) (2,900) - (2,900)
Shares issued in relation to
Scrip Dividend 23,31 23 4,412 - - - 4,435 - 4,435
Dividends paid to owners of
the Company a1 — — — - (80,456) (80,456) — (80,456)
Balance at 31 December 2017 19,141 27128 89,864 148,789 1,468,639 1,753,561 866 1,754,427

The notes on pages 100 to 151 are an integral part of these consolidated financial statements.
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Consolidated statement of cash flows

For the year ended 31 December 2017

Note

2017
£000

2016
£000

Profit before tax 30,798 354,543
Adjustments for:

Net foreign exchange losses/(gains) 62,753 (152,408)
Interest and equity dividend income (63,296) (54,789)
Interest expense 20,863 20,266
Net fair value losses/(gains) on financial assets (26,656) (13,786)
Depreciation, amortisation and impairment 9,13, 14 21,651 28,162
Charges in respect of share-based payments 9,23 25,186 26,274
Changes in operational assets and liabilities:

Insurance and reinsurance contracts 223,794 251,836
Financial assets carried at fair value (183,532) (431,324)
Financial liabilities carried at fair value 13,311 458
Financial liabilities carried at amortised cost 110 156
Other assets and liabilities (53,780) 3,687
Interest received 55,940 55,273
Equity dividends received 554 505
Interest paid (19,910) (21,852)
Current tax paid (32,139) (6,108)
Cash flows from subscriptions (paid)/received in advance (6,918) (4,000)
Net cash flows from operating activities 68,729 56,893
Cash flows from the sale of subsidiaries 14,571 (3,881)
Cash flows from the purchase of associates 15 - (450)
Cash flows from sale of associates 23,770 2
Cash flows from the purchase of property, plant and equipment (6,721) (5,770)
Cash flows from the purchase of intangible assets (28,575) (20,909)
Net cash flows from investing activities 3,045 (31,008)
Proceeds from the issue of ordinary shares 23 4,739 1,556
Shares repurchased 23 (2,900) (38,558)
Distributions made to owners of the Company 23,3 (76,021) (112,656)
Net cash flows from financing activities (74182) (149,658)
Net decrease in cash and cash equivalents (2,408) (123,773)
Cash and cash equivalents at 1 January 664,816 727,880
Net decrease in cash and cash equivalents (2,408) (123,773)
Effect of exchange rate fluctuations on cash and cash equivalents (19,619) 60,709
Cash and cash equivalents at 31 December 22 042,789 664,816

*£17,477,000 of cash derecognised on loss of control has been reclassified to cash flows from the sale of subsidiaries in 2016.

The purchase, maturity and disposal of financial assets is part of the Group’s insurance activities and is therefore classified as
an operating cash flow. The purchase, maturity and disposal of derivative contracts is also classified as an operating cash flow.

Included within cash and cash equivalents held by the Group are balances totalling £132 million (2016: £136 million) not

available for immediate use by the Group outside of the Lloyd’s syndicate within which they are held. Additionally, £11 million

(2016: £38 million) is pledged cash held against Funds at Lloyd’s, and £5 million (2016: £13 million) held within trust funds

against reinsurance arrangements.

The notes on pages 100 to 151 are an integral part of these consolidated financial statements.
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Notes to the
consolidated
financial statements

1 General information

The Hiscox Group, which is headquartered
in Hamilton, Bermuda, comprises Hiscox
Ltd (the parent Company, referred to
herein as the ‘Company’) and its
subsidiaries (collectively, the ‘Hiscox
Group’ or the ‘Group’). For the period
under review the Group provided
insurance and reinsurance services to

its clients worldwide. It has operations

in Bermuda, the UK, Europe, Asia and
the US with over 2,700 staff.

The Company is registered and domiciled
in Bermuda and on 12 December 2006
its ordinary shares were listed on the
London Stock Exchange. The address

of its registered office is: 4th Floor,
Wessex House, 45 Reid Street,

Hamilton HM 12, Bermuda.

2 Basis of preparation

The consolidated financial statements
have been prepared and approved by the
Directors in accordance with International
Financial Reporting Standards (IFRS) as
adopted by the European Union, Section
41 of the Disclosure and Transparency
Rules and the Listing Rules, both issued
by the Financial Conduct Authority (FCA)
and in accordance with the provisions of
the Bermuda Companies Act 1981.

The consolidated financial statements
have been prepared under the

historical cost convention, except that
pension scheme assets included in the
measurement of the employee retirement
benefit obligation which is determined
using actuarial analysis, and certain
financial instruments including derivative
instruments, are measured at fair value.

In accordance with IFRS 4 Insurance
Contracts, the Group continues to apply
the existing accounting policies that
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were applied prior to the adoption of

IFRS (‘grandfathered’) or the date of the
acquisition of the entity. IFRS accounting
for insurance contracts in UK companies
was grandfathered at the date of transition
to IFRS and determined in accordance
with accounting principles generally
accepted in the UK.

[tems included in the financial statements of
each of the Group’s entities are measured
in the currency of the primary economic
environment in which that entity operates
(the functional currency). The consolidated
financial statements are presented in
Pounds Sterling and are rounded to the
nearest thousand unless otherwise stated.

The balance sheet of the Group is presented
in order of increasing liquidity. Allamounts
presented in the income statements and
statement of comprehensive income
relate to continuing operations.

The financial statements were approved
forissue by the Board of Directors on
26 February 2018.

2.1 Significant accounting policies

The principal accounting policies

applied in the preparation of these
consolidated Group financial statements
are set out below. The most critical
individual components of these financial
statements that involve the highest degree
of judgement or significant assumptions
and estimations are identified in note 2.22.

Except as described below and overleaf,
the accounting policies adopted are
consistent with those of the previous
financial year.

Changes in accounting policies

A number of new standards, amendments
to standards and interpretations, as
adopted by the European Union, are
effective for annual periods beginning on
or after 1 January 2017. They have been
applied in preparing these consolidated
financial statements. There were no new
standards, amendments or interpretations
that had a material impact on the Group.

The amendments included minor changes
to the following standards:
——Amendments to IAS 7 Statement
of Cash Flows: Disclosure Initiative.
The amendments require entities
to provide disclosure of changes in
their liabilities arising from financing
activities including both changes
arising from cash flows and non-cash
changes (such as foreign exchange
gains or losses). The Group has

89 Financial summary

provided the information for both
the current and the comparative
period in the consolidated
statement of cash flows.
——Amendments to IAS 12 Income
Taxes: Recognition of Deferred Tax
Assets for Unrealised Losses. The
amendments clarify the accounting
for deferred tax assets on unrealised
losses and state that deferred tax
assets should be recognised when
an asset is measured at fair value
and that fair value is below the asset’s
tax base. It also provides further
clarification on the estimation of
probable future taxable profits that
may support the recognition of
deferred tax assets. The adoption
of thisamendment has no impact on
the consolidated financial statements
as the clarifications are consistent
with our existing interpretation.

The following new standards,
amendments to standards and
interpretations are effective for annual
periods beginning after 1 January 2018
and have not been applied in preparing
these financial statements.

——IFRS 15 Revenue from Contracts
with Customers replaces IAS 18 and
establishes principles for revenue
recognition that apply to all contracts
with customers except for insurance
contracts, financial instruments,
and lease contracts. It requires an
entity to recognise revenue when a
customer obtains control of a good or
service and thus has the ability to
direct the use and obtain the benefits
from the good or service. In particular,
it specifies that variable consideration
is only recognised to the extent that it
is highly probable that a significant
reversal will not occur. The Group will
adopt this standard on 1 January
2018 and expects no significant
impact on the Group’s financial
statements. IFRS 15 has been
endorsed by the EU.

——IFRS 9 Financial Instruments
incorporates new classification and
measurements requirements for
financial assets, the introduction of
an expected credit loss impairment
model which will replace the incurred
loss model of IAS 39 and new hedge
accounting requirements. Under
IFRS 9, all financial assets will be
measured at either amortised cost or
fair value. The basis of classification
depends on the entity’s business
model and the contractual cash flow
characteristics of the financial asset.
The hedge accounting requirements



2 Basis of preparation

2.1 Significant accounting policies

Changes in accounting policies continued
are more closely aligned with risk
management practices and follow
amore principle-based approach.
The amendments to IFRS 4
Insurance Contracts issued in
2016 address the accounting
consequences of applying IFRS 9
to insurers prior to the adoption of
IFRS 17 Insurance Contracts. The
amendments include an optional
temporary exemption from applying
IFRS 9 that is available to companies
whose predominant activity is to
issue insurance contracts until the
earlier of the effective date of IFRS 17
or 2021. The Group meets the
eligibility criteria and will adopt this
approach. Based on a high-level
impact assessment using currently
available information, the Group
expects no significant impact on its
balance sheet and equity, except
for the effect of applying the new
impairment requirements. The Group
expects arecognition of an earlier
and higher loss allowance resulting
in a slightly lower equity and will
perform a detailed assessment in
the future to determine the extent.
IFRS 9 has been endorsed by the EU.

——IFRS 16 Leases replaces IAS 17
Leases and addresses the
definition of a lease, recognition
and measurement of leases.
Leasee will be required to account
for all operating leases in a similar
manner to the current financial lease
accounting recognising lease assets
and liabilities on balance sheet. In
addition, the current rental charge
in the income statement will be
replaced with a depreciation charge
for the lease assets and the interest
expense for the lease liabilities. The
Group is currently assessing the
impact of adopting the standard
and will adopt it on 1 January 2019.
IFRS 16 has been endorsed by
the EU.

——IFRS 17 will replace IFRS 4 and
sets out requirements relating to
the measurement, presentation
and disclosure of insurance
contracts. It prescribes a general
measurement model based on the
discounted current estimates of
future cash flows including an explicit
risk adjustment and a contractual
service margin which represents the
unearned profit of the contracts.
Application of a simplified premium
allocation approach, which is similar

to the current unearned premium
approach, is permitted if it provides
ameasurement that is not materially
different from the general model or
if the coverage period is one year or
less. IFRS 17 requires any expected
losses arising from loss-making
contracts to be accounted for
inincome statement when the
entity determines that losses are
expected. The Group plans to adopt
the new standard on the required
effective date of 1 January 2021.
The Group is evaluating the impact
of adopting IFRS 17 on the Group’s
financial statements. IFRS 17 has
not been endorsed by the EU.

In 2017, the Group changed the
presentation of investment resultin

the consolidated income statement to
be investment result net of investment
management fees. The prior year figures
have been reclassified accordingly by an
amount of £4.4 million from operational
expenses to investment results.

2.2 Basis of consolidation

(@) Subsidiaries

Subsidiaries are those entities controlled
by the Group. Control exists when

the Group has power over an entity,
exposure or rights to variable returns
from its involvement with the investee
and ability to use its power to affect
those returns. The consolidated

financial statements include the assets,
liabilities and results of the Group up to
31 December each year. The financial
statements of subsidiaries are included
in the consolidated financial statements
only from the date that control commences
until the date that control ceases.

The Group applies the acquisition method
to account for business combinations.
The consideration transferred for the
acquisition of a subsidiary is the fair value
of the assets transferred, the liabilities
incurred to the former owners of the
acquiree and the equity interests

issued by the Group. The consideration
transferred also includes the fair value

of any asset or liability resulting from a
contingent consideration arrangement.
|dentifiable assets acquired, liabilities

and contingent liabilities assumed in a
business combination are measured initially
at their fair values at the acquisition date.
The Group recognises any non-controlling
interest in the acquiree on an acquisition-
by-acquisition basis, either at fair value or at
the non-controlling interest’s proportionate
share of the recognised amounts of
acquiree’s identifiable net assets.
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Transactions with non-controlling
interests that do not result in loss of
control are accounted for as equity
transactions —that is, as transactions
with the owners in their capacity as
owners. The difference between fair
value of any consideration paid and the
relevant share acquired of the carrying
value of net assets of the subsidiary is
recorded in equity. Gains or losses on
disposals to non-controlling interests
are also recorded in equity.

(b) Associates

Associates are those entities in which

the Group has significant influence

but not control over the financial and
operating policies. Significant influence

is generally identified with a shareholding
of between 20% and 50% of an entity’s
voting rights. The consolidated financial
statements include the Group’s share of
the total recognised gains and losses of
associates on an equity-accounted basis
from the date that significant influence
commences until the date that significant
influence ceases. The Group’s share of
its associates’ post-acquisition profits

or losses after tax is recognised in the
income statement for each period, and its
share of the movement in the associates’
net assets is reflected in the investments’
carrying values in the balance sheet.
When the Group’s share of losses equals
or exceeds the carrying amount of the
associate, the carrying amount is reduced
to nil and recognition of further losses is
discontinued except to the extent that the
Group has incurred obligations in respect
of the associate.

(c) Transactions eliminated

on consolidation

Intragroup balances, transactions

and any unrealised gains arising from
intragroup transactions are eliminated
in preparing the consolidated financial
statements. Unrealised losses are

also eliminated unless the transaction
provides evidence of an impairment

of the asset transferred. In accordance
with IAS 21, foreign currency gains and
losses on intragroup monetary assets
and liabilities may not fully eliminate

on consolidation when the intragroup
monetary item concerned is transacted
between two Group entities that have
different functional currencies. Unrealised
gains arising from transactions with
associates are eliminated to the extent
of the Group’s interest in the entity.
Unrealised losses are eliminated in the
same way as unrealised gains, but only
to the extent that there is no evidence
of impairment.
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2 Basis of preparation continued

2.3 Foreign currency translation

(@) Functional currency

[tems included in the financial statements
of each of the Group’s entities are
measured using the currency of the
primary economic environment in

which the entity operates (the ‘functional
currency’). Entities operating in France,
Germany, The Netherlands, Spain,
Portugal, Ireland and Belgium have
functional currency of Euros; those
subsidiary entities operating from the US,
Bermuda, Guernsey and Syndicate 3624
have functional currency of US Dollars.
Functional currencies of entities operating
in Asia include US Dollars, Singapore
Dollars and Thai Baht. All other entities
have functional currency of Sterling.

(b) Transactions and balances

Foreign currency transactions are
translated into the functional currency
using the exchange rates prevailing at
the dates of the transactions. Foreign
exchange gains and losses resulting
from the settlement of such transactions
and from the retranslation at year-end
exchange rates of monetary assets

and liabilities denominated in foreign
currencies are recognised in the income
statement, except when deferred in
equity as IAS 39 effective net investment
hedges or when the underlying balance
is deemed to form part of the Group’s net
investment in a subsidiary operation and
is unlikely to be settled in the foreseeable
future. Non-monetary items carried at
historical cost are translated in the
balance sheet at the exchange rate
prevailing on the original transaction
date. Non-monetary items measured

at fair value are translated using the
exchange rate ruling when the fair

value was determined.

(c) Group companies

The results and financial position of all

the Group entities that have a functional

currency different from the presentation

currency are translated into the

presentation currency as follows:

——assets and liabilities for each balance
sheet presented are translated at
the closing rate at the date of that
balance sheet;

——income and expenses for each
income statement are translated
at average exchange rates (unless
this average is not a reasonable
approximation of the cumulative
effect of the rates prevailing on the
transaction dates, in which case
income and expenses are translated
at the date of the transactions); and
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——all resulting exchange differences
are recognised as a separate
component of equity.

When a foreign operation is sold, such
exchange differences are recognised in
the income statement as part of the gain
orloss on sale.

Goodwill and fair value adjustments
arising on the acquisition of a foreign
entity are treated as the acquiring entity’s
assets and liabilities and are translated

at the rate at acquisition. For each
business combination, the Group
measures any non-controlling interest

in the acquiree at the non-controlling
interest’s proportionate share of the
acquiree’s identifiable net assets.

2.4 Property, plant and equipment
Property, plant and equipment are stated
at historical cost less depreciation and any
impairment loss. Historical cost includes
expenditure that is directly attributable to
the acquisition of the items. Subsequent
costs are included in the asset’s 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
Group and the cost of the item can be
measured reliably. All other repairs and
maintenance items are charged to the
income statement during the financial
period in which they are incurred.

Land is not depreciated as it is deemed
to have an indefinite useful economic life.
The cost of leasehold improvements is
amortised over the unexpired term of the
underlying lease or the estimated useful
life of the asset, whichever is shorter.
Depreciation on other assets is calculated
using the straight-line method to allocate
their cost, less their residual values, over
their estimated useful lives.

The rates applied are as follows:
——buildings 20-50vyears
——vehicles 3years

—— leasehold improvements
including fixtures

and fittings 10-15 years
——furniture, fittings
and equipment 3-15 years

The assets’ residual values and useful
lives are reviewed at each balance sheet
date and adjusted if appropriate.

An asset’s carrying amount is written
down immediately to its recoverable
amount if the asset’s carrying amount

is greater than its estimated recoverable
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amount. Gains and losses on disposals
are determined by comparing proceeds
with carrying amount. These are included
in the income statement.

2.5 Intangible assets

(@) Goodwill

Goodwill represents amounts arising on
acquisition of subsidiaries and associates.
In respect of acquisitions that have
occurred since 1 January 2004, goodwiill
represents the excess of the fair value of
consideration of an acquisition over the
fair value of the Group’s share of the net
identifiable assets and contingent liabilities
assumed of the acquired subsidiary or
associate at the acquisition date.

In respect of acquisitions prior to 1 January
2004, goodwillis included on the basis

of its deemed cost, which represents

the amount recorded under previous
generally accepted accounting principles.

Goodwill on acquisition of subsidiaries

is included in intangible assets. Goodwill
on acquisition of associates is included in
investments in associates. Goodwill is not
amortised but is tested at least annually
for impairment and carried at cost less
accumulated impairment losses.

Goodwillis allocated to the Group’s cash
generating units identified according to
the smallest identifiable unit to which
cash flows are generated.

The impairment review process examines
whether or not the carrying value of the
goodwill attributable to individual cash
generating units exceeds its recoverable
amount. Any excess of goodwill over the
recoverable amount arising from the
review process indicates impairment.
Any impairment charges are presented
as part of operational expenses. Gains
and losses on the disposal of an entity
include the carrying amount of goodwill
relating to the entity sold.

(b) Other intangible assets

Intangible assets acquired separately
from a business are carried initially at
cost. Anintangible asset acquired as
part of a business combination is
recognised outside of goodwill if the
asset is separable or arises from
contractual or other legal rights and
its fair value can be measured reliably.
Customer relationships, syndicate
capacity and software acquired are
capitalised at cost, being the fair value
of the consideration paid. Software is
capitalised on the basis of the costs
incurred to acquire and bring it into use.



2 Basis of preparation

2.5 Intangible assets

(b) Other intangible assets continued
Intangible assets with infinite lives such
as syndicate capacity are subsequently
valued at cost and are subject to annual
impairment assessment.

Intangible assets with finite useful

lives are consequently carried at cost,
less accumulated amortisation and
impairment. The useful life of the asset
is reviewed annually. Any changes in
estimated useful lives are accounted
for prospectively with the effect of the
change being recognised in the current
and future periods, if relevant.

Amortisation is calculated using the
straight-line method to allocate the
cost over the estimated useful lives
of the intangible assets.

Subsequent expenditure on other
intangible assets is capitalised only
when it increases the future economic
benefits embodied in the specific asset
to which it relates. All other expenditure
is expensed as incurred.

These intangible assets with finite
lives will be assessed for indicators
of impairment at each reporting
date. Where there is an indication of
impairment then a fullimpairment test
is performed. An impairment loss
recognised for an intangible asset

in prior years should be reversed if,
and only if, there has been a change
in the estimates used to determine
the asset’s recoverable amount
since the last impairment loss

was recognised.

2.6 Fair value

Fair value is the price that would be
received to sell an asset or paid to
transfer a liability in an orderly transaction
between market participants at the
measurement date, regardless of
whether that price is directly observable
or estimated using another valuation
technigue. This presumes that the
transaction takes place in the principal
(or most advantageous) market under
current market conditions. Fair value

is a market-based measure and in the
absence of observable market prices

in an active market, it is measured

using the assumptions that market
participants would use when pricing
the asset or liability.

The fair value of a non-financial asset
is determined based on its highest and

best use from a market participant’s
perspective. When using this approach,
the Group takes into account the asset’s
use that is physically possible, legally
permissible and financially feasible.

The best evidence of the fair value of a
financial instrument at initial recognition
is normally the transaction price, i.e. the
fair value of the consideration given

or received.

If an asset or a liability measured at fair
value has a bid price and an ask price,

the price within the bid-ask spread that

is most representative of fair value in the
circumstances is used to measure fair
value. An analysis of fair values of financial
instruments and further details as to

how they are measured are provided

in note 21.

2.7 Financial assets and liabilities
including loans and receivables

The Group classifies its financial
assets as a) financial assets designated
at fair value through profit or loss, and
b) loans and receivables. Management
determines the classification of its
financial assets based on the purpose
for which the financial assets at initial
recognition. The decision by the Group
to designate debt and fixed income
securities, equities and shares in

unit trusts and deposits with credit
institutions, at fair value through

profit or loss reflects the fact that the
investment portfolios are managed,
and their performance evaluated,

on afair value basis.

Purchases and sales of investments
are accounted for at the trade date.
Financial assets and liabilities are
initially recognised at fair value.
Subsequent to initial recognition
financial assets and liabilities are
measured as described below.
Financial assets are derecognised
when the right to receive cash flows
from them expires or where they have
been transferred and the Group has
also transferred substantially all risks
and rewards of ownership.

(a) Financial assets at fair value

through profit or loss

Afinancial asset is classified into this
category at inception if it is managed
and evaluated on a fair value basis in
accordance with a documented strategy,
if acquired principally for the purpose of
selling in the short term, or if it forms
part of a portfolio of financial assets in
which there is evidence of short-term
profit taking.
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(b) Loans and receivables

Loans and receivables are non-derivative
financial assets with fixed or determinable
payments that are not quoted on an
active market. Receivables arising from
insurance contracts are included in this
category and are reviewed for impairment
as part of the impairment review of loans
and receivables. Loans and receivables
are carried at amortised cost less any
provision for impairment in value.

(c) Long-term debt

All borrowings are initially recognised

at fair value. Subsequent to initial
recognition, borrowings are measured at
amortised cost. Any difference between
the value recognised at initial recognition
and the ultimate redemption amount

is recognised in the income statement
over the period to redemption using

the effective interest method.

2.8 Cash and cash equivalents

The Group has classified cash
deposits and short-term highly liquid
investments as cash and cash
equivalents. These assets are readily
convertible into known amounts of
cash and are subject to inconsequential
changes in value. Cash equivalents
are financial investments with less
than three months to maturity at the
date of acquisition.

2.9 Impairment of assets

Assets that have an indefinite useful
life are not subject to amortisation and
are tested annually or whenever there
is an indication of impairment. Assets
that are subject to amortisation are
reviewed for impairment whenever
events or changes in circumstances
indicate that the carrying amount

may not be recoverable.

2.10 Derivative financial instruments

(a) Non-financial assets

Objective factors that are considered

when determining whether a non-financial

asset (such as goodwill, an intangible
asset or item of property, plant and
equipment) or group of non-financial
assets may be impaired include, but

are not limited to, the following:

——adverse economic, regulatory or
environmental conditions that may
restrict future cash flows and asset
usage and/or recoverability;

——the likelihood of accelerated
obsolescence arising from the
development of new technologies
and products; and

——the disintegration of the active
market(s) to which the asset is related.
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2 Basis of preparation continued

2.10 Derivative financial

instruments continued

(b) Financial assets

Objective factors that are considered

when determining whether a financial

asset or group of financial assets may
be impaired include, but are not limited
to, the following:

negative rating agency

announcements in respect of

investment issuers, reinsurers
and debtors;

——significant reported financial
difficulties of investment issuers,
reinsurers and debtors;

——actual breaches of credit terms
such as persistent late payments
or actual default;

——the disintegration of the active
market(s) in which a particular
asset is traded or deployed;

——adverse economic or regulatory
conditions that may restrict
future cash flows and asset
recoverability; and

——the withdrawal of any guarantee from
statutory funds or sovereign agencies
implicitly supporting the asset.

() Impairment loss

Animpairment loss is recognised for

the amount by which the asset’s carrying
amount exceeds its recoverable amount.
The recoverable amount is the higher of
an asset’s fair value less costs to sell and
value in use. For the purpose of assessing
impairment, assets are grouped at

the lowest levels for which there are
separately identifiable cash flows (cash
generating units). For financial assets,
the amount of the impairment loss is
measured as the difference between

the asset’s carrying amount and the
value of the estimated future cash flows
discounted at the financial asset’s
original effective interest rate. Where

an impairment loss subsequently
reverses, the carrying amount of the
asset is increased to the revised
estimate of its recoverable amount,

but only to the extent that the increased
carrying amount does not exceed

the carrying amount that would have
been determined had no impairment
loss been recognised for the asset

in prior periods. A reversal of an
impairment loss is recognised as
income immediately. Impairment

losses recognised in respect of

goodwill are not subsequently reversed.

2.11 Derivative financial instruments
Derivatives are initially recognised
at fair value on the date on which a
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derivative contract is entered into and
are subsequently valued at fair value at
each balance sheet date. Fair values

are obtained from quoted market values
and, if these are not available, valuation
techniques including option pricing
models as appropriate. The method of
recognising the resulting gain or loss
depends on whether the derivative is
designated as a hedging instrument and,
if s0, the nature of the item being hedged.
For derivatives not formally designated
as a hedging instrument, fair value
changes are recognised immediately in
the income statement. Changes in the
value of derivatives and other financial
instruments formally designated as
hedges of net investments in foreign
operations are recognised in the currency
translation reserve to the extent they

are effective; gains or losses relating to
the ineffective portion of the hedging
instruments are recognised immediately
in the consolidated income statement.

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

2.12 Own shares

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

2.13 Revenue

Revenue comprises insurance

and reinsurance premiums earned

on the rendering of insurance protection,
net of reinsurance, together with profit
commission, investment returns,
agency fees and otherincome. The
Group’s share of the results of associates
is reported separately. The accounting
policies for insurance premiums are
outlined below. Profit commission,
investment income and other sources

of income are recognised on an
accruals basis net of any discounts

and amounts such as sales-based
taxes collected on behalf of third parties.
Profit commission is calculated and
accrued based on the results of the
managed syndicate.
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2.14 Insurance contracts

(a) Classification

Insurance contracts are defined as
those containing significant insurance
risk if, and only if, an insured event
could cause an insurer to make
significant additional payments in any
scenario, excluding scenarios that lack
commercial substance, at the inception
of the contract. Such contracts remain
insurance contracts until all rights and
obligations are extinguished or expire.
The Group issues short-term casualty
and property insurance contracts that
transfer significant insurance risk.
Such contracts may also transfer
financial risk.

(b) Recognition and measurement

Gross premiums written comprise
premiums on business incepting in

the financial year together with
adjustments to estimates of premiums
written in prior accounting periods.
Estimates are included for pipeline
premiums and an allowance is also made
for cancellations. Premiums are stated
before the deduction of brokerage and
commission but net of taxes and duties
levied. Premiums are recognised as
revenue (premiums earned) proportionally
over the period of coverage. The portion
of premium received on in-force contracts
that relates to unexpired risks at the
balance sheet date is reported as the
unearned premium liability.

Claims and associated expenses are
charged to profit or loss as incurred,
based on the estimated liability for
compensation owed to contract holders
or third parties damaged by the contract
holders. They include direct and indirect
claims settlement costs and arise from
events that have occurred up to the
balance sheet date even if they have

not yet been reported to the Group.

The Group does not discount its
liabilities for unpaid claims. Liabilities

for unpaid claims are determined

based on the best estimate of the

cost of future claim payments plus an
allowance for risk and uncertainty. Any
estimate represents a determination
within a range of possible outcomes
using, as inputs, the assessments for
individual cases reported to the Group,
statistical analysis for the claims incurred
but not reported, an estimate of the
expected ultimate cost of more complex
claims that may be affected by external
factors, for example, court decisions and
an allowance for quantitive uncertanties
not otherwise approved.
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2.14 Insurance contracts continued
(c) Deferred acquisition costs (DAC)
Commissions and other direct and indirect
costs that vary with and are related to
securing new contracts and renewing
existing contracts are capitalised as
deferred acquisition costs. All other
costs are recognised as expenses
when incurred. DAC are amortised over
the terms of the insurance contracts

as the related premium is earned.

(d) Liability adequacy tests

At each balance sheet date, liability
adequacy tests are performed by each
business unit to ensure the adequacy of
the contract liabilities net of related DAC.
In performing these tests, current best
estimates of future contractual cash flows
and claims handling and administration
expenses, as well as investment income
from assets backing such liabilities, are
used. Any deficiency is charged to profit
or loss initially by writing-off DAC and by
subsequently establishing a provision for
losses arising from liability adequacy tests
(‘the unexpired risk provision’). Any DAC
written-off as a result of this test cannot
subsequently be reinstated.

(e) Outwards reinsurance contracts held
Contracts entered into by the Group,

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

The benefits to which the Group is entitled
under outwards reinsurance contracts
are recognised as reinsurance assets.
These assets consist of short-term
balances due from reinsurers (classified
within loans and receivables) as well as
longer-term receivables (classified as
reinsurance assets) that are dependent
on the expected claims and benefits
arising under the related reinsured
insurance contracts. Amounts recoverable
from or due to reinsurers are measured
consistently with the amounts associated
with the reinsured insurance contracts
and in accordance with the terms of

each reinsurance contract.

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

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

(f) Retroactive reinsurance transactions
Reinsurance transactions that transfer
risk but are retroactive are included

in reinsurance assets. The excess of
estimated liabilities for claims and

claim expenses over the consideration
paid is established as a deferred credit
at inception. The deferred amounts

are subsequently amortised using the
recovery method over the settlement
period of the reserves and reflected
through the claims and claim adjustment
expenses line. In transactions where

the consideration paid exceeds the
estimated liabilities for claims and claim
adjustment expenses a loss is recognised
immediately. If the adverse development
exceeds the original loss, deferred gains
are recorded. The deferred gains are
subsequently recognised into earnings
over the settlement period of the reserves.

(9) Reinsurance commission income
Reinsurance commission income
represents commission earned from
ceding companies which is earned over
the terms of the underlying reinsurance
contracts and presented separately in
the consolidated income statement.

(h) Receivables and payables related
to insurance contracts

Receivables and payables are
recognised when due. These include
amounts due to and from agents,
brokers and insurance contract holders.
If there is objective evidence that the
insurance receivable is impaired, the
Group reduces the carrying amount of
the insurance receivable accordingly
and recognises the impairment loss

in the income statement.

(i) Salvage and subrogation
reimbursements

Some insurance contracts permit

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

also considered as an allowance in

the measurement of the insurance

liability for claims and are recognised

in other assets when the liability is settled.
The allowance is the assessment of the
amount that can be recovered from

the action against the liable third party.

2.15 Deferred tax

Deferred tax is provided in full, using

the liability method, on temporary
differences arising between the tax
bases of assets and liabilities and

their carrying amounts in the financial
statements. However, if the deferred
income tax arises from initial recognition
of an asset or liability in a transaction
other than a business combination

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

is realised or the deferred tax liability

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

2.16 Employee benefits

(a) Pension obligations

The Group operated both defined
contribution and defined benefit
pension schemes during the year
under review. The defined benefit
scheme closed to future accrual

with effect from 31 December 2006
and active members were offered
membership of the defined contribution
scheme from 1 January 2007. A defined
contribution plan is a pension plan
under which the Group pays fixed
contributions into a separate entity

and has no further obligation beyond
the agreed contribution rate. A defined
benefit plan is a pension plan that defines
an amount of pension benefit that an
employee will receive on retirement,
usually dependent on one or more
factors such as age, years of service
and compensation.
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2.16 Employee benefits

(@) Pension obligations continued

For defined contribution plans, the
Group pays contributions to publicly

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

The amount recognised in the balance
sheet in respect of defined benefit pension
plans is the present value of the defined
benefit obligation at the balance sheet
date less the fair value of plan assets.

Plan assets include insurance contracts
issued by the Group. The calculation of
the defined benefit obligation is performed
annually by a qualified actuary using the
projected unit method. As the planis
closed to all future benefit accrual, each
participant’s benefits under the plan

are based on their service to the date

of closure or earlier leaving, their final
pensionable earnings at the measurement
date and the service cost is the expected
administration cost during the year.

Past service costs are recognised
immediately in income.

Remeasurements of the net defined
benefit liability, which comprise actuarial
gains and losses, the return on plan
assets (excluding interest) and the

effect of the asset ceiling (if any,
excluding interest), are recognised
immediately in other comprehensive
income. The Group determines the net
interest expense (income) on the net
defined benefit liability (asset) for the
period by applying the discount rate
used to measure the defined benefit
obligation at the beginning of the annual
period to the then net defined benefit
liability (asset), taking into account any
changes in the net defined benefit liability
(asset) during the period as a result of
contributions and benefit payments.

Net interest expense and other expenses
related to defined benefit plans are
recognised in the income statement
through operating expenses.

To the extent that a surplus emerges
on the defined benefit obligation,

itis only recognisable on the asset
side of the balance sheet when itis
probable that future economic benefits
will be recovered by the scheme
sponsor in the form of refunds or
reduced future contributions.
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(b) Other long-term employee benefits
The Group provides sabbatical leave
to employees on completion of a
minimum service period of ten years.
The present value of the expected
costs of these benefits is accrued over
the period of employment. In determining
this liability, consideration is given

to future increases in salary levels,
experience with employee departures
and periods of service.

(c) Share-based compensation

The Group operates a number of

equity settled share-based employee
compensation plans. These include

the share option schemes, and the
Group’s Performance Share Plans,
outlined in the Directors’ remuneration
report together with the Group’s Save as
You Earn (SAYE) schemes. The fair value
of the employee services received,
measured at grant date, in exchange

for the grant of the awards is recognised
as an expense, with the corresponding
credit being recorded in retained earnings
within equity. The total amount to be
expensed over the vesting period is
determined by reference to the fair

value of the awards granted, excluding
the impact of any non-market vesting
conditions (for example, profitability or net
asset growth targets). Non-market vesting
conditions are included in assumptions
about the number of awards that are
expected to become exercisable. At

each balance sheet date, the Group
revises its estimates of the number of
awards that are expected to vest.

The Group recognises the impact of the
revision of original estimates, if any, in the
income statement, and a corresponding
adjustment to equity, over the remaining
vesting period.

When the terms and conditions of an
equity settled share-based employee
compensation plan are modified, and
the expense to be recognised increases
as aresult of the modification, then the
increase is recognised evenly over the
remaining vesting period. When a
modification reduces the expense to

be recognised, there is no adjustment
recognised and the pre-modification
expense continues to be applied.

The proceeds received net of any
directly attributable transaction costs
are credited to share capital and share
premium when the options are exercised.

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

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

(f) Accumulating compensation benefits
The Group recognises a liability

and an expense for accumulating
compensation benefits (for example,
holiday entitlement), based on the
additional amount that the Group
expects to pay as a result of the
unused entitlement accumulated

at the balance sheet date.

2.17 Net investment hedge accounting
In order to qualify for hedge accounting,
the Group is required to document in
advance the relationship between the
item being hedged and the hedging
instrument. The Group is also required
to document and demonstrate an
assessment of the relationship

between the hedged item and the
hedging instrument, which shows

that the hedge will be highly effective

on an ongoing basis. This effectiveness
testing is reperformed at each period
end to ensure that the hedge remains
highly effective. The Group hedged
elements of its net investment in certain
foreign entities through foreign currency
borrowings that qualified for hedge
accounting from 3 January 2007 until
their replacement on 6 May 2008;
accordingly gains or losses on
retranslation are recognised in equity to
the extent that the hedge relationship was
effective during this period. Accumulated
gains or losses will be recycled to the
income statement only when the foreign
operation is disposed of. The ineffective
portion of any hedge is recognised
immediately in the income statement.
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2.18 Finance costs

Finance costs consist of interest charges
accruing on the Group’s borrowings and
bank overdrafts together with commission
fees charged in respect of Letters of
Credit. Arrangement fees in respect of
financing arrangements are charged

over the life of the related facilities.

2.19 Provisions

Provisions are recognised where there is
a present obligation (legal or constructive)
as aresult of a past event that can be
measured reliably and it is probable

that an outflow of economic benefits

will be required to settle that obligation.

2.20 Leases

(a) Hiscox as lessee

Leases in which significantly all of

the risks and rewards of ownership

are transferred to the Group are
classified as finance leases. At the
commencement of the lease term,
finance leases are recognised as assets
and liabilities at the lower of the fair value
of the asset and the present value of the
minimum lease payments. The minimum
lease payments are apportioned between
finance charges and repayments of the
outstanding liability, finance charges
being charged to each period of the lease
term so as to produce a constant rate of
interest on the outstanding balance of the
liability. All other leases are classified as
operating leases. Payments made under
operating leases (net of any incentives
received from the lessor) are charged to
the income statement on a straight-line
basis over the period of the lease.

(b) Hiscox as lessor

Rental income from operating

leases is recognised on a straight-line
basis over the term of the relevant
contractual agreement.

2.21 Dividend distribution

Dividend distribution to the Company’s
shareholders is recognised as a liability
in the Group’s financial statements

in the period in which the dividends

are approved.

2.22 Use of significant estimates,
judgements and assumptions

The preparation of financial statements
requires the use of significant estimates,
judgements and assumptions. The
Directors consider the accounting policies
for determining insurance liabilities, the
valuation of investments, the valuation of
retirement benefit scheme obligations and
the determination of deferred tax assets

and liabilities as being most critical to
an understanding of the Group’s result
and position.

The most critical estimate included within
the Group’s balance sheet is the estimate
for losses incurred but not reported. The
total gross estimate as at 31 December
2017 is £2,018 million (2016: £1,588 million)
and is included within total insurance
liabilities on the balance sheet.

Estimates of losses incurred but not
reported are continually evaluated, based
on entity-specific historical experience
and contemporaneous developments
observed in the wider industry when
relevant, and are also updated for
expectations of prospective future
developments. Although the possibility
exists for material changes in estimates
to have a critical impact on the Group’s
reported performance and financial
position, it is anticipated that the scale
and diversity of the Group’s portfolio of
insurance business considerably lessens
the likelihood of this occurring. The overall
reserving risk is discussed in more detail
in note 3.1 and the procedures used

in estimating the cost of settling insured
losses at the balance sheet date including
losses incurred but not reported are
detailed in note 25.

The Group carries its financial
investments at fair value through

profit or loss, with fair value determined
using published price quotations in the
most active financial markets in which
the assets trade, where available.
During periods of economic distress
and diminished liquidity, the ability

to obtain quoted bid prices may be
reduced and as such a greater degree
of judgement is required in obtaining
the most reliable source of valuation.

Note 3.2 to the financial statements
discusses the reliability of the Group’s
fair values.

With regard to employee retirement
benefit scheme obligations, the amounts
disclosed in these consolidated financial
statements are sensitive to judgemental
assumptions regarding mortality, inflation,
investment returns and interest rates on
corporate bonds, many of which have
been subject to specific recent volatility.
This complex set of economic variables
may be expected to influence the liability
obligation element of the reported net
balance amount to a greater extent than
the reported value of the scheme assets
element, as shown in note 29.
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Legislation concerning the determination
of taxation assets and liabilities is
complex and continually evolving.

In preparing the Group’s financial
statements, the Directors estimate
taxation assets and liabilities after

taking appropriate professional advice,
as shown in note 28. To the extent

that taxable losses carried forward by
the Group exceed taxable temporary
differences relating to the same taxation
authority and taxable entity, which will
resultin amounts against which the losses
can be utilised, the Group uses estimates
of probable future taxable profits available
to determine whether recognition of a
deferred tax asset is appropriate. The
determination and finalisation of agreed
taxation assets and liabilities may not
occur until several years after the balance
sheet date and consequently the final
amounts payable or receivable may differ
from those presently recorded in these
financial statements.

2.283 Reporting of additional
performance measures

The Directors consider that the profit
excluding foreign exchange gains/
(losses), the claims ratio, expense ratio
and combined ratio measures reported

in respect of operating segments and

the Group overall in note 4 provide useful
information regarding the underlying
performance of the Group’s businesses.
These measures are widely recognised by
the insurance industry and are consistent
with internal performance measures
reviewed by senior management including
the chief operating decision-maker.
However, these four measures are not
defined within the IFRS framework and
body of standards and interpretations and
therefore may not be directly comparable
with similarly titled additional performance
measures reported by other companies.
Net asset value per share and return on
equity measures, disclosed in notes 5 and
6, are likewise considered to be additional
performance measures.

3 Management of risk

The Group’s overall appetite for accepting
and managing varying classes of risk is
defined by the Group’s Board. The Board
has developed a governance framework
and has set Group-wide risk management
policies and procedures which include
risk identification, risk management

and mitigation and risk reporting. The
objective of these policies and procedures
is to protect the Group’s shareholders,
policyholders and other stakeholders
from negative events that could hinder
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3 Management of risk continued
the Group’s delivery of its contractual
obligations and its achievement of
sustainable profitable economic

and social performance.

The Board exercises oversight of

the development and operational
implementation of its risk management
policies and procedures through the

Risk Committee and ongoing compliance
therewith, through a dedicated internal
audit function, which has operational
independence, clear terms of reference
influenced by the Board’s Non Executive
Directors and a clear upwards reporting
structure back into the Board. The Group,
in common with the non-life insurance
industry generally, is fundamentally driven
by a desire to originate, retain and service
insurance contracts to maturity. The
Group’s cash flows are funded mainly
through advance premium collections
and the timing of such premium inflows

is reasonably predictable. In addition,

the majority of material cash outflows are
typically triggered by the occurrence of
insured events non-correlated to financial
markets, and not by the inclination or will
of policyholders.

The principal sources of risk relevant to
the Group’s operations and its financial
statements fall into two broad categories:
insurance risk and financial risk, which are
described in notes 3.1 and 3.2 below. The
Group also actively manages its capital
risks as detailed in note 3.3 and tax risks as
detailed in note 3.4. Additional unaudited
information is also provided in the corporate
governance, risk management and capital
sections of this Report and Accounts.

3.1 Insurance risk

The predominant risk to which the
Group is exposed is insurance risk
which is assumed through the
underwriting process. Insurance

risk can be sub-categorised into

i) underwriting risk including the risk of
catastrophe and systemic insurance
losses and the insurance competition
and cycle, and ii) reserving risk.

i) Underwriting risk

The Board sets the Group’s underwriting
strategy and risk appetite seeking to exploit
identified opportunities in the light of other
relevant anticipated market conditions.

The Board requires all underwriters to
operate within an overall Group appetite
for individual events. This defines the
maximum exposure that the Group is
prepared to retain on its own account
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for any one potential catastrophe event

or disaster. The Group’s underwriting risk
appetite seeks to ensure that it should not
lose more than 12.5% of core capital plus
100% of buffer capital (£100 million) with
an allowance for expected investment
income, as aresult ofa 1in 200 aggregate
bad underwriting year.

Specific underwriting objectives such
as aggregation limits, reinsurance
protection thresholds, geographical
disaster event risk exposures and line
of business diversification parameters
are prepared and reviewed by the Chief
Underwriting Officer in order to translate
the Board’s summarised underwriting
strategy into specific measurable actions
and targets. These actions and targets
are reviewed and approved by the
Board in advance of each underwriting
year. The Board continually reviews its
underwriting strategy throughout each
underwriting year in light of the evolving
market pricing and loss conditions and
as opportunities present themselves.

The Group’s underwriters and

management consider underwriting

risk at an individual contract level, and

also from a portfolio perspective where

the risks assumed in similar classes

of policies are aggregated and the

exposure evaluated in light of historical

portfolio experience and prospective
factors. To assist with the process of
pricing and managing underwriting

risk the Group routinely performs a

wide range of activities including

the following:

——regularly updating the Group’s
risk models;

——documenting, monitoring and
reporting on the Group’s strategy
to manage risk;

——developing systems that facilitate
the identification of emerging
issues promptly;

—— utilising sophisticated computer
modeling tools to simulate
catastrophes and measure the
resultant potential losses before
and after reinsurance;

——monitoring legal developments and
amending the wording of policies
when necessary;

——regularly aggregating risk exposures
across individual underwriting
portfolios and known accumulations
of risk;

——examining the aggregated exposures
in advance of underwriting further
large risks; and

——developing processes that continually
factor market intelligence into the
pricing process.
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The delegation of underwriting authority
to specific individuals, both internally and
externally, is subject to regular review. All
underwriting staff and binding agencies
are set strict parameters in relation to the
levels and types of business they can
underwrite, based on individual levels

of experience and competence. These
parameters cover areas such as the
maximum sums insured per insurance
contract, maximum gross premiums
written and maximum aggregated
exposures per geographical zone and
risk class. Regular meetings are held
between the Chief Underwriting Officer
and a specialist team in order to monitor
claim development patterns and discuss
individual underwriting issues as they arise.

The Group compiles estimates of losses
arising from realistic disaster events using
statistical models alongside input from

its underwriters. These require significant
management judgement. Realistic
disaster scenarios, shown on page 21,
are extreme hypothetical events selected
to represent major events occurring in
areas with large insured values. They also
reflect the areas that represent significant
exposures for Hiscox.

The selection of realistic disaster scenario
eventsis adjusted each year and they are not
therefore necessarily directly comparable
from one year to the next. The events are
extreme and unprecedented, and as such
these estimates may prove inadequate as
aresult of incorrect assumptions, model
deficiencies, or losses from unmodeled
risks. This means that should a realistic
disaster actually eventuate, the Group’s final
ultimate losses could materially differ from
those estimates modeled by management.
The Group’s insurance contracts include
provisions to contain losses, such as

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

The Group also manages underwriting risk
by purchasing reinsurance. Reinsurance
protection, such as excess of loss cover,

is purchased at an entity level and is also
considered at an overall Group level to
mitigate the effect of catastrophes and
unexpected concentrations of risk. However,
the scope and type of reinsurance protection
purchased may change depending on

the extent and competitiveness of cover
available in the market.
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3 Management of risk

3.1 Insurance risk

i) Underwriting risk continued

Below is a summary of the gross and net insurance liabilities for each category of business.

Types of insurance risk in the Group

Estimated concentration of gross and net
Property — Property — Casualty -

insurance liabilities on balance sheet by tel’l’itory Reinsurance marine and other professional Casualty -
coverage of premium written 31 December 2017 Moo " 5000 #3000 i I Q000 £600
Total Gross 1,109,392 235,541 853,195 1,389,679 474,753 387,622 4,450,182
Net 346,899 187,936 543,136 1,292,317 385,597 336,331 3,092,216
Types of insurance risk in the Group
Estimated concentration of gross and net
insurance liabilities on balance sheet by territory Reinsurance  marhaand P s prossotal TRy
coverage of premium written 31 December 2016 e M %00 *2000 e s 2000 £600
Total Gross 669,697 351,355 800,738 1,217,956 455,021 358,209 3,852,976
Net 414,442 257,926 540,040 1,162,338 373,776 298,805 3,047,327

*Includes a diverse mix of certain specialty lines such as kidnap and ransom, terrorism and other risks which contain a mix of property and casualty exposures.
The estimated liquidity profile to settle the gross claims liabilities is given in note 3.2(¢).

The specific insurance risks accepted by the Group fall broadly into the following main categories: reinsurance inwards, marine

and major asset property, other property risks, professional indemnity casualty and casualty other insurance risks. These specific
categories are defined for risk review purposes only, as each contains risks specific to the nature of the cover provided. They are not
exclusively aligned to any specific reportable segment in the Group’s operational structure or the primary internal reports reviewed
by the chief operating decision-maker. The following describes the policies and procedures used to identify and measure the risks
associated with each individual category of business.

Reinsurance inwards

The Group’s reinsurance inwards acceptances are primarily focused on large commercial property, homeowner and marine and
crop exposures held by other insurance companies predominantly in North America and other developed economies. This business
is characterised more by large claims arising from individual events or catastrophes than the high-frequency, low-severity attritional
losses associated with certain other business written by the Group. Multiple insured losses can periodically arise out of a single
natural or man-made occurrence. The main circumstances that result in claims against the reinsurance inwards book are
conventional catastrophes, such as earthquakes or storms, and other events including fires and explosions. The occurrence and
impact of these events are very difficult to model over the short term which complicates attempts to anticipate loss frequencies on
an annual basis. In those years where there is a low incidence of severe catastrophes, loss frequencies on the reinsurance inwards
book can be relatively low.

A significant proportion of the reinsurance inwards business provides cover on an excess of loss basis for individual events.

The Group agrees to reimburse the cedant once their losses exceed a minimum level. Consequently the frequency and severity
of reinsurance inwards claims are related not only to the number of significant insured events that occur but also to their individual
magnitude. If numerous catastrophes occurred in any one year, but the cedant’s individual loss on each was below the minimum
stated, then the Group would have no liability under such contracts. Maximum gross line sizes and aggregate exposures are set
for each type of programme.

The Group writes reinsurance risks for periods of mainly one year so that contracts can be assessed for pricing and terms and
adjusted to reflect any changes in market conditions.
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3 Management of risk

3.1 Insurance risk

i) Underwriting risk continued

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

the Group.

Typical property covered by marine
and other major property contracts
includes fixed and moveable assets
such as ships and other vessels,

cargo in transit, energy platforms and
installations, pipelines, other subsea
assets, satellites, commercial buildings
and industrial plants and machinery.
These assets are typically exposed to

a blend of catastrophic and other large
loss events and attritional claims arising
from conventional hazards such as
collision, flooding, fire and theft. Climatic
changes may give rise to more frequent
and severe extreme weather events

(for example earthquakes, windstorms
and river flooding) and it may be
expected that their frequency will
increase over time.

For this reason the Group accepts major
property insurance risks for periods of
mainly one year so that each contract
can be repriced on renewal to reflect
the continually evolving risk profile.
The most significant risks covered for
periods exceeding one year are certain
specialist lines such as marine and
offshore construction projects which
can typically have building and
assembling periods of between

three and four years. These form

a small proportion of the Group’s
overall portfolio.

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

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

The Group provides home and contents
insurance, together with cover for
artwork, antiques, classic cars, jewellery,
collectables and other assets. The Group
also extends cover to reimburse certain
policyholders when named insureds or
insured assets are seized for kidnap and
aransom demand is subsequently met.
Events which can generate claims on
these contracts include burglary, kidnap,
seizure of assets, acts of vandalism, fires,
flooding and storm damage. Losses

on most classes can be predicted with

a greater degree of certainty as there is
arich history of actual loss experience
data and the locations of the assets
covered, and the individual levels of
security taken by owners, are relatively
static from one year to the next. The
losses associated with these contracts
tend to be of a higher frequency and lower
severity than the marine and other major
property assets covered above.

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

Contracts are underwritten by reference
to the commercial replacement value

of the properties and contents insured.
Claims payment limits are always included
to cap the amount payable on occurrence
of the insured event.

Casualty insurance risks

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

The provision of insurance to cover
allegations made against individuals
acting in the course of fiduciary or
managerial responsibilities, including
directors and officers’ insurance, is one
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example of a casualty insurance risk.

The Group’s casualty insurance contracts
mainly experience low severity attritional
losses. By nature, some casualty losses
may take longer to settle than the other
categories of business.

The Group’s pricing strategy for casualty
insurance policies is typically based upon
historical claim frequencies and average
claim severities, adjusted for inflation and
extrapolated forwards to incorporate
projected changes in claims patterns.

In determining the price of each policy

an allowance is also made for acquisition
and administration expenses, reinsurance
costs, investment returns and the Group’s
cost of capital.

ii) Reserving risk

The Group’s procedures for estimating
the outstanding costs of settling insured
losses at the balance sheet date, including
claims incurred but not yet reported, are
detailed in note 25.

The Group’s provision estimates are
subject to rigorous review by senior
management from all areas of the
business. The managed syndicates
receive areview of their estimates
from independent actuaries. The final
provision is approved by the relevant
boards on the recommendation of
dedicated reserving committees.

The maijority of the Group’s insurance
risks are short-tail and, based on
historical claims experience, significant
claims are normally notified and settled
within 12 to 24 months of the insured
event occurring. Those claims taking

the longest time to develop and settle
typically relate to casualty risks where
legal complexities occasionally develop
regarding the insured’s alleged omissions
or negligence. The length of time required
to obtain definitive legal judgements and
make eventual settlements exposes the
Group to a degree of reserving risk in an
inflationary environment.

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

Certain marine and property insurance
contracts, such as those relating to
subsea and other energy assets and the



3 Management of risk

3.1 Insurance risk

ii) Reserving risk continued

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

For the inwards reinsurance lines, there is
often a time lag between the establishment
and re-estimate of case reserves and
reporting to the Group. The Group works
closely with the reinsured to ensure timely
reporting and also centrally analyses industry
loss data to verify the reported reserves.

3.2 Financial risk

Overview

The Group is exposed to financial

risk through its ownership of financial
instruments including financial liabilities.
These items collectively represent

a significant element of the Group’s net
shareholder funds. The Group invests in
financial assets in order to fund obligations
arising from its insurance contracts and
financial liabilities.

The key financial risk for the Group is
that the proceeds from its financial assets
and investment result generated thereon
are not sufficient to fund the obligations.
The most important elements and
economic variables that could result in
such an outcome relate to the reliability
of fair value measures, equity price risk,
interest rate risk, credit risk, liquidity risk
and currency risk. The Group’s policies
and procedures for managing exposure
to these specific categories of risk are
detailed below.

(a) Reliability of fair values

The Group has elected to carry loans

and receivables at amortised cost and

all financial investments at fair value
through profit or loss as they are managed
and evaluated on a fair value basis in
accordance with a documented strategy.
With the exception of unquoted equity
investments and the insurance-linked
funds shown in note 21, all of the financial
investments held by the Group are
available to trade in markets and the
Group therefore seeks to determine fair
value by reference to published prices

or as derived by pricing vendors using
observable quotations in the most active
financial markets in which the assets
trade. The fair value of financial assets is
measured primarily with reference to their

closing bid market prices at the balance
sheet date. The ability to obtain quoted
bid market prices may be reduced in
periods of diminished liquidity. In addition,
those quoted prices that may be available
may represent an unrealistic proportion
of market holdings or individual trade
sizes that could not be readily available

to the Group. In such instances fair
values may be determined or partially
supplemented using other observable
market inputs such as prices provided

by market makers such as dealers and
brokers, and prices achieved in the most
recent regular transaction of identical

or closely related instruments occurring
before the balance sheet date but updated
for relevant perceived changes in

market conditions.

At 31 December 2017, the Group holds
asset-backed and mortgage-backed
fixed income instruments in its investment
portfolio, but has minimal direct
exposure to sub-prime asset classes.
Together with the Group’s investment
managers, management continues to
monitor the potential for any adverse
development associated with this
investment exposure through the
analysis of relevant factors such as
credit ratings, collateral, subordination
levels and default rates in relation to
the securities held. The Group did not
experience any material defaults on
debt securities during the year.

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

Note 21 provides an analysis of the
measurement attributes of the Group’s
financial instruments.

(b) Equity price risk

The Group is exposed to equity price

risk through its holdings of equity and

unit trust investments. This is limited to
arelatively small and controlled proportion
of the overall investment portfolio and the
equity and unit trust holdings involved are
diversified over a number of companies
and industries. The fair value of equity
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assets in the Group’s balance sheet at
31 December 2017 was £334 million
(2016: £305 million). These may be
analysed as follows:

Nature of equity and

unit trust holdings %weiglgt?rg %weigﬁﬁrlg’
Directly held equity

securities 3 3
Units held in funds —

traditional long only 67 66
Units held in funds —

long and short and

special strategies 30 31
Geographic focus

Specific UK mandates 43 4
Global mandates 57 59

The allocation of equity risk is not heavily
confined to any one market index so as to
reduce the Group’s exposure to individual
sensitivities. We make an allocation to less
volatile, absolute return strategies within
our risk assets, so as to balance our
desire to maximise returns with the need
to ensure capital is available to support
our underwriting throughout any downturn
in financial markets. A 10% downward
correction in equity prices at 31 December
2017 would have been expected to
reduce Group equity and profit after tax
for the year by approximately £30.5 million
(2016: £28.0 million) assuming that the
only areaimpacted was equity financial
assets. A 10% upward movement is
estimated to have an equal but

opposite effect.

(c) Interest rate risk

Fixed income investments represent

a significant proportion of the Group’s
assets and the Board continually
monitors investment strategy to
minimise the risk of a fall in the portfolio’s
market value which could affect the
amount of business that the Group is
able to underwrite or its ability to settle
claims as they fall due. The fair value of
the Group’s investment portfolio of debt
and fixed income securities is normally
inversely correlated to movements in
market interest rates. If market interest
rates rise, the fair value of the Group’s
debt and fixed income investments
would tend to fall and vice versa if credit
spreads remained constant. Debt and
fixed income assets are predominantly
invested in high-quality corporate,
government and asset-backed bonds.
The investments typically have relatively
short durations and terms to maturity.
The portfolio is managed to minimise
the impact of interest rate risk on
anticipated Group cash flows.
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3.2 Financial risk

(c) Interest rate risk continued

The Group may also, from time to time,
enter into interest rate future contracts

in order to reduce interest rate risk on
specific portfolios. The fair value of debt
and fixed income assets in the Group’s
balance sheet at 31 December 2017
was £3,430 million (2016: £3,415 million).
These may be analysed below as follows:

Nature of debt and fixed 2017 2016
income holdings weighting  welghting
Government issued

bonds and instruments 34 30
Agency and government

supported debt 14 13
Asset-backed securities 3 5
Mortgage-backed

instruments —agency 4 5
Mortgage-backed

instruments —non-agency 1 2
Mortgage-backed

instruments —commercial 1
Corporate bonds 40 41
Lloyd’s deposits and

bond funds 3 3

One method of assessing interest rate
sensitivity is through the examination

of duration-convexity factors in the
underlying portfolio. Using a duration-
convexity-based sensitivity analysis, if
market interest rates had risen by 100
basis points at the balance sheet date,
the Group equity and profit after tax for
the year might have been expected to
decrease by approximately £53 million
(2016: £61 million) assuming that the only
balance sheet area impacted was debt
and fixed income financial assets. Duration
is the weighted average length of time
required for an instrument’s cash flow
stream to be recovered, where the
weightings involved are based on the
discounted present values of each cash
flow. A closely related concept, modified
duration, measures the sensitivity of the
instrument’s price to a change in its yield
to maturity. Convexity measures the
sensitivity of modified duration to changes
in the yield to maturity. Using these three
concepts, scenario modeling derives
the above estimated impact on
instruments’ fair values for a 100 basis
point change in the term structure of
market interest rates.

Insurance contract liabilities are not
directly sensitive to the level of market
interest rates, as they are undiscounted
and contractually non-interest-bearing.
The Group’s debt and fixed income
assets are further detailed at note 18.
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At 31 December 2017, no amounts
were outstanding on the Group’s
borrowing facility (2016: £nil). At

31 December 2017, the Group had
long-term debt of £275 million

(2016: £275 million) being fixed-to-floating
rate notes, as explained in note 18. The
floating rate becomes effective from
November 2025. The Group has no
other significant borrowings or other
assets or liabilities carrying interest
rate risk, other than the facilities and
Letters of Credit outlined in note 32.

(d) Credit risk

The Group has exposure to credit risk,
which is the risk that a counterparty

will suffer a deterioration in perceived
financial strength or be unable to pay
amounts in full when due. The
concentrations of credit risk exposures
held by insurers may be expected to be
greater than those associated with other
industries, due to the specific nature of
reinsurance markets and the extent of
investments held in financial markets.

In both markets, the Group interacts
with a number of counterparties who
are engaged in similar activities with
similar customer profiles, and oftenin
the same geographical areas and industry
sectors. Consequently, as many of these
counterparties are themselves exposed
to similar economic characteristics, one
single localised or macroeconomic
change could severely disrupt the ability
of a significant number of counterparties
to meet the Group’s agreed contractual
terms and obligations.

Key areas of exposure to credit

risk include:

——reinsurers’ share of insurance liabilities;

——amounts due from reinsurers in
respect of claims already paid;

———amounts due from insurance
contract holders; and

—— counterparty risk with respect to
cash and cash equivalents, and
investments including deposits,
derivative transactions and
catastrophe bonds.

The Group’s maximum exposure to
credit risk is represented by the carrying
values of financial assets and reinsurance
assets included in the consolidated
balance sheet at any given point in time.
The Group does not use credit derivatives
or other products to mitigate maximum
credit risk exposures on reinsurance
assets, but collateral may be requested
to be held against these assets. The
Group structures the levels of credit

risk accepted by placing limits on their
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exposure to a single counterparty, or
groups of counterparties, and having
regard to geographical locations. Such
risks are subject to an annual or more
frequent review. There is no significant
concentration of credit risk with respect
to loans and receivables, as the Group
has a large number of internationally
dispersed debtors with unrelated
operations. Reinsurance is used to
contain insurance risk. This does not,
however, discharge the Group’s liability
as primary insurer. If a reinsurer fails to
pay a claim for any reason, the Group
remains liable for the payment to the
policyholder. The creditworthiness of
reinsurers is therefore continually
reviewed throughout the year.

The Group Credit Committee assesses
the creditworthiness of all reinsurers by
reviewing credit grades provided by rating
agencies and other publicly available
financial information detailing their
financial strength and performance as
well as detailed analysis from our internal
credit analysis team. The financial analysis
of reinsurers produces an assessment
categorised by S&P rating (or equivalent
when not available from S&P).

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

The Committee considers the reputation
of its reinsurance partners and also
receives details of recent payment history
and the status of any ongoing negotiations
between Group companies and these
third parties.

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

3.2 Financial risk

(d) Credit risk continued

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

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

Other/

As at 31 December 2017 Note 2000 2000 oo ""Eo50 £000
Debt and fixed income securities 1 600,567 1,635,200 691,056 503,420 3,430,243
Deposits with credit institutions 18 - 1,892 2,595 833 5,320

Reinsurance assets
Cash and cash equivalents

7 365,071 214,635 774,749 3,511 1,357,966
> 117,544 33,700 472,547 18,998 642,789

N o

Total 1,083,182 1,885,427 1,940,947 526,762 5,436,318
Amounts attributable to largest single counterparty 177,715 929,153 87,357 16,602

Other/
As at 31 December 2016 Note #4000 £600 o0 T E0o0 £600
Debt and fixed income securities 18 631,414 1,577,814 651,362 554,359 3,414,949
Deposits with credit institutions 18 - 5,194 5,252 14,146 24,592
Reinsurance assets 7 196,484 165,708 419,598 23,859 805,649
Cash and cash equivalents 22 21,188 87,641 531,178 24,809 664,816
Total 849,086 1,836,357 1,607,390 617,173 4,910,006
Amounts attributable to largest single counterparty 155,887 793,654 179,857 23,756

Within the fixed income portfolios, which include debt securities, deposits with credit institutions and cash equivalent assets, there
are exposures to a range of government borrowers, on either a direct or guaranteed basis, and banking institutions. The Group,
together with its investment managers, closely manages its geographical exposures across government issued and supported debt.

The largest counterparty exposure within the AAA rating at 31 December 2017 is a fully collateralised recoverable from Kiskadee
(2016: German government). For the AA rating it is with the US Treasury at both 31 December 2017 and 2016. Other/non-rated assets
include £462 million rated as BBB (2016: £511 million).

At 31 December 2017 and 2016 the Group held no material debt or fixed income assets that were past due or impaired beyond their
reported fair values. For the current period and prior period, the Group did not experience any material defaults on debt securities.

The Group’s AAA rated reinsurance assets include fully collateralised positions at 31 December 2017 and 2016.

(e) Liquidity risk

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

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

3.2 Financial risk

(e) Liquidity risk continued

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

ﬂxegienbc‘c_?r}qg w%ﬁ%?ggﬁ and%gzﬂ 2017 2016
Fair values at balance sheet date analysed by contractual maturity I 2600 2600
Less than one year 796,587 4,030 642,789 1,443,406 1,392,555
Between one and two years 1,065,768 1,290 - 1,067,058 1,007,139
Between two and five years 1,174,164 - - 1,174,164 1,183,179
Over five years 393,724 - — 393,724 521,484
Total 3,430,243 5,320 642,789 4,078,352 4,104,357

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

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

Average contractual maturity analysed by denominational currency of investments as at 31 December vears voure
Pound Sterling 3.67 3.37
US Dollar 3.63 4.07
Euro 2.39 3.96
Canadian Dollar 1.92 1.90

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

Liquidity requirements to settle estimated Within ~ Betweenone  Betweentwo  Over 2017
profile of gross claim liabilities on balance sheet B I T 75 gt £600
Reinsurance inwards 434,435 270,428 205,379 46,879 957,121
Property — marine and major assets 85,099 52171 43,371 11,385 192,026
Property — other assets 264,684 154,113 70,514 8,251 497,562
Casualty — professional indemnity 299,922 287,940 266,957 101,673 956,492
Casualty — other risks 115,755 86,990 140,687 54,471 397,903
Other* 149,488 38,322 27,333 6,393 221,536
Total 1,349,383 889,964 754,241 229,052 3,222,640
quUldlty requirements to settle estimated Within Between one Between two ~ Over 2016
profile of gross claim liabilities on balance sheet e v TR Y500 £600
Reinsurance inwards 227,438 117,669 123,975 42,663 511,745
Property — marine and major assets 119,114 73,272 78,464 27,488 298,338
Property — other assets 202,617 84,902 41,573 11,223 340,315
Casualty — professional indemnity 231,754 243,872 279,303 117,541 872,470
Casualty — other risks 86,609 72,901 138,789 63,555 361,854
Other* 103,556 31,794 29,051 16,701 181,102
Total 971,088 624,410 691,155 279,171 2,565,824

*Includes a diverse mix of certain specialty lines such as kidnap and ransom, terrorism and other risks which contain a mix of property and casualty exposures.
Details of the payment profile of the Group’s borrowings, derivative instruments and other liabilities are given in notes 20 and 26.

(f) Currency risk

The Group operates internationally and its exposures to foreign exchange risk arise primarily with respect to the US Dollar, Pound

Sterling and the Euro. These exposures may be classified in two main categories:

——structural foreign exchange risk through consolidation of net investments in subsidiaries with different functional currencies
within the Group results; and

—— operational foreign exchange risk through routinely entering into insurance, investment and operational contracts, as a Group
of international insurance entities serving international communities, where rights and obligations are denominated in currencies
other than each respective entity’s functional currency.
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3 Management of risk
3.2 Financial risk
(f) Currency risk continued

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

At a consolidated level, the Group is exposed to foreign exchange gains or losses on balances held between Group companies
where one party to the transaction has a functional currency other than Pound Sterling. To the extent that such gains or losses are
considered to relate to economic hedges and intragroup borrowings, they are disclosed separately in order for users of the financial
statements to obtain a fuller understanding of the Group’s financial performance (note 12).

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

requirements with the relevant currency.

Operational foreign exchange risk is controlled within the Group’s individual entities. The assets of the Group’s overseas operations
are generally invested in the same currencies as their underlying insurance and investment liabilities, intended to produce a natural
hedge. Due attention is paid to local regulatory solvency and risk-based capital requirements. Details of all foreign currency derivative
contracts entered into with external parties are given in note 20. All foreign currency derivative transactions with external parties

are managed centrally. Included in the tables below are net non-monetary liabilities of £205 million (2016: £249 million) which are

denominated in foreign currencies.

As a result of the accounting treatment for non-monetary items, the Group may also experience volatility in its income statement
during a period when movements in foreign exchange rates fluctuate significantly. In accordance with IFRS, non-monetary items
are recorded at original transaction rates and are not remeasured at the reporting date. These items include unearned premiums,
deferred acquisition costs and reinsurers’ share of unearned premiums. Consequently, a mismatch arises in the income statement
between the amount of premium recognised at historical transaction rates, and the related claims which are retranslated using
currency rates in force at the reporting date. The Group considers this to be a timing issue which can cause significant volatility

in the income statement.

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

As at 31 December 2017 Se008 R £000 B000 £000
Intangible assets 123,762 12,328 - 1,724 137,814
Property, plant and equipment 40,445 4,136 3,035 998 48,614
Investments in associates 7,387 153 403 - 7,943
Deferred income tax 5,084 33,917 601 - 39,602
Deferred acquisition costs 98,557 179,461 45,766 6,682 330,466
Financial assets carried at fair value 797,714 2,610,476 331,724 67,229 3,807,143
Reinsurance assets 120,261 1,172,615 41,853 23,237 1,357,966
Loans and receivables including insurance receivables 267,667 466,335 67,392 29,310 830,704
Current tax asset 4,210 - 25 - 4,235
Cash and cash equivalents 157,697 329,065 110,987 45,040 642,789
Total assets 1,622,784 4,808,486 601,786 174,220 7,207,276

S'%008 VS Cots £000 Q600 £000
Employee retirement benefit obligations 47,492 - - - 47,492
Deferred tax - - - - _
Insurance liabilities 885,937 3,045,456 438,397 80,392 4,450,182
Financial liabilities carried at fair value 275,944 13,770 - - 289,714
Current tax - - 6,951 53 7,004
Trade and other payables 177,487 401,544 45137 34,289 658,457
Total liabilities 1,386,860 3,460,770 490,485 114,734 5,452,849
Total equity 235,924 1,347,716 111,301 59,486 1,754,427
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3 Management of risk
3.2 Financial risk
(f) Currency risk continued

As at 31 December 2016 51008 Yo 20060 £000 2000 £600
Intangible assets 114,853 6,647 - 2,224 123,724
Property, plant and equipment 38,997 6,006 2,327 1,095 48,425
Investments in associates 13,383 452 - - 13,835
Deferred tax - 40,572 820 - 41,392
Deferred acquisition costs 97133 200,277 39,918 9,264 346,592
Financial assets carried at fair value 786,614 2,618,118 323,460 63,841 3,792,033
Reinsurance assets 91,211 601,705 60,473 52,260 805,649
Loans and receivables including insurance receivables 254,612 454,752 59,517 34,025 802,906
Current tax asset 2,180 - 226 - 2,406
Cash and cash equivalents 232,225 281,687 94,131 56,773 664,816
Total assets 1,631,208 4,210,216 580,872 219,482 6,641,778
Sterling US Dollar Euro Other Total
£000 £000 £000 £000 £000
Employee retirement benefit obligations 56,139 - - - 56,139
Deferred tax 17,030 - - - 17,030
Insurance liabilities 847,600 2,480,997 402,105 122,274 3,852,976
Financial liabilities 276,176 - 117 - 276,293
Current tax 17,986 - 3,749 - 21,735
Trade and other payables 200,905 303,595 45,688 49,014 599,202
Total liabilities 1,415,836 2,784,592 451,659 171,288 4,823,375
Total equity 215,372 1,425,624 129,213 48,194 1,818,403
Sensitivity analysis

As at 31 December 2017, the Group used closing rates of exchange of £1:€1.13 and £1:$1.35 (2016: £1:€1.17 and £1:$1.24). The
Group performs sensitivity analysis based on a 10% strengthening or weakening of Pound Sterling against the Euro and US Dollar.
This analysis assumes that all other variables, in particular interest rates, remain constant and that the underlying valuation of assets
and liabilities in their base currency is unchanged. The process of deriving the undernoted estimates takes account of the linear
retranslation movements of foreign currency monetary assets and liabilities together with the impact on the retranslation of those
Group entities with non-Sterling functional currency financial statements. During the year, the Group transacted in a number of
over-the-counter forward currency derivative contracts. The impact of these contracts on the sensitivity analysis is negligible.

December2017 December2017 December2016 December 2016
effectonequity  effectonprofit  effect on equity effect on profit

As at 31 December 2017 e e betore
Strengthening of US Dollar 142.8 89.4 149.8 88.4
Weakening of US Dollar (116.8) (73.1) (122.6) (72.3)
Strengthening of Euro 9.6 111 13.3 15.5
Weakening of Euro (7.9) (9.1) (10.9) (12.7)

(9) Limitations of sensitivity analysis

The sensitivity information given in notes 3.2(a) to (f) demonstrates the estimated impact of a change in a major input assumption while
other assumptions remain unchanged. In reality, there are normally significant levels of correlation between the assumptions and

other factors. It should also be noted that these sensitivities are non-linear, and larger or smaller impacts should not be interpolated or
extrapolated from these results. The same limitations exist in respect to the retirement benefit scheme sensitivities presented in note
29 to these financial statements. Furthermore, estimates of sensitivity may become less reliable in unusual market conditions such as
instances when risk-free interest rates fall towards zero.

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

3.3 Capital risk management

The Group’s primary objectives when

managing its capital position are:

——to safeguard its ability to continue
as a going concern, so that it
can continue to provide long-term
growth and progressive dividend
returns for shareholders;

—to provide an adequate return
to the Group’s shareholders by
pricing its insurance products
and services commensurately
with the level of risk;

——to maintain an efficient cost
of capital;

——to comply with all regulatory
requirements by a significant margin;

——to maintain financial strength
ratings of Ain each of its insurance
entities; and

——to settle policyholders' claims as
they arise.

The Group sets the amount of capital
required in its funding structure in
proportion to risk. The Group then
manages the capital structure and makes
adjustments to it in the light of changes

in economic conditions and the risk
characteristics of the underlying assets.

In order to obtain or maintain an optimal
capital structure the Group may adjust the
amount of dividends paid to shareholders,
return capital to shareholders, issue new
shares, assume debt, or sell assets to
reduce debt.

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

The Board ensures that the use

and allocation of capital are given

a primary focus in all significant
operational actions. With that in
mind, the Group has developed and
embedded capital modeling tools
within its business. These join together
short-term and long-term business
plans and link divisional aspirations
with the Group’s overall strategy.
The models provide the basis of

the allocation of capital to different
businesses and business lines, as
well as the regulatory and rating
agency capital processes.

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

Gearing

The Group currently utilises gearing as an

additional source of funds to maximise the

opportunities from strong markets and

to reduce the risk profile of the business

when the rating environment shows

a weaker model for the more volatile

business. The Group’s gearing is obtained

from a number of sources, including:

— Letter of Credit and revolving credit
facility — the Group’s main facility of
US$500 million may be drawn as
cash (under a revolving credit facility),
utilised as Letter of Credit ora
combination thereof. This facility
was reduced to $500 million from
US$875 million in December 2015
by the Company’s subsidiary
Hiscox plc with the maximum cash
portion reduced from US$400 million
to US$300 million. This enables the
Group to utilise the Letter of Credit
as Funds at Lloyd’s to support
underwriting on the 2016, 2017 and
2018 years of account. The revolving
credit facility has a maximum
three-year contractual period for
repayment. At 31 December 2017
US$10 million was utilised by way of
Letter of Credit to support the Funds
at Lloyd’s requirement and there
were no cash drawings outstanding
(2016: US$10 million and £nil
respectively) to support general
trading activities. The funds raised
through Letters of Credit and
loan facilities have been applied
to support both the 2017 year
of account for Syndicates 33
and 3624;

——£275 million of fixed-to-floating
rate subordinated notes that are
classified as Tier 2 debt. This was
raised in November 2015 and
matures in 2045. The debt is rated
BBB- by S&P and Fitch;

—— external Names — 27.4% of
Syndicate 33’s capacity is
capitalised by third parties paying
a profit share of approximately 20%;

——Syndicate 6104 at Lloyd’s — with
a capacity of £56 million for the
2018 year of account (2017 year
of account: £56 million). This
Syndicate is wholly backed by
external members and takes pure
years of account quota share of
Syndicate 33’s international property
catastrophe reinsurance account;

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

Financial strength

The financial strength ratings of the
Group’s significant insurance company
subsidiaries are outlined below:

A.M.Best  Fitch S&P

Hiscox Insurance
Company Limited
Hiscox Insurance
Company (Bermuda)
Limited

Hiscox Insurance
Company (Guernsey)
Limited

Hiscox Insurance
Company Inc.
Hiscox Société
Anonyme - -

A (Excellent) A+ A(Strong)

A(Excellent) A+ A(Strong)

A (Excellent) A+ -
A (Excellent) - -

A (Strong)

Syndicate 33 benefits from an A.M. Best
rating of A (Excellent). In addition, the
Syndicate also benefits from the Lloyd’s
ratings of A (Excellent) from A.M. Best, A+
(Strong) from S&P and AA- (Very strong)
from Fitch.

Capital performance

The Group’s main capital performance
measure is the achieved return

on equity (ROE). This marker best
aligns the aspirations of employees
and shareholders. As variable
remuneration, the vesting of options
and longer-term investment plans all
relate directly to ROE, this concept

is embedded in the workings and
culture of the Group. The Group
seeks to maintain its cost of capital
levels and its debt to overall equity
ratios in line with others in the non-life
insurance industry.

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

The Group’s capital requirements are
managed both centrally and at a regulated
entity level. The assessed capital
requirement for the business placed
through Hiscox Insurance Company
Limited, Hiscox Insurance Company
(Bermuda) Limited, Hiscox Insurance
Company (Guernsey) Limited, Hiscox
Insurance Company Inc. and Hiscox
Société Anonyme is driven by the level
of resources necessary to maintain both
regulatory requirements and the capital
necessary to maintain financial strength
of an Arating.
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3 Management of risk

3.3 Capital risk management

Capital modeling and regulation continued
The Group’s regulatory capital is
supervised by the Bermuda Monetary
Authority (BMA). The BMA's new
regulatory capital requirements
became effective on 1 January 2013.
The Group had sufficient capital

at all times throughout the year to
meet these requirements. The BMA

is currently trialling changes to its
capital requirements. These are
expected to be phased in between
the 2019 and 2021 year-ends. We

are actively monitoring these changes
and will take any action necessary

to deal with those changes.

The Solvency Il regime came into
force inthe UK on 1 January 2016.
This requires insurance companies
to calculate their capital requirements
using either an internal model or a
standard formula. Hiscox Insurance
Company Limited uses the standard
formula to calculate its regulatory
capital requirement. Its risk profile

is sufficiently well represented by
the standard formula not to warrant
going through the internal model
approval process. Hiscox’s Lloyd’s
operations use the internal model
that has been built to meet the
requirements of the Solvency Il
regime. The model is concentrated
specifically on the particular product
lines, market conditions and risk
appetite of each risk carrier.

For Syndicate 33 and Syndicate 3624,
internal model results are uplifted

by Lloyd’s to the level of capital required
to support its ratings. Capital models
are used more widely across the Group
to monitor exposure to key risk types,
inform decision-making and measure
ROE across different segments of

the business.

From the 2016 year end, the Group
has been required to publish a
financial condition report, as part
of its regulatory filing with the BMA.
This is a public document and sets
out the financial performance and
solvency position of the Group

in accordance with the economic
balance sheet return filed with

the BMA.

Itis intended to provide the public
with certain information to be able
to make informed assessments
about the Group.
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In the Group’s other geographical
territories, including the US and Asia,
its subsidiaries underwriting insurance
business are required to operate within
broadly similar risk-based externally
imposed capital requirements when
accepting business.

3.4 Taxrisk
The Group is subject to income taxes
levied by the various jurisdictions in which
the Group operates, and the division of
taxing rights between these jurisdictions
results in the Group tax expense and
effective rate of income tax disclosed in
these financial statements. Due to the
Group’s operating model, there is an
unquantifiable risk that this division of
taxing rights could be altered materially,
either by a change to the tax residence,
or permanent establishment profile, of
Hiscox Ltd or its principal subsidiaries; or
due to the re-pricing or re-characterisation
for tax purposes of transactions between
members of the Group, under local
transfer pricing or related tax legislation.
The Group seeks to manage this risk by:
——maintaining appropriate internal
policies and controls over its
operations worldwide;
——monitoring compliance with these
policies on an ongoing basis;
——adhering to internationally
recognised best practice in
determining the appropriate
division of profits between
taxing jurisdictions.

4 Operating segments

The Group’s operating segment reporting

follows the organisational structure

and management’s internal reporting

systems, which form the basis for

assessing the financial reporting
performance of, and allocation of
resource to each business segment.

The Group’s four primary business

segments are identified as follows:

—— Hiscox Retail brings together the
results of the UK and Europe, and
Hiscox International being the
USA, Special Risks and Asia retail
business divisions. Hiscox UK
and Europe underwrite European
personal and commercial lines of
business through Hiscox Insurance
Company Limited, together with
the fine art and non-US household
insurance business written through
Syndicate 33. In addition, the UK
includes elements of specialty and
international employees and officers’
insurance written by Syndicate 3624
and Hiscox Europe excludes the
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kidnap and ransom business written
by Hiscox Insurance Company
Limited. Hiscox International
comprises the specialty and fine

art lines written through Hiscox
Insurance Company (Guernsey)
Limited, and the motor business
written via DirectAsia, together

with US commercial, property

and specialty business written

by Syndicate 3624 and Hiscox
Insurance Company Inc. via the
Hiscox USA business division. It
also includes the European kidnap
and ransom business written by
Hiscox Insurance Company Limited
and Syndicate 33.

—— Hiscox London Market comprises
the internationally traded insurance
business written by the Group’s
London-based underwriters via
Syndicate 33, including lines in
property, marine and energy,
casualty and other specialty
insurance lines, excluding the
kidnap and ransom business. In
addition, the segment includes
elements of business written by
Syndicate 3624 being auto physical
damage and aviation business.

—— Hiscox Re & ILS is the reinsurance
division of the Hiscox Group,
combining the underwriting
platforms in Bermuda, London and
Paris. The segment comprises the
performance of Hiscox Insurance
Company (Bermuda) Limited,
excluding the internal quota share
arrangements, with the reinsurance
contracts written by Syndicate 33.
In addition, the healthcare and
casualty reinsurance contracts
written in the Bermuda hub on
Syndicate capacity are included.
The segment also includes the
performance and fee income from
the ILS funds, along with the gains
or losses made as a result of our
investment in the funds.

—— Corporate Centre comprises
the investment return, finance
costs and administrative costs
associated with Group management
activities. Corporate Centre also
includes the majority of foreign
currency items on economic hedges
and intragroup borrowings. These
relate to certain foreign currency
items on economic hedges and
intragroup borrowings. Further
details of these can be found in
note 12. Corporate Centre forms
areportable segment due to its
investment activities which earn
significant external returns.
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4  Operating segments continued

Allamounts reported below represent transactions with external parties only. In the normal course of trade, the Group’s entities enter
into various reinsurance arrangements with one another. The related results of these transactions are eliminated on consolidation and
are not included within the results of the segments. This is consistent with the information used by the chief operating decision-maker
when evaluating the results of the Group. Performance is measured based on each reportable segment’s profit before tax.

(@) Profit before tax by segment

Year to 31 December 2017

Yearto 31 December 2016*

Hiscox

Hiscox

Hiscox London Hiscox Corporate Hiscox London Hiscox Corporate

Retail Market Re&ILS Centre Total Retail Market Re &ILS Centre Total

£000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Gross premiums
written 1,423,916 581,686 543,677 - 2,549,279 1,181,384 726,045 495150 - 2,402,579
Net premiums
written 1,298,865 376,217 189,151 - 1,864,233 1,091,969 469,143 226,831 — 1,787,943
Net premiums
earned 1,229,859 435,664 208,958 - 1,874,481 1,020,531 443,129 211,353 - 1,675,013
Investment result 22,777 11,256 21,677 25,553 81,263 30,390 12,289 10,058 17,893 70,630
Otherincome 27,425 10,790 8.7 365 41,955 14,075 9,121 13,704 694 37,594
Totalincome 1,280,061 457,710 234,010 25,918 1,997,699 1,064,996 464,539 235115 18,587 1,783,237
Claims and claim
adjustment
expenses, net of
reinsurance (560,008) (310,495) (146,498) - (1,017,001) (396,137) (260,468) (83,167) - (789,772)
Expenses for the
acquisition of
insurance contracts  (311,143) (123,987) (20,975) — (456,105) (262,545) (137177) (10,118) - (409,840)
Operational
expenses (298,440) (47,690) (41,345) (22,905) (410,380) (286,704) (56,871) (47,644) (20,139) (411,358)
Foreign exchange
gains/(losses) @411)  (11,771) (4,075) (46,496) (62,753) 37,248 34,991 22,959 57,210 152,408
Total expenses (1,170,002) (493,943) (212,893) (69,401)(1,946,239) (908,138) (419,525) (117,970) 37,071 (1,408,562)
Results of operating
activities 110,059 (36,233) 21,117  (43,483) 51,460 156,858 45,014 117,145 55,658 374,675
Finance costs (8) - (1,331) (19,524) (20,863) - - (1,654) (18,612) (20,266)
Share of profit of
associates after tax (192) - - 393 201 1,137 (1,003) - - 134
Profit before tax 109,859 (36,233) 19,786  (62,614) 30,798 157,995 44,011 115,491 37,046 354,543
Profit before
tax and foreign
exchange gains
/(losses) 110,270 (24,462) 23,861 (16,118) 93,551 120,747 9,020 92,532 (20,164) 202,135
*Investment fees have been reclassified from operational expenses to investment result, to record investment result on a net basis.
The following charges are included within the consolidated income statement:

Year to 31 December 2017 Year to 31 December 2016
Hiscox Hiscox

Hiscox London Hiscox Corporate Hiscox London Hiscox Corporate

Retail Market Re &ILS Centre Total Retail Market Re&ILS Centre Total

£000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Depreciation 3,882 756 589 324 5855 3,105 397 167 249 3,918
Amortisation of
intangible assets 11,056 2,964 465 96 14,581 14,555 2,694 572 77 17,898
Impairment of
intangible assets 1,519 - - - 1,519 6,346 - - - 6,346
Total 16,457 3,720 1,054 420 21,651 24,006 3,091 739 326 28,162
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4 Operating segments

(a) Profit before tax by segment continued

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

Year to 31 December 2017 Year to 31 December 2016*
i Hiscox . ) Hiscox .

100% ratio analysis Fhastan el rosis Bl Total Mo Tl rosis  Bome Total
Claims ratio (%) 45.2 7041 71.0 - 54.9 38.4 57.4 391 - 44.2
Expense ratio (%) 49.3 38.6 27.9 - 43.9 53.4 42.0 25.8 - 46.4
Combined ratio excluding
foreign exchange impact (%) 94.5 108.7 98.9 - 98.8 91.8 994 64.9 — 90.6
Foreign exchange impact (%) 0.1 2.9 2.4 - 1.1 (3.8) (8.7) (11.9) - (6.4)
Combined ratio (%) 94.6 111.6 101.3 — 99.9 88.0 90.7 53.0 — 84.2

*Investment fees have been reclassified from operational expenses to investment return, to record investment return on a net basis.

The claims ratio is calculated as claims and claim adjustment expenses, net of reinsurance, as a proportion of net premiums

earned. The expense ratio is calculated as the total of expenses for the acquisition of insurance contracts, and operational expenses,
including profit-related pay, as a proportion of net premiums earned. The foreign exchange impact ratio is calculated as the foreign
exchange gains or losses as a proportion of net premiums earned. The combined ratio is the total of the claims, expenses and foreign
exchange impact ratios. All ratios are calculated using the 100% results.

Costs allocated to the Corporate Centre are non-underwriting related costs and are not included within the combined ratio. The
impact on profit before tax of a 1% change in each component of the segmental combined ratios is shown in the following table.
Any further ratio change is linear in nature.

Yearto 31 December 2017 Year to 31 December 2016
Hiscox Hiscox
Hiscox London Hiscox Corporate Hiscox London Hiscox Corporate
Retail Market Re &ILS Centre Retail Market Re&ILS Centre
£000 £000 £000 £000 £000 £000 £000 £000
At 100% level (note 4b)
1% change in claims or expense ratio 12,585 5,459 2,438 - 10,468 5,502 2,425 -
At Group level
1% change in claims or expense ratio 12,299 4,357 2,090 - 10,205 4,431 2114 -
(b) 100% operating result by segment
Year to 31 December 2017 Year to 31 December 2016*
Hiscox Hiscox
Hiscox London Hiscox Corporate Hiscox London Hiscox Corporate
Retail Market Re &ILS Centre Total Retail Market Re &ILS Centre Total
£000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Gross premiums written 1,457,519 757,827 618,085 - 2,833,431 1,212,774 894,825 565,006 - 2,672,605
Net premiums written 1,329,426 482,533 224,203 - 2,036,162 1,119,546 581,322 263,452 - 1,964,320
Net premiums earned 1,258,474 545,894 243,759 - 2,048,127 1,046,838 550,229 242,462 - 1,839,529
Investment result 23,415 14,684 22,645 25553 86,297 31,428 16,190 11,174 17,893 76,685
Otherincome 23,847 2,722 1,935 365 28,869 8,693 2,331 8,754 694 20,472
Claims and claim
adjustment expenses,
net of reinsurance (569,558) (382,623) (172,966) - (1125,147) (402,508) (315,951) (94,819) - (813,278
Expenses for the
acquisition of insurance
contracts (320,516) (153,320) (22,101) - (495,937) (270,986) (165,131) (10,337) — (446,454)

Operational expenses  (299,519) (57,317) (45,977) (22,905) (425,718) (288,039) (65,898) (52,135) (20,139) (426,211)
Foreign exchange

(losses)/gains (869) (15,928) (5,846) (46,496) (69,139) 40,115 48,101 28,927 57,210 174,353
Results of operating
activities 115,274 (45,888) 21,449 (43,483) 47,352 165,541 69,871 134,026 55,658 425,096

*Investment fees have been reclassified from operational expenses to investment return, to record investment return on a net basis.

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

(c) Geographical information

The Group’s operational segments underwrite business domestically in Bermuda and from locations in the UK and Ireland, the US,
Guernsey, France, Germany, Belgium, The Netherlands, Spain, Portugal, Singapore and Thailand.

The following table provides an analysis of the Group’s gross premium revenues earned by material geographical location from
external parties:

Yearto 31 December 2017 Year to 31 December 2016

Gross premium revenues Hiscox L':ir?ggr): Hiscox Corporate Hiscox Lginsggg Hiscox Corporate
earned from external parties 950 Moo Cgooo  eoo £600 000 Moo oo eo0e £600
UK and Ireland 482,679 17,191 8,169 — 508,039 414,060 4,999 3,505 - 422,564
Europe 271,892 43,291 9,988 - 3825171 202,358 22,992 10,572 — 285,922
United States 515,191 493,244 396,657 - 1,405,092 398,678 377,945 312,762 - 1,089,385
Rest of world 64,632 115,047 139,012 - 318,691 86,351 243,292 143,339 - 472,982
1,334,394 668,773 553,826 — 2,556,993 1,101,447 649,228 470,178 - 2,220,853

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

The following table provides an analysis of the Group's non-current assets by material geographical location excluding financial
instruments, deferred tax assets, post-employment benefit assets, and rights arising under insurance contracts:

2017 2016

Non-current assets £600 £000
UK and Ireland 171,604 167,065
Europe 3,617 2,921
United States 16,421 12,333
Rest of world 2,729 3,665

194,371 185,984

5 Net asset value per share

2017 2016

Netassetvalue Netassetvalue Netassetvalue Netassetvalue

(total equity) pershare (total equity) per share

£000 pence £000 pence

Net asset value 1,754,427 618.6 1,818,403 649.9
Net tangible asset value 1,616,613 570.0 1,694,679 605.7

The net asset value per share is based on 283,600,709 shares (2016: 279,805,393 shares), being the shares in issue at 31 December,
less those held in treasury and those held by the Group Employee Benefit Trust.

Net tangible assets comprise total equity excluding intangible assets.

6 Return on equity

#000 #00
Profit for the year (all attributable to owners of the Company) 26,310 336,986
Opening total equity 1,818,403 1,528,829
Adjusted for the time-weighted impact of capital distributions and issuance of shares (33,766) (60,742)
Adjusted opening total equity 1,784,637 1,468,087
Return on equity (%) 1.5 23.0

The return on equity is calculated by using profit for the period divided by the adjusted opening total equity. The adjusted opening
total equity represents the equity on 1 January of the relevant year as adjusted for time weighted aspects of capital distributions and
issuing of shares or treasury share purchases during the period. The time weighted positions are calculated on a daily basis with
reference to the proportion of time from the transaction to the end of the period.
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7 Investment result
The total result for the Group before taxation comprises:

2017

2016*

Note £000 £000
Investment income including interest receivable 63,296 54,789
Net realised (losses)/gains on financial investments at fair value through profit or loss (3,980) 6,416
Net fair value (losses)/gains on financial investments at fair value through profit or loss 27,971 13,631
Investment result — financial assets 8 87,287 74,836
Net fair value (losses)/gains on derivative financial instruments 20 (1,315) 155
Investment expenses (4,709  (4,361)
Total result 81,263 70,630
*Investment fees have been reclassified from operational expenses.
8 Analysis of return on financial investments
(@) The weighted average return on financial investments for the year by currency, based on monthly asset values, was:
2017 2016
% %
Sterling 2.6 3.2
US Dollar 241 1.5
Other — 0.7
(b) Investment return
2017 2016
£000 % £000 %
Debt and fixed income securities 42,079 1.2 55,709 1.9
Equities and units in unit trusts 41,453 12.9 17,246 6.2
Deposits with credit institutions/cash and cash equivalents 3,755 0.5 1,881 0.3
Investment result — financial assets 87,287 2.0 74,836 1.9
9 Other income and operational expenses
2017 2016
£000 £000
Agency-related income 12,549 11,743
Profit commission 9,113 11,720
Other underwriting income (5,710) 3,666
Otherincome 26,003 10,465
Otherincome 41,955 37,594
Wages and salaries 130,517 145,997
Social security cost 23,291 23,288
Pension cost — defined contribution 9,903 8,243
Pension cost — defined benefit 1,756 172
Share-based payments 25,186 26,274
Marketing expenses 53,607 42,051
Depreciation, amortisation and impairment 21,651 28,162
Other expenses 144,469 137,171
Operational expenses 410,380 411,358

*Investment fees have been reclassified to be shown within the investment result in note 7.

Wages and salaries have been shown net of transfers to acquisition and claims expenses.

Other expenses include, but not limited to, legal and professional costs, computer costs, contractor-based costs and property costs.

None of the items are individually material.
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10 Finance costs

2017 2016

Note £000 £000

Interest charge associated with long-term debt 18 16,844 16,844
Interest and expenses associated with bank borrowing facilities 2,664 1,703
Interest and charges associated with Letters of Credit 32 705 580
Interest charges on experience account 650 1,139

20,863 20,266

11 Auditor’s remuneration
Fees payable to the Group’s main external auditors, PwC, its member firms and its associates (exclusive of VAT) include the following
amounts recorded in the consolidated income statement:

Group #000 #00

Amounts receivable by the auditor and associates in respect of:

The auditing of the accounts of any associate of the Group 1,934 1,349

All audit-related regulatory services 206 196

All non-audit-related assurance services 200 315
2,340 1,860

The full audit fee payable for the Syndicate 33 audit has been included above, although an element of this is borne by the third-party
participants in the Syndicate.

12 Foreign currency items on intragroup borrowings

The Group has loan arrangements, denominated in US Dollars and Euros, in place between certain Group companies. In most cases,
as one party to each arrangement has a functional currency other than the US Dollar or the Euro, foreign exchange losses/(gains)
arise which are not eliminated through the income statement on consolidation. Implicit offsetting gains/(losses) are reflected instead
on retranslation of the counterparty company’s closing balance sheet through other comprehensive income and into the Group’s
currency translation reserve within equity.

Consolidated

Consolidated other Total

income comprehensive impacton

St "Sor o

Impact as at 31 December 2017 £000 £000 £000

Unrealised translation (losses)/gains on intragroup borrowings (37) 37 -

Total (losses)/gains recognised (37) 37 -
Consolidated

Consolidated other Total

income  comprehensive impact on

i %016 *Sora

Impact as at 31 December 2016 £000 £000 £000

Unrealised translation gains/(losses) on intragroup borrowings 8,146 (8,146) -

Total gains/(losses) recognised 8,146 (8,146) —
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13 Goodwill and intangible assets

Syndicate

State
authorisation

Software and
development

Goodwill capacity licences costs Other Total
0 £000 £000 £000 £000

At 1 January 2016
Cost 10,165 24,505 6,308 90,205 43,902 175,085
Accumulated amortisation and impairment (2,430) - - (39,529 (6,904) (48,863)
Net book amount 7,735 24,505 6,308 50,676 36,998 126,222
Year ended 31 December 2016
Opening net book amount 7,735 24,505 6,308 50,676 36,998 126,222
Acquisitions on purchase of subsidiary - - - 20,735 844 21,579
Other additions - - - (833) - (833)
Amortisation charges - - - (9,766) (8,132)  (17,898)
Impairment (163) - - (1,901) (4,282) (6,346)
Foreign exchange movements = = = 500 = 500
Closing net book amount 7,572 24,505 6,308 59,911 25,428 123,724
At 31 December 2016
Cost 10,165 24,505 6,308 110,191 44,746 195,915
Accumulated amortisation and impairment (2,593) - - (60,280) (19,318) (72,191)
Net book amount 7,572 24,505 6,308 59,911 25,428 123,724
Year ended 31 December 2017
Opening net book amount 7,572 24,505 6,308 59,911 25,428 123,724
Other additions - - - 25,248 5,245 30,493
Amortisation charges - - - (10,731) (3,850) (14,581)
Impairment (1,245) - - - (274) (1,519)
Foreign exchange movements - - - (303) - (303)
Closing net book amount 6,327 24,505 6,308 74125 26,549 137,814
At 31 December 2017
Cost 10,165 24,505 6,308 135,031 49,991 226,000
Accumulated amortisation and impairment (3,838) - - (60,906) (23,442) (88,186)
Net book amount 6,327 24,505 6,308 74125 26,549 137,814

Goodwill

Goodwillis allocated to the Group’s cash generating units (CGUs) identified according to the smallest identifiable unit to which
cash flows are generated. £5,480,000 (2016: £5,480,000) is allocated to the Lloyd’s corporate member entity CGU and £847,000
(2016: £2,092,000) is allocated to the CGUs within the Hiscox Retail business segment. Goodwill is considered to have an indefinite
life and as such is tested annually for impairment based on the recoverable amount which is considered to be the higher of the fair

value less cost to sell or value in use.

Value in use is considered to be the best indication of the recoverable amount for goodwill. Value in use calculations are performed
using cash flow projections based on financial forecasts covering a five-year period. A discount factor, based on a weighted average
cost of capital (WACC) for the Group of 6.7% (2016: 6.6%), has been applied to the projections to determine the net present value.
The outcome of the value in use calculation is measured against the carrying value of the asset and, where the carrying value is in

excess of the value in use, the asset is written down to this amount.

In 2017, the £1,245,000 impairment recognised in the year for goodwill and is included in operational expenses in the consolidated
income statement and relates to Hiscox UK as a CGU (2016: £163,000).

Intangible assets

Allintangible assets have a finite useful life except for the Syndicate capacity and US state authorisation licences.

(@) Syndicate capacity

The cost of purchasing the Group’s participation in the Lloyd’s insurance syndicates is not amortised but is tested annually for
impairment and is carried at cost less accumulated impairment losses. Having considered the future prospects of the London
insurance market, the Board believes that the Group’s ownership of Syndicate capacity will provide economic benefits over an
indefinite number of future periods. This assumption is reviewed annually to determine whether the asset continues to have an

indefinite life.
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13 Goodwill and intangible assets

(a) Syndicate capacity continued

The Group’s intangible asset relating to Syndicate capacity has been allocated, forimpairment testing purposes, to one individual CGU,
being the active Lloyd’s corporate member entity. The asset is tested annually for impairment based on its recoverable amount which
is considered to be the higher of the asset’s fair value less costs to sell or its value in use. The fair value of Syndicate capacity can be
determined from the Lloyd’s of London Syndicate capacity auctions. Based on the average open market price witnessed in the recent
autumn 2017 auction, the carrying value of Syndicate capacity recognised on the balance sheet is significantly below the market price.

(b) US state authorisation licences

US state authorisation licences acquired in business combinations are recognised initially at their fair value. The asset is not
amortised, as the Board considers that economic benefits will accrue to the Group over an indefinite number of future periods due
to the stability of the US insurance market. The licences are tested annually for impairment, and any accumulated impairment losses
recognised are deducted from the historical cost amount to produce the net balance sheet carrying amount. This assumption is
reviewed annually to determine whether the asset continues to have an indefinite life.

As part of a business combination in 2007, the Group acquired insurance authorisation licences for 50 US states. This intangible
asset has been allocated forimpairment testing purposes to one individual CGU, being the Group’s North American
underwriting business.

The carrying value of this asset is tested for impairment based on its value in use to the Group’s US insurer. The value in use is
calculated using a discounted projected cash flow based on business plans approved by management, and discounted at the
WACC rate. Key assumptions include new business growth, retention rates, market cycle and claims inflation. The results of that
test show no impairment is due.

(c) Software and development costs

Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and bring into use the
specific software. These costs are amortised over the expected useful life of the software of between three and ten years
on a straight-line basis.

Internally developed computer software is only capitalised when it is probable that the expected future economic benefits that
are attributable to the asset will flow to the Group and the cost of the asset can be measured reliably. Amortisation of internally
developed computer software begins when the software is available for use and is allocated on a straight-line basis over the
expected useful life of the asset.

The useful life of the asset is reviewed annually and, if different from previous estimates, is changed accordingly with the change
being accounted for as a change in accounting estimates in accordance with IAS 8.

The carrying value of software and development costs is reviewed for impairment on an ongoing basis by reference to the stage
and expectation of a project. Additionally, at the end of each reporting period, the Group reviews the positions for any indication
of impairment, and as a result of this no impairment was provided for (2016: £1,901,000 relating to the DirectAsia CGU).

At 31 December 2017 there were £18,322,000 of assets under development on which amortisation has yet to be charged
(2016: £24,797,000).

The assets are expected to be recovered or settled more than 12 months after the reporting date and as such are considered
to be non-current.

(d) Rights to customer contractual relationships (included in other)

Costs directly attributable to securing the intangible rights to customer contractual relationships are recognised as an intangible
asset where they can be identified separately and measured reliably and it is probable that they will be recovered by directly related
future profits. These costs are amortised on a straight-line basis over the useful economic life which is deemed to be ten years and
are carried at cost less accumulated amortisation and impairment losses.

Other intangible assets relate to the costs of acquiring rights to customer contractual relationships. At the end of each reporting
period we assess whether there is any indication that customer contractual relationships may be impaired. Where indications of
impairment are identified, the carrying value of customer contractual relationships is tested for impairment based on the recoverable
amount which is considered to be the higher of the fair value less costs to sell or value in use. The asset’s value in use is considered
to be the best indication of its recoverable amount. Value in use is calculated for customer contractual relationships in the same
manner as described above for goodwill and the same discount rate used. The results of this test led to £274,000 of impairment
(2016: £4,282,000) being recognised.
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14 Property, plant and equipment

Furniture
fittings and

Land and Leasehold equipment
buildings improvements Vehicles andart Total
0 £000 £000 £000 £000

At 1 January 2016
Cost 22,874 6,738 146 52,032 81,790
Accumulated depreciation 479) (3,831) (114) (30,857) (35,281)
Net book amount 22,395 2,907 32 21175 46,509
Year ended 31 December 2016
Opening net book amount 22,395 2,907 32 21175 46,509
Additions - 742 80 3,991 4,813
Disposals = = @) (275) 279
Depreciation charge (923) (703) (31) (2,261) (3,918)
Foreign exchange movements - 406 2 892 1,300
Closing net book amount 21,472 3,352 79 23,522 48,425
At 31 December 2016
Cost 22,874 8,549 146 46,691 78,260
Accumulated depreciation (1,402) (56,197) (67) (23,169 (29,835)
Net book amount 21,472 3,352 79 23,522 48,425
Year ended 31 December 2017
Opening net book amount 21,472 3,352 79 23,522 48,425
Additions - 971 24 5,420 6,415
Disposals - (79) (52) (220) (351)
Depreciation charge (922) (1,107) (28) (3,494) (5,551)
Foreign exchange movements - (205) - (119) (324)
Closing net book amount 20,550 2,932 23 25,109 48,614
At 31 December 2017
Cost 22,874 8,727 85 51,325 82,961
Accumulated depreciation (2,324) (5,795) (12) (26,216) (34,347)
Net book amount 20,550 2,932 23 25,109 48,614

The Group’s land and buildings assets relate to freehold property in the UK. There was no impairment charge during the year
(2016: £nil). Assets with a net book value of £nil were held under finance leases (2016: £nil).

The assets are expected to be recovered or settled more than 12 months after the reporting date and as such are considered
to be non-current.
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15 Subsidiaries, associates and interests in other entities

This note provides details of the Syndicates and Special Purpose Insurers (SPI) managed by the Group, the acquisition and
disposal of subsidiaries and associates during the year, investments in associates, together with details of business held for
sale at the year-end.

(a) Subsidiaries
Hiscox Dedicated Corporate Member Limited ((HDCM’) underwrites as a corporate member of Lloyd’s on the main Syndicates
managed by Hiscox Syndicates Limited (the ‘main managed Syndicates’ numbered 33 and 3624).

As at 31 December 2017, HDCM owned 72.6% of Syndicate 33 (2016: 72.5%), and 100% of Syndicate 3624 (2016: 100%). In view
of the several, but not joint liability of, underwriting members at Lloyd’s for the transactions of Syndicates in which they participate,
the Group’s attributable share of the transactions, assets and liabilities of these Syndicates has been included in the financial
statements. The Group manages the underwriting of, but does not participate as a member of, Syndicate 6104 at Lloyd’s which
provides reinsurance to Syndicate 33 on a normal commercial basis. Consequently, aside from the receipt of managing agency
fees, defined profit commissions as appropriate and interest arising on effective assets included within the experience account,
the Group has no share in the assets, liabilities or transactions of Syndicate 6104, nor is it controlled. The position and performance
of that Syndicate is therefore not included in the Group’s financial statements.

(b) Special Purpose Insurers

The Kiskadee Diversified Fund and Kiskadee Select Fund (‘the Funds’) were launched in 2014 to provide investment opportunities to
institutional investors in property catastrophe reinsurance and insurance-linked strategies. The Group made an initial investment

of £30.2 million in the Funds. The Funds are managed by Hiscox Re Insurance Linked Strategies Ltd (formerly known as Kiskadee
Investment Managers Ltd) which is a wholly owned subsidiary of the Group. The majority of the Funds’ exposures to reinsurance risk
are fronted by the Group into two Bermuda Licensed Special Purpose Insurers (‘SPI’), Kiskadee Reinsurance 1 Ltd and Kiskadee
Reinsurance 2 Ltd which have been collateralised by the Funds.

Following a significant inflow of capital from third-party investors during 2015, the Group determined that it no longer met the criteria
for consolidation of the Funds and SPIs from 1 July 2015 and deconsolidated them.

As at 31 December 2017, the Group recognised a financial asset at fair value of £37.0 million (2016: £46.8 million) in relation to its
investment in the Funds (note 18). In assessing the maximum exposure to loss from its interest in the Funds and SPIs, the Group has
determined it is no greater than the fair value recognised as at the balance sheet date. The total size of the funds were £606 million at
31 December 2017 (2016: £683 million). In addition to the return on the financial asset, the Group also receives fee income through
Hiscox Re Insurance Linked Strategies Ltd and Hiscox Insurance Company (Bermuda) Ltd, both wholly owned subsidiaries, under
normal commercial terms.

The Group is exposed to credit risk associated with reinsurance recoverables on risks fronted for the SPIs. Note 3.2(d) discusses how
the Group manages credit risk associated with reinsurance assets. The operations of the Funds and SPIs are financed through the
issuance of preference shares to external investors. The Group does not intend to provide any further financial support to the Funds
or SPIs.
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15 Subsidiaries, associates and interests in other entities continued
(c) Investments in associates

Year ended 31 December £000 £600
At beginning of year 13,835 13,525
Additions during the year - 450
Disposals during the year (5,592) @)
Distributions received (501) (272)
Net profit from investments in associates 201 134
At end of year 7,943 13,835
The Group’s interests in its principal associates, all of which are unlisted, were as follows:

100% results
% interest held at 31 December A 5000 Heb g0 Revemtoo oM Hoo0

2017
Associates incorporated in the UK and USA from 17 to 35% 13,102 9,651 15,049 1,103
Associates incorporated in Europe from 10% to 26% 2,688 1,803 2,116 666
Total at the end of 2017 15,790 11,454 17,165 1,769
100% results
% interestheld at 31 December A3o00 He00 Fevetses T o0

2016
Associates incorporated in the UK from 17 to 35% 53,731 30,456 43,037 3,905
Associates incorporated in Europe from 10% to 26% 2,323 1,821 2,060 727
Total at the end of 2016 56,054 32,277 45,097 4,632

The equity interests held by the Group in respect of associates do not have quoted market prices and are not traded regularly in any
active recognised market. The associates concerned have no material impact on the results or assets of the Group.

The assets are expected to be recovered or settled more than 12 months after the reporting date and as such are considered to be
non-current.

(d) Disposals
On 1 May 2017, the Group disposed of its subsidiary Blue Hill Specialty Insurance Company Inc. and on 18 September 2017,
the Group completed the sale of its investment in Lark (2012) Limited.

As a result of the disposals, the Group has derecognised the assets and liabilities relating to the companies. Below is a table
disclosing the impact to the consolidated financial statement following the disposal.

£000

Total assets no longer recognised in the consolidated balance sheet (24,556)
Total currency translation reserve no longer recognised in the consolidated balance sheet 1
Cash received on disposal 38,341
Profit recognised in the consolidated income statement 13,786

128 Hiscox Ltd Report and Accounts 2017



89 Financial summary
Notes to the consolidated
financial statements

16 Deferred acquisition costs

2017

2016

oo ""E000 £000 I 2000
Balance deferred at 1 January 346,592 (66,681) 279,911 271,517 (33,211) 238,306
Acquisition costs incurred in relation to insurance contracts written 618,176  (168,419) 449,757 586,115 (157,738) 428,377
Acquisition costs expensed to the income statement (619,704) 163,599 (456,105) (538,467) 128,627 (409,840)
Foreign exchange and other adjustments (14,598) 3,497 (11,101) 27,427 (4,359) 23,068
Balance deferred at 31 December 330,466 (68,004) (262,462) 346,592 (66,681) 279,911

The deferred amount of insurance contract acquisition costs attributable to reinsurers of £68,004,000 (2016: £66,681,000) is not

eligible for offset against the gross balance sheet asset and is included separately within trade and other payables (note 26).

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

2017
£000

2016
£000

Within one year 238,166 252,837
After one year 24,296 27,074
262,462 279,911
17 Reinsurance assets
2017 2016
Note £000 £000
Reinsurers’ share of insurance liabilities 1,358,547 806,245
Provision for non-recovery and impairment (581) (596)
Reinsurance assets 25 1,357,966 805,649
The amounts expected to be recovered before and after one year, based on historical experience, are estimated as follows:
Within one year 685,781 466,041
After one year 672,185 339,608
1,357,966 805,649

Amounts due from reinsurers in respect of outstanding premiums and claims already paid by the Group are included in loans and
receivables (note 19). The Group recognised a gain during the year of £15,000 (2016: gain of £134,000) in respect of previously

impaired balances.
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18 Financial assets and liabilities
Financial assets designated at fair value through profit or loss are measured at their bid price values, with all changes from one
accounting period to the next being recorded through the income statement.

2017 2016

Note £000 £000

Debt and fixed income securities 3,430,243 3,414,949

Equities and shares in unit trusts 334,300 305,342

Deposits with credit institutions 5,320 24,592

Total investments 3,769,863 3,744,883

Insurance-linked fund 36,976 46,821

Derivative financial instruments 20 304 329

Total financial assets carried at fair value 3,807,143 3,792,033
The effective maturity of the debt and fixed income securities due within and after one year are as follows:

2017 2016

£000 £000

Within one year 796,587 706,700

After one year 2,633,656 2,708,249

3,430,243 3,414,949

Equities and units in unit trusts do not have any maturity dates. The effective maturity of all other financial assets are due within
one year.

An analysis of the credit risk and contractual maturity profiles of the Group’s financial instruments is given in notes 3.2(d) and 3.2(g).

Note £00 £00

Amounts owed to credit institutions 13,664 -
Derivative financial liabilities 20 121 474
Total financial liabilities carried at fair value 13,785 474
£00 £00

Long-term debt 274129 274,019
Accrued interest on long-term debt 1,800 1,800
Total financial liabilities carried at amortised cost 275,929 275,819

All of the financial liabilities carried at fair value are due within one year. The amounts owed to credit institutions relate to outstanding
investment trades in trust funds that are not available for offset against the same counterparty under cash and cash equivalents.
These positions would be rated A had they have been recorded under cash and cash equivalents. The long-term debt is due after
one year, with its accrued interest due within one year.

On 24 November 2015, the Group issued £275.0 million 6.125% fixed-to-floating rate callable subordinated notes due 2045, with a
first call date of 2025.

The notes bear interest from and including 24 November 2015 at a fixed rate of 6.125% per annum payable annually in arrears starting
24 November 2016 up until the first call date in November 2025, and thereafter at a floating rate of interest equal to three-month
LIBOR plus 5.076% payable quarterly in arrears on each floating interest payment date. The Group is exposed to cash flow interest
rate risk on its long-term debt.

On 25 November 2015 the notes were admitted for trading on the London Stock Exchange’s regulated market. The notes were rated
BBB- by S&P as well as by Fitch.

The fair value of the long-term debt is estimated at £317.4 million (2016: £292.3 million). The fair value measurement is classified within
Level 1 of the fair value hierarchy. The fair value is estimated by reference to the actively traded value on the London Stock Exchange.

The interest accrued on the long-term debt was £1.8 million (2016: £1.8 million) at the balance sheet date and is included in
financial liabilities.

Note 10 includes details of the interest expense for the year included in financing costs.
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18 Financial assets and liabilities continued

Investments at 31 December are denominated in the following currencies at their fair value:

2017
£000

2016
£000

Debt and fixed income securities

Sterling 643,585 623,402
US Dollars 2,390,457 2,406,736
Euro and other currencies 396,201 384,811
3,430,243 3,414,949
Equities and shares in unit trusts
Sterling 151,562 159,199
US Dollars 182,738 146,143
Euro and other currencies - -
334,300 305,342
Deposits with credit institutions
Sterling 2,568 3,903
US Dollars - 18,199
Euro and other currencies 2,752 2,490
5,320 24,592
Total investments 3,769,863 3,744,883
19 Loans and receivables including insurance receivables
2017 2016
£000 £000
Gross receivables arising from insurance and reinsurance contracts 743,727 699,768
Provision for impairment (1,644) (1,276)
Net receivables arising from insurance and reinsurance contracts 742,083 698,492
Due from contract holders, brokers, agents and intermediaries 481,888 524,958
Due from reinsurance operations 260,195 173,534
742,083 698,492
Prepayments and accrued income 11,306 7,713
Otherloans and receivables:
Net profit commission receivable 17,008 21,232
Accrued interest 13,579 12,590
Share of Syndicates’ other debtors’ balances 22,451 30,223
Other debtors including related party amounts 24,277 32,656
Total loans and receivables including insurance receivables 830,704 802,906
The amounts expected to be recovered before and after one year are estimated as follows:
Within one year 726,415 720,509
After one year 104,289 82,397
830,704 802,906

There is no significant concentration of credit risk with respect to loans and receivables as the Group has a large number of
internationally dispersed debtors. The Group has recognised a loss of £368,000 (2016: gain of £899,000) for the impairment of
receivables during the year ended 31 December 2017. This is recorded under operational expenses in the consolidated income
statement. The carrying amounts disclosed above are reasonably approximate to the fair value at the reporting date.
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20 Derivative financial instruments

The Group entered into both exchange-traded and over-the-counter derivative contracts for a number of purposes during 2017.

The Group had the right and intention to settle each contract on a net basis. The assets and liabilities of these contracts at
31 December 2017 all mature within one year of the balance sheet date and are detailed below:

31 December 2017 Gross contract Fair value Fairvalue  Netbalance
Derivative financial instruments included on balance sheet notionalameso ofagos O Roee %000
Foreign exchange forward contracts 30,196 138 (121) 17
Interest rate futures contracts 122,122 166 - 166
Equity index futures - - - -
The foreign exchange forward contracts are represented by gross fair value of assets and liabilities as detailed below:
Gross fair value of assets 13,823 16,703 30,526
Gross fair value of liabilities (13,685) (16,824) (30,509)
138 (121) 17
31 December 2016 Gross contract Fair value Fair value Net balance
Derivative financial instruments included on balance sheet notionalamess fedde  Tioes P00
Foreign exchange forward contracts 26,591 312 (121) 191
Interest rate futures contracts 56,728 17 (106) (89)
Equity index futures 10,223 — (247) (247)
The foreign exchange forward contracts are represented by gross fair value of assets and liabilities as detailed below:
Gross fair value of assets 12,724 13,746 26,470
Gross fair value of liabilities (12,412) (18,867) (26,279)
312 (121) 191

Foreign exchange forward contracts

During the current and prior year the Group entered into a series of conventional over-the-counter forward contracts in order to
secure translation gains made on Euro, US Dollar and other non-Pound Sterling denominated monetary assets. The contracts require
the Group to forward sell a fixed amount of the relevant currency for Pound Sterling at pre-agreed future exchange rates. The Group
made a loss on these forward contracts of £748,000 (2016: gain of £664,000) as included in investment result in note 7. There was no

initial purchase cost associated with these instruments.

Interest rate futures contracts

During the year the Group continued short selling a number of government bond futures denominated in a range of currencies to
informally hedge interest rate risk on specific long portfolios. All contracts are exchange traded and the Group made a loss on these

futures contracts of £423,000 (2016: loss of £111,000) as included in investment result in note 7.

Equity index options

During the year, the Group purchased a number of equity index futures in order to economically hedge equity market exposure.
All contracts were exchange traded and the Group made a loss on these future contracts of £144,000 (2016: loss of £398,000)

as included in investment result in note 7.
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21 Fair value measurements
In accordance with IFRS 13: Fair Value Measurement, the financial instruments carried at fair value, based on a three-level fair value
hierarchy that reflects the significance of the inputs used in measuring the fair value, are provided below.

As at 31 December 2017 H500 505 H500 £000
Financial assets

Debt and fixed income securities 1,192,934 2,237,309 - 3,430,243
Equities and shares in unit trusts - 322,914 11,386 334,300
Deposits with credit institutions 5,320 - - 5,320
Insurance-linked funds - - 36,976 36,976
Derivative financial assets - 304 - 304
Total 1,198,254 2,560,527 48,362 3,807,143

Financial liabilities

Derivative financial liabilities - 121 - 121
Total - 121 - 121
As at 31 December 2016 H3600 H3000 L3000 2000
Financial assets

Debt and fixed income securities 1,005,111 2,409,838 - 3,414,949
Equities and shares in unit trusts - 293,187 12,155 305,342
Deposits with credit institutions 24,592 - - 24,592
Insurance-linked fund - - 46,821 46,821
Derivative financial assets - 329 - 329
Total 1,029,703 2,703,354 58,976 3,792,033

Financial liabilities
Derivative financial liabilities = 474 - 474

Total = 474 = 474

The levels of the fair value hierarchy are defined by the standard as follows:

—— Level 1 —fair values measured using quoted prices (unadjusted) in active markets for identical instruments;

——Level 2 —fair values measured using directly or indirectly observable inputs or other similar valuation techniques for which all
significant inputs are based on market observable data;

—— Level 3 —fair values measured using valuation techniques for which significant inputs are not based on market observable data.

The fair values of the Group’s financial assets are based on prices provided by investment managers who obtain market data from
numerous independent pricing services. The pricing services used by the investment manager obtain actual transaction prices

for securities that have quoted prices in active markets. For those securities which are not actively traded, the pricing services use
common market valuation pricing models. Observable inputs used in common market valuation pricing models include, but are
not limited to, broker quotes, credit ratings, interest rates and yield curves, prepayment speeds, default rates and other such inputs
which are available from market sources.

Investments in mutual funds, which are included in equities and shares in unit trusts, comprise a portfolio of stock investments in
trading entities which are invested in various quoted investments. The fair value of shares in unit trusts is based on the net asset
value of the fund as reported by independent pricing sources or the fund manager.

Included within Level 1 of the fair value hierarchy are certain government bonds, treasury bills, long-term debt and exchange-traded
equities which are measured based on quoted prices in active markets. The fair value of the long-term debt that is carried at
amortised cost, is estimated at £317.4 million (2016: £292.3 million) and is considered as Level 1 in fair value hierarchy.

Level 2 of the hierarchy contains certain government bonds, US government agencies, corporate securities, asset backed securities
and mortgage-backed securities. The fair value of these assets is based on the prices obtained from both investment managers

and investment custodians as discussed above. The Group records the unadjusted price provided and validates the price through
anumber of methods including a comparison of the prices provided by the investment managers with the investment custodians
and the valuation used by external parties to derive fair value. Quoted prices for US government agencies and corporate securities
are based on a limited number of transactions for those securities and as such the Group considers these instruments to have similar
characteristics to those instruments classified as Level 2. Also included within Level 2 are units held in traditional long funds and long
and short special funds and over-the-counter derivatives.
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21 Fair value measurements continued

Level 3 contains investments in a limited partnership, unquoted equity securities and an insurance-linked fund which have limited
observable inputs on which to measure fair value. Unquoted equities are carried at fair value. The effect of changing one or more
inputs used in the measurement of fair value of these instruments to another reasonably possible assumption would not be
significant. At 31 December 2017, the insurance-linked funds of £36,976,000 represents the Group’s investment in the Kiskadee
Funds (2016: £46,821,000).

The fair value of the Kiskadee Funds is estimated to be the net asset value as at the balance sheet date. The net asset value is

based on the fair value of the assets and liabilities in the Fund. The majority of the assets of the Funds are cash and cash equivalents.
Significant inputs and assumptions in calculating the fair value of the assets and liabilities associated with reinsurance contracts
written by the Kiskadee Funds include the amount and timing of claims payable in respect of claims incurred and periods of
unexpired risk. The Group has considered changes in the net asset valuation of the Kiskadee Funds if reasonably different inputs
and assumptions were used and has found no significant changes in the valuation.

In certain cases, the inputs used to measure the fair value of a financial instrument may fall into more than one level within the fair value

hierarchy. In this instance, the fair value of the instrument in its entirety is classified based on the lowest level of input that is significant
to the fair value measurement.

The Group’s policy is to recognise transfers into and transfers out of fair value hierarchy levels at the end of the relevant reporting
period during which the transfers are deemed to have occurred.

During the year, there were no transfers made between Level 1 and Level 2 of the fair value hierarchy.

The following table sets forth a reconciliation of opening and closing balances for financial instruments classified under Level 3
of the fair value hierarchy:

Financial asset

Equities and
shares Insurance
31 December 2017 e ™t00 2600
Balance at 1 January 12,155 46,821 58,976
Fair value gains or losses through profit or loss* (341) (5,710) (6,051)
Foreign exchange losses 217) (3,687)  (3,904)
Purchases 584 4,000 4,584
Settlements (795)  (4,448)  (5,243)
Closing balance 11,386 36,976 48,362
Unrealised gains and losses in the year on securities held at the end of the year (255) (7,082) (7,337)

*Fair value gains/(losses) are included within the investment result in the income statement for equities and shares in unit trusts and through other income for the
insurance-linked fund.

Financial asset

Equities and
sharesin Insurance
31 December 2016 e %000 £600
Balance at 1 January 13,640 40,045 53,685
Fair value gains or losses through profit or loss* (279) 3,666 3,387
Foreign exchange gains 729 7,719 8,448
Purchases 305 - 305
Settlements (2,240) (4,609) (6,849)
Closing balance 12,155 46,821 58,976
Unrealised gains and losses in the year on securities held at the end of the year (1,397) 2,305 908

*Fair value gains/(losses) are included within the investment result in the income statement for equities and shares in unit trusts and through other income for the
insurance-linked fund.
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22 Cash and cash equivalents

2017 2016
£000 £000
Cash at bank and in hand 525,002 568,186
Short-term deposits 117,787 96,630

642,789 664,816

The Group holds its cash deposits with a well-diversified range of banks and financial institutions. Cash includes overnight deposits.
Short-term deposits include debt securities with an original maturity date of less than three months and money market funds.

The presentation of the comparative in the cash flow statement in relation to cash derecognised on loss of control has been
reclassified to cash inflows from the sale of subsidiaries.

23 Share capital
31 December 2017 31 December 2016
Share Number Share Number
Group °F00 oo °H00 orenes
Authorised ordinary share capital of 6.5p (2016: 6.5p) 240,000 3,692,308 240,000 3,692,308
Issued ordinary share capital of 6.5p (2016: 6.5p) 19,141 294,484 19,060 293,227

The amounts presented in the equity structure of the Group above relate to Hiscox Ltd, the legal Parent Company.

Ordinary share Share Contributed
Changes in Group share capital and contributed surplus B0 P 500 55
At 1 January 2016 19,030 15,231 89,864
Employee share option scheme — proceeds from shares issued 22 1,534 -
Scrip dividends to owners of the Company 8 1,270 -
At 31 December 2016 19,060 18,0835 89,864
Employee share option scheme — proceeds from shares issued 58 4,681 -
Scrip dividends to owners of the Company 23 4,412 -
At 31 December 2017 19,141 27128 89,864

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

During the year, the Group offered its shareholders the option of receiving a scrip dividend alternative to the interim cash dividend.
This resulted in the Company paying the shareholders, who opted for a scrip dividend, in shares of equal value to the cash dividend
at a specified date. The full dividend was distributed from retained earnings, and the new shares issued for the scrip dividend were
reflected in share capital and share premium.

The Company relies upon dividend streams from its subsidiary companies to provide the cash flow required for distributions to be
made to shareholders. The ability of the subsidiaries to pay dividends is subject to regulatory restrictions within the jurisdiction from
which they operate.

Share repurchase

The Trustees of the Group’s Employee Benefit Trust did not purchase any Hiscox Ltd shares during the year. In 2016, shares to the
value of £38,558,000 were purchased to facilitate the settlement of vesting awards under the Group’s Performance Share Plan.
As the trust is consolidated into the Group financial results, these purchases have been accounted for in the same way as treasury
shares and have been charged against retained earnings. The shares are held by the Trustees for the beneficiaries of the Trust.

Number of Number of

ordinary ordinary

sharesinissue sharesinissue

Equity structure of Hiscox Ltd Noto ooy o
At 1 January 293,227 292,776
Employee share option scheme — ordinary shares issued 897 332
Scrip dividends to owners of the Company 3t 360 119
At 31 December 294,484 293,227

Allissued shares are fully paid.
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23 Share capital continued

Share options and Performance Share Plan awards

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

In accordance with IFRS 2 the Group recognises an expense for the fair value of share option and Performance Share Plan
award instruments issued to employees, over their vesting period through the income statement. The expense recognised in the
consolidated income statement during the year was £25,186,000 (2016: £26,274,000). This comprises charges of £24,390,000
(2016: £25,585,000) in respect of Performance Share Plan awards and £796,000 (2016: £689,000) in respect of share option
awards. The Group has applied the principles outlined in the Black-Scholes option pricing model when determining the fair value
of each share option instrument.

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

Assumptions affecting inputs to fair value models 2017 2016
Annual risk-free rates of return and discount rates (%) 0.19-0.26 0.16-0.55
Long-term dividend yield (%) 3.09 3.59
Expected life of options (years) 3.25 8.25
Implied volatility of share price (%) 22.0 22.0
Weighted average share price (p) 1,139.3 966.7

The weighted average fair value of each share option granted during the year was 223.6p (2016: 183.8p). The weighted average fair
value of each Performance Share Plan award granted during the year was 1,127.1p (2016: 961.8p).

Movements in the number of share options and Performance Share Plan awards during the year and details of the balances
outstanding at 31 December 2017 for the Executive Directors are shown in the annual report on remuneration. The total number
of options and Performance Share Plan awards outstanding is 10,009,723 (2016: 10,848,727) of which 2,966,870 are exercisable
(2016: 2,528,736). The total number of SAYE options outstanding is 1,580,570 (2016: 1,971,842).

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

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

136 Hiscox Ltd Report and Accounts 2017



89 Financial summary
Notes to the consolidated
financial statements

24 Retained earnings and other reserves

2017 2016
£000 £000
Currency translation reserve at 31 December 148,789 202,272
Retained earnings at 31 December 1,468,639 1,488,306

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

The Group did not purchase its own shares during 2017. In 2016, the Group purchased £38,558,000 of its own shares and placed
them in the Trust for future utilisation on vesting of Performance Share Plan awards.

At 31 December 2017 Hiscox Ltd held 7,523,190 shares in treasury (2016: 7,523,190). Additional details are shown in note 34 to these
financial statements in respect of additional Hiscox Ltd shares held by subsidiaries.

25 Insurance liabilities and reinsurance assets

2017 2016

Note £000 £000
Gross
Claims reported and claim adjustment expenses 1,204,509 977,664
Claims incurred but not reported 2,018,131 1,588,160
Unearned premiums 1,227,542 1,287,152
Total insurance liabilities, gross 4,450,182 3,852,976
Recoverable from reinsurers
Claims reported and claim adjustment expenses 361,657 159,141
Claims incurred but not reported 743,748 383,974
Unearned premiums 252,561 262,534
Total reinsurers’ share of insurance liabilities 17 1,357,966 805,649
Net
Claims reported and claim adjustment expenses 842,852 818,523
Claims incurred but not reported 1,274,383 1,204,186
Unearned premiums 974,981 1,024,618
Total insurance liabilities, net 3,092,216 3,047,327

The amounts expected to be recovered and settled before and after one year, based on historical experience, are estimated as follows:

2017 2016
£000 £000
Within one year 1,778,462 1,674,538
After one year 1,313,754 1,372,789

3,092,216 3,047,327

The gross claims reported, the claims adjustment expenses liabilities and the liability for claims incurred but not reported are net
of expected recoveries from salvage and subrogation. The amounts for salvage and subrogation at the end of 2017 and 2016 are
not material.
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25 Insurance liabilities and reinsurance assets continued

25.1 Insurance contracts assumptions

(@) Process used to decide on assumptions

There are many risks associated with insurance contracts, and this means that there is a considerable amount of uncertainty in
estimating the future settlement cost of claims. There is uncertainty in both the amounts and the timing of future claim payment
cash flows.

Claims paid are claims transactions settled up to the reporting date including settlement expenses allocated to those transactions.

Unpaid claims reserves are made for known or anticipated liabilities which have not been settled up to the reporting date. Included
within the provision is an allowance for the future costs of settling those claims.

The Group relies on actuarial analysis to estimate the settlement cost of future claims. There is close communication between

the actuaries and other key stakeholders, such as the underwriters, claims and finance teams when setting and validating the

assumptions. The unpaid claims reserve is estimated based on past experience and current expectations of future cost levels.
Allowance is made for the current premium rating and inflationary environment.

The claim reserves are estimated on a best estimate basis, taking into account current market conditions and the nature of risks
being underwritten.

Under certain insurance contracts, the Group may be permitted to sell property acquired in settling a claim (for example, salvage).
The Group may also have the right to pursue third parties for payment of some or all costs (for example, subrogation). If it is certain
arecovery or reimbursement will be made at the valuation date, specific estimates of these salvage and/or subrogation amounts
are included as allowances in the measurement of the insurance liability for unpaid claims. This is then recognised in insurance
and reinsurance receivables when the liability is settled.

Estimates of where claim liabilities will ultimately settle are adjusted each reporting period to reflect emerging claims experience.
Changes in expected claims may result in a reduction or an increase in the ultimate claim costs and a release or an increase in
reserves in the period in which the change occurs.

Booked reserves are held above the best estimate to help mitigate the uncertainty within the reserve estimates. As the best estimate
matures and becomes more certain, the management margin is gradually released in line with the reserving policy. This approach is
consistent with last year.

(b) Claims development tables

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

The top half of each table, on the following pages, illustrates how estimates of ultimate claim costs for each accident year have

changed at successive year ends. The bottom half reconciles cumulative claim costs to the amounts still recognised as liabilities.
A reconciliation of the liability at the 100% level to the Group’s share, as included in the Group balance sheet, is also shown.

138 Hiscox Ltd Report and Accounts 2017



89 Financial summary
Notes to the consolidated
financial statements

25 Insurance liabilities and reinsurance assets

25.1 Insurance contracts assumptions

(b) Claims development tables continued

Insurance claims and claim adjustment expenses reserves — gross at 100%

: 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 Total
Accident year £000 £000 £000 £000 £000 £000 £000 £000 £000 £000 £000

Estimate of
ultimate claims
costs as adjusted

for foreign

exchange* at end

of accidentyear: 1,266,621 949,379 1,149,653 1,478,091 1,235,048 989,712 1,082,686 1,163,310 1,444,780 2,521,450 13,280,730
oneyearlater 1,069,702 779112 971,422 1,331,894 1,098,396 865,236 919,764 1,039,545 1,282,020 - 9,357,091
twoyearslater 1,041,562 714,642 905,958 1,291,195 1,016,367 770,982 852,869 957,756 - - 7,551,331
threeyearslater 997,119 710,704 892,030 1,301,401 1,013,920 720,272 817,362 - - - 6,452,808
four years later 959,217 709,616 868,533 1,281,243 1,005,456 719,687 - - - — 5,543,752
five years later 920,888 705,018 853,705 1,244,585 998,221 - - - - - 4,722,417
six years later 910,027 691,149 832,477 1,193,663 - - - - - - 3,627,316
sevenyearslater 895,707 689,127 819,209 - - - - - - — 2,404,043
eightyearslater 885,864 672,197 - - - - - - - - 1,558,061
nineyearslater 888,380 - - - - - - - - - 888,380

Current estimate of

cumulative claims 888,380 672,197 819,209 1,193,663 998,221 719,687 817,362 957,756 1,282,020 2,521,450 10,869,945
Cumulative

payments to date (866,500) (632,943) (759,806) (1,113,670) (844,017) (618,610) (667,960) (639,665) (657,997) (481,399) (7,282,567)
Liability

recognised at

100% level 21,880 39,2564 59,403 79,993 154,204 101,077 149,402 318,091 624,023 2,040,051 3,587,378
Liability

recognised in

respect of prior

accident years

at 100% level 145,810

Total gross liability to external parties at 100% level 3,733,188

*The foreign exchange adjustment arises from the retranslation of the estimates at each date using the exchange rate ruling at 31 December 2017.

Reconciliation of 100% disclosures above to Group’s share — gross

. 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 Total
Accident year £000 £000 £000 £000 £000 £000 £000 £000 £000 £000 £000

Current estimate of
cumulative claims 888,380 672,197 819,209 1,193,663 998,221 719,687 817,362 957,756 1,282,020 2,521,450 10,869,945
Less: attributable
toexternal Names (170,298) (116,337) (128,818) (174,624) (129,405) (78,888) (90,645) (103,769) (143,092) (346,420) (1,482,296)

Group’s share of

current ultimate

claims estimate 718,082 555,860 690,391 1,019,039 868,816 640,799 726,717 853,987 1,138,928 2,175,030 9,387,649
Cumulative

payments to date (866,500)(632,943) (759,806) (1,113,670) (844,017) (618,610) (667,960) (639,665) (657,997) (481,399) (7,282,567)
Less: attributable

toexternalNames 167,206 109,944 115,793 158,677 109,232 66,774 72,675 67167 72,099 64,815 1,004,382

Group’s share

of cumulative

payments (699,294) (522,999) (644,013) (954,993) (734,785) (551,836) (595,285) (572,498) (585,898) (416,584) (6,278,185)
Liability for 2008

t0 2017 accident

years recognised

on Group’s

balance sheet 18,788 32,861 46,378 64,046 134,031 88,963 131,432 281,489 553,030 1,758,446 3,109,464
Liability for accident

years before

2008 recognised

on Group’s

balance sheet 113,176

Total Group liability to external parties included in balance sheet — gross** 3,222,640

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

25.1 Insurance contracts assumptions

(b) Claims development tables continued

Insurance claims and claim adjustment expenses reserves —net at 100%

. 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 Total
Accident year £000 £000 £000 £000 £000 £000 £000 £000 £000 £000 £000

Estimate of
ultimate claims
costs as adjusted

for foreign

exchange®atend

ofaccidentyear: 874,319 770,050 909,622 1,134,891 898,706 853,422 884,251 941,762 1,100,293 1,387,895 9,755,211
one year later 777,422 640,573 794,340 1047635 790,634 754,513 769,648 865,225 992,943 - 7,432,933
twoyearslater 775,934 610,232 749,016 1,005,876 732,953 677,509 700,338 792,593 - - 6,044,451
three yearslater 730,412 612,801 729,846 1003,399 707,487 627,356 656,820 - - - 5,068,121
fouryearslater 695,799 602,146 707,349 996,201 700,150 624,512 - - - - 4,326,157
five yearslater 682,857 599,370 702,389 957,060 703,822 - - - - - 3,645,498
six years later 674,391 586,697 678,767 929,696 - - - - - - 2,869,551
seven years later 660,192 582,642 667,599 - - - - - - - 1,910,433
eight years later 650,361 566,952 - - - - - - - - 1,217,313
nine years later 652,969 - - - - - - - - - 652,969

Current estimate of

cumulative claims 652,969 566,952 667,599 929,696 703,822 624,512 656,820 792,593 992,943 1,387,895 7,975,801
Cumulative

payments to date (633,834)(532,229) (627,636) (863,133) (573,940) (5636,143) (517,849) (511,332) (517,604) (369,105)(5,682,805)
Liability

recognised at

100% level 19,135 34,723 39,963 66,563 129,882 88,369 138,971 281,261 475,339 1,018,790 2,292,996
Liability

recognised in

respect of prior

accident years

at 100% level 102,358

Total net liability to external parties at 100% level 2,395,354

*The foreign exchange adjustment arises from the retranslation of the estimates at each date using the exchange rate ruling at 31 December 2017.

Reconciliation of 100% disclosures above to Group’s share — net

. 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 Total
Accident year £000 £000 £000 £000 £000 £000 £000 £000 £000 £000 £000

Current estimate of
cumulative claims 652,969 566,952 667,599 929,696 703,822 624,512 656,820 792,593 992,943 1,387,895 7,975,801
Less: attributable
toexternal Names (117,941) (92,225) (95,349) (125,164) (74,881) (64,029) (68,368) (82,307) (101,243) (151,590) (973,097)

Group’s share of

current ultimate

claims estimate 535,028 474,727 572,250 804,532 628,941 560,483 588,452 710,286 891,700 1,236,305 7,002,704
Cumulative

payments to date (633,834)(532,229) (627,636) (863,133) (573,940) (536,143) (517,849) (511,332) (517,604) (369,105)(5,682,805)
Less: attributable

toexternalNames 115,138 86,597 86,995 113,555 58,819 53,760 54,316 51,937 51,257 46,906 719,280

Group’s share

of cumulative

payments (518,696) (445,632) (540,641) (749,578) (515,121)(482,383) (463,533) (459,395) (466,347) (322,199) (4,963,525)
Liability for 2008

to 2017 accident

years recognised

on Group’s

balance sheet 16,332 29,095 31,609 54,954 113,820 78,100 124,919 250,891 425,353 914,106 2,039,179
Liability for accident

years before

2008 recognised

on Group’s

balance sheet 78,056

Total Group liability to external parties included in balance sheet — net** 2,117,235

**This represents the claims element of the Group’s insurance liabilities and reinsurance assets.
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25 Insurance liabilities and reinsurance assets continued
25.2 Movements in insurance claims liabilities and reinsurance claims assets

2017

2016

Year ended 31 December Tooo  eURGs £000 G500 Rensugnss £000
Total at beginning of year (2,565,824) 543,115 (2,022,709) (2,038,096) 365,477 (1,672,619)
Claims and claim adjustment expenses for year (1,931,417) 914,416 (1,017,001) (1,004,601) 264,829  (739,772)
Cash paid for claims settled in the year 1,107,481 (287,420) 820,061 776,722  (149,465) 627,257
Exchange differences and other movements 167,120 (64,706) 102,414  (299,849) 62,274 (237,575)
Total at end of year (8,222,640) 1,105,405 (2,117,235) (2,565,824) 543,115 (2,022,709)
Claims reported and claim adjustment expenses (1,204,509) 361,657 (842,852) (977,664) 159,141 (818,523)
Claims incurred but not reported (2,018,131) 743,748 (1,274,383) (1,588,160) 383,974 (1,204,186)
Total at end of year (3,222,640) 1,105,405 (2,117,235) (2,565,824) 543,115 (2,022,709)
The insurance claims expense reported in the consolidated income statement is comprised as follows:

2017 2016
Year ended 31 December oo PeUEGSS £000 G0 Rensuass £000
Current year claims and claim adjustment expenses (2,258,615) 982,093 (1,276,522) (1,275,018) 299,564  (975,454)
Over-provision in respect of prior year claims and claim
adjustment expenses 327,198 (75,677) 251,521 270,417 (567,465) 212,952
Acquisitions/(divestments) and transfers* - 8,000 8,000 - 22,730 22,730
Total claims and claim adjustment expenses (1,931,417) 914,416 (1,017,001) (1,004,601) 264,829 (739,772)

*The net movement in 2017 and 2016 relates to a retroactive reinsurance arrangement that transferred the benefits and risks of some of the Group’s insurance portfolio.

A reconciliation of the unearned premium reserves is as follows:

2017

2016

Gross Reinsurance Net Gross

Reinsurance
£000

Net

£000 £000 £000 £000 £000
Balance deferred at 1 January 1,287,152  (262,534) 1,024,618 1,010,266  (173,333) 836,933
Premiums written 2,549,279 (685,046) 1,864,233 2,402,579 (614,636) 1,787,943
Premiums earned through the income statement (2,556,993) 682,512 (1,874,481) (2,220,853) 545,840 (1,675,013)
Foreign exchange and other adjustments (51,896) 12,507 (39,389) 95,160 (20,405) 74,755
Balance deferred at 31 December 1,227,542  (252,561) 974,981 1,287,152  (262,534) 1,024,618

The amounts expected to be recovered before and after one year, based on historical experience, are included in the first table to this

note 25.

26 Trade and other payables

Note

2017
£000

2016
£000

Creditors arising out of direct insurance operations 60,931 27,997
Creditors arising out of reinsurance operations 373,647 319,494
434,578 347,491

Share of Syndicates’ other creditors’ balances 6,368 9,844
Social security and other taxes payable 20,090 16,429
Other creditors 10,555 5,650
37,013 31,923

Reinsurers’ share of deferred acquisition costs 16 68,004 66,681
Accruals and deferred income 118,862 153,107
Total 658,457 599,202

Included within accruals and deferred income is £8.1 million (2016: £9.6 million) of deferred gain on retroactive reinsurance contracts.
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26 Trade and other payables continued
The amounts expected to be settled before and after one year are estimated as follows:

2017 2016

£000 £000

Within one year 550,457 474,023
After one year 108,000 125,179

658,457 599,202

The amounts expected to be settled after one year of the balance sheet date primarily relate to reinsurance creditors.

The carrying amounts disclosed above are reasonably approximate to the fair value at the reporting date.

27 Tax expense

The Company and its subsidiaries are subject to enacted tax laws in the jurisdictions in which they are incorporated and domiciled.
The principal subsidiaries of the Company and the country in which they are incorporated are listed in note 34. The amounts charged
in the consolidated income statement comprise the following:

2017 2016
£000 £000
Current tax
Expense for the year 18,993 32,240
Adjustments in respect of prior years (82) (5,010)
Total current tax expense 18,911 27,230
Deferred tax
Credit for the year (21,221) (5,055)
Adjustments in respect of prior years 5,690 (8,786)
Effect of rate change 1,108 (832)
Total deferred tax credit (14,423) (9,673)
Total tax charged to the income statement 4,488 17,557

The standard rate of corporation tax in Bermuda is 0% whereas the effective rate of tax for the Group is 14.6% (2016: 5.0%). The
higher effective rate in 2017 is due principally to the one-off impact of the revaluation of deferred tax assets, following the change
in the US Federal tax rate introduced by the Tax Cuts and Jobs Act in December 2017.

Areconciliation of the difference is provided below:

2017 2016

£000 £000

Profit before tax 30,798 354,543

Tax calculated at the standard corporation tax rate applicable in Bermuda: 0% (2016: 0%) = =

Effects of Group entities subject to overseas tax at different rates (3,407) 17,104
Impact of overseas tax rates on:

Effect of rate change 1,108 (832)

Expenses not deductible for tax purposes 1,675 7,487

Tax losses for which no deferred tax asset is recognised 5176 2,155

Other 334 (373)

Adjustment for share-based payments (588) 812

Non-taxable income (5,418) -

Prior year tax adjustments 5,608 (8,796)

Tax charge for the period 4,488 17,557

The UK Finance Act 2015 introduced a new tax with effect from 1 April 2015, the Diverted Profits Tax (DPT), which in certain situations
applies a tax of 25% on income which would not otherwise be chargeable to UK tax. The Group is currently in discussions with HMRC
as to the scope of the new tax in the context of the Group’s operations. No provision for DPT has been made in 2017 or 2016.
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28 Deferred tax
Net deferred tax assets £000 £000
Trading losses in overseas entities 34,520 41,392
Deferred tax assets 15,142 -
Deferred tax liabilities (10,060) -
Total deferred tax asset 39,602 41,392
Net deferred tax liabilities £000 2000
Deferred tax assets - 34,388
Deferred tax liabilities - (51,418)
Total net deferred tax liability -  (17,030)
Deferred tax assets and deferred tax liabilities relating to the same tax authority are presented net in the Group’s balance sheet.
Net Group deferred tax assets/(liabilities) analysed by balance sheet headings

stalpecrgg:ﬁ Recognisedin
At 31 December &0 OIS 608 £000
Tangible assets 523 (281) - 242
Trade and other payables 4,036 (1,517) - 2,519
Intangible assets — Syndicate capacity 1,538 (147) - 1,391
Retirement benefit obligations 8,093 1,973 (1,768) 8,298
Reinsurance premiums 12,799 (21,040) - (8,241)
Other items 7,399 949 2,585 10,933
Total deferred tax assets 34,388  (20,063) 817 15,142
Financial assets (753) (75) - (828)
Insurance contracts — equalisation provision* (24,457) 5132 - (19,325)
Open years of account (26,208) 36,301 - 10,093
Total deferred tax liabilities (51,418) 41,358 — (10,060)
Net total deferred tax liabilities (17,030) 21,295 817 5,082
Trading losses in overseas entities 41,392 (6,872) - 34,520
Net total deferred tax assets/(liabilities) (17,030) 21,295 817 5,082
Net deferred tax position asset/(liability) 24,362 14,423 817 39,602

*Prior to January 2016, the solvency regulations in the UK required certain entities within the Group to establish an equalisation provision, to be utilised against abnormal
levels of future losses in certain lines of business. Under these regulations, the provision was adjusted each year based on a percentage of net premiums written for
those lines for business during the financial year, subject to a maximum percentage. Any annual increase in the provision was a deductible expense for tax purposes,
and any release was taxable income. From 2008, Lloyd’s Corporate Members were entitled to a tax deduction for claims equalisation provisions although this was not a
solvency requirement for Lloyd’s. Equalisation provisions are not permitted under IFRS, which therefore resulted in a temporary difference for tax purposes. Finance Act
2012 repealed the legislation which treated the equalisation provision as a tax deductible expense, and treats the existing equalisation provision as a receipt taxable over
six years with effect from January 2016, when the former solvency regulations were replaced by Solvency II, which does not require an equalisation provision. The Group
has provided for the deferred tax liability on its claims equalisation provisions during the year.

Following changes to the future UK main rate of corporation tax introduced in the Finance Act 2016, the deferred tax on the
Syndicates’ open years of account is calculated with reference to the tax rate expected to be in force when those years close.
Equally, the deferred tax liability on equalisation provision is calculated at the tax rate expected to be applicable as it unwinds.
All other UK deferred income tax assets and liabilities are calculated at 17% for the year ended 31 December 2017 (2016: 17%).
The Tax Cuts and Jobs Act, which entered into US law in December 2017, reduces the US Federal corporate tax rate from 35%
to 21% with effect from 1 January 2018. Deferred tax assets and liabilities arising from the Group’s US operations have therefore
been calculated at 21% for the year ended 31 December 2017 (2016: 35%).

Movements in deferred and current tax relating to tax deductions arising on employee share options are recognised in the statement
of changes in equity to the extent that the movement exceeds the corresponding charge to the income statement. Movements in
deferred tax relating to the employee retirement benefit obligation are recognised in the statement of changes in equity to the extent
that the movement corresponds to actuarial gains and losses recognised in the statement of changes in equity. The total recognised
in the statement of changes in equity is £3,532,000, comprising £817,000 deferred tax and £2,714,000 current tax (2016: £9,356,000
deferred tax and £2,053,000 current tax).
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28 Deferred tax

Net Group deferred tax assets/(liabilities) analysed by balance sheet headings continued

Deferred tax assets of £34,520,000 (2016: £41,392,000), relating to losses arising in overseas entities, which depend on the
availability of future taxable profits in excess of profits arising from the reversal of other timing differences, are recognised above.
Business projections indicate it is probable that sufficient future taxable income will be available against which to offset these
recognised deferred tax assets within five years. £1,246,000 (2016: £nil) of the tax losses to which these assets relate will expire
within ten years; a further £32,673,000 (2016: £40,572,000) will expire after ten years; the balance of tax losses carried forward has
no time limit. The Group has not provided for deferred tax assets totalling £7,238,000 (2016: £29,988,000) including £7,238,000
(2016: £26,843,000) in relation to losses in overseas companies of £39,712,000 (2016: £88,185,000). In accordance with IAS 12,

all deferred tax assets and liabilities are classified as non-current. The amount of deferred tax asset expected to be recovered after
more than 12 months is £33,919,000 (2016: £41,392,000).

29 Employee retirement benefit obligations

The Company’s subsidiary Hiscox plc operates a defined benefit pension scheme based on final pensionable salary. The scheme
closed to future accrual with effect from 31 December 2006 and active members were offered membership of a defined contribution
scheme from 1 January 2007. The funds of the defined benefit scheme are controlled by the Trustee and are held separately from
those of the Group. 61% of any scheme surplus or deficit is recharged to Syndicate 33. The full pension obligation of the Hiscox
defined benefit pension scheme is recorded and the recovery from the third-party Names for their share of the Syndicate 33
recharge is shown as a separate asset.

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

£o00 #000
Present value of scheme obligations 273,803 271,072
Fair value of scheme assets (226,311) (214,933)
Deficit for funded plans 47,492 56,139
Net amount recognised as a defined benefit obligation 47,492 56,139

As the fair value of scheme obligations exceeds the present value of the scheme assets, the scheme reports a deficit.

The defined benefit obligation is calculated annually by independent actuaries using the projected unit credit actuarial cost method.

A formal full actuarial valuation is performed on a triennial basis, most recently at 31 December 2014, and updated at each intervening
balance sheet date by the actuaries. The valuation work for 31 December 2017 is ongoing as at the date of this report. The present
value of the defined benefit obligation is determined by discounting the estimated future cash flows using interest rates of AA rated
corporate bonds that have terms to maturity that approximate to the terms of the related pension liability.

The scheme assets are invested are as follows:

At 31 December 2000 2000
Managed fund pooled investment vehicles
UK equity funds 76,939 76,233
Emerging market equity funds 12,249 9,949
Global equity funds 38,652 35,495
Bond funds 60,468 48,901
US equities 22,409 24,530
Cash 15,594 19,825

226,311 214,933
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29 Employee retirement benefit obligations continued
The amounts recognised in total comprehensive income are as follows:

2017

2016

Note £000 £000
Interest cost on defined benefit obligation 7,208 7,916
Interest income on plan assets (5,689) (7,910)
Net interest cost 1,519 6
Administrative expenses and taxes 237 166
Total expense recognised in operational expenses in the income statement 9 1,756 172
Remeasurements
Effect of change in financial assumptions 3,736 68,094
Return on plan asset (excluding interest income) (14,139) (12,202)
Changes in asset ceiling/onerous liability (excluding interestincome) - -
Remeasurement of third-party Names share of defined benefit obligation 1,742 (9,361)
Total remeasurement included in other comprehensive income (8,661) 46,531
Total defined benefit charge/(credit) recognised in comprehensive income (6,905) 46,703
The movement in liability recognised in the Group’s balance sheet is as follows:
2017 2016
£000 £000
Group defined benefit liabilities at beginning of the year 56,139 75
Third-party Names’ share of liability (9,402) (13)
Net defined benefit liability at beginning of year 46,737 62
Defined benefit cost included in netincome 1,756 172
Credit from third-party Names (294) (28)
Total remeasurement included in other comprehensive income (8,661) 46,531
Net defined benefit liability at end of year 39,538 46,737
Third-party Names’ share of liability 7,954 9,402
Group defined benefit liability at end of year 47,492 56,139
Areconciliation of the fair value of scheme assets is as follows:
2017 2016
£000 £000
Opening fair value of scheme assets 214,933 199,045
Interest income 5,689 7,910
Cash flows
Contribution by the employer - -
Benefit payments (8,213) (6,671)
Administration expenses (237) (166)
Increase due to plan combinations - 1,613
Remeasurements
Return on plan assets (excluding interest income) 14,139 12,202
Closing fair value of scheme assets 226,311 214,933
Hiscox Ltd Report and Accounts 2017 145



89 Financial summary
Notes to the consolidated
financial statements

29 Employee retirement benefit obligations continued
Areconciliation of the present value of scheme obligations of the scheme is as follows:

2017
£000

2016
£000

Opening present value of scheme obligations 271,072 199,120
Interest expense 7,208 7,916
Cash flows
Benefit payments (8,213)  (5,671)
Increase due to plan combinations - 1,613
Remeasurements
Changes in financial assumptions 3,736 68,094
Closing present value of scheme obligations 273,803 271,072
Additional memorandum information at the end of the current and previous six accounting periods is presented below:
2017 2016 2015 2014 2013 2012 2011
£000 £000 £000 £000 £000 £000 £000
Present value of scheme obligations 273,803 271,072 199,120 227,375 179,479 173,420 155,685
Fair value of scheme assets (226,311) (214,933) (199,045) (195,209) (185,666) (156,513) (140,517)
Present value of unfunded obligations/(surplus
scheme assets) 47,492 56,139 75 32,166 (6,187) 16,907 15,168
Effect of asset ceiling/onerous liability - — — — 10,553 — —
Gross liability recognised on balance sheet 47,492 56,139 75 32,166 4,366 16,907 —

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

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

2017
years

2016
years

Male 28.6 28.5
Female 29.8 29.7
The average life expectancy in years of a pensioner retiring at 60, 15 years after the balance sheet date, is as follows:
2017 2016
years years
Male 29.9 29.8
Female 31.2 31.1

The weighted average duration of the defined benefit obligation at 31 December 2017 was 23.2 years (2016: 23.0 years).
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29 Employee retirement benefit obligations continued
Other principal actuarial assumptions are as follows:

2017 2016

% %
Discount rate 2.6 2.7
Inflation assumption (RPI) 3.1 3.2
Inflation assumption (CPI) 241 2.2
Pension increases &1 3.2

The scheme operates under UK trust law and the Trust is a separate legal entity from the Group. The scheme is governed by a board
of trustees, comprised of member and employee trustees. The trustees are required by law to act in the best interests of scheme
members and are responsible for setting certain policies together with the principal employer. The scheme is funded by the Group
when required. Funding of the scheme is based on a separate actuarial valuation for funding purposes for which the assumptions
may differ from the assumptions above. Funding requirements are formally set out in the statement of funding principles, schedule
of contributions and recovery plan agreed between the trustees and the Company.

The triennial valuation carried out as at 31 December 2014 resulted in a surplus position of £8.6 million on a funding basis. The Group
is therefore not required to currently make any contributions to the pension scheme.

The expected return on scheme assets is based on historical data and management’s expectations of long-term future returns. While
management believes that the actuarial assumptions are appropriate, any significant changes to those could affect the balance sheet
and income statement. For example, an additional one year of life expectancy for all scheme members would increase the scheme
obligations by £9,420,000 at 31 December 2017 (2016: £9,281,000), and would increase the recorded net deficit on the balance sheet
by £9,420,000 (2016: £9,281,000).

The most sensitive and judgemental assumptions are the discount rate and inflation. These are considered further below.

CPl revaluation in deferment is used for contracted-out members. Contracted-in members are linked to RPI as well as for all pension
in payment increase.

The Group has estimated the sensitivity of the net obligation recognised in the consolidated balance sheet to isolated changes
in these assumptions at 31 December 2017 as follows:

PI(')efsuenTu\rﬁgg Present value /(iineccrreeaassee)
obligations of unfunded in obligation
before change obligations recognised on
inassumption afterchange balance sheet
£000 £000 £000
Effect of a change in discount rate
Use of discount rate of 2.85% 47,492 32,480 15,012
Use of discount rate of 2.35% 47,492 63,719 (16,227)
Effect of an increase in inflation
Use of RPI inflation assumption of 3.35% 47,492 54,075 (6,583)
Use of RPI inflation assumption of 2.85% 47,492 41,288 6,204
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30 Earnings per share
Basic earnings per share are calculated by dividing the profit attributable to equity holders of the Company by the weighted average
number of shares in issue during the year, excluding ordinary shares held by the Group and held in treasury as own shares.

Basic 2017 2016
Profit for the year attributable to the owners of the Company (£000) 26,310 336,986
Weighted average number of ordinary shares (thousands) 281,964 281,175
Basic earnings per share (pence per share) 9.3p 119.8p
Diluted

Diluted earnings per share is calculated adjusting for the assumed conversion of all dilutive potential ordinary shares. The Company
has one category of dilutive potential ordinary shares, share options and awards. For the share options, a calculation is made to
determine the number of shares that could have been acquired at fair value (determined as the average annual market share price

of the Company’s shares) based on the monetary value of the subscription rights attached to outstanding share options. The number
of shares calculated as above is compared with the number of shares that would have been issued assuming the exercise of the
share options.

2017 2016
Profit for the year attributable to the owners of the Company (£000) 26,310 336,986
Weighted average number of ordinary shares in issue (thousands) 281,964 281,175
Adjustments for share options (thousands) 9,065 9,402
Weighted average number of ordinary shares for diluted earnings per share (thousands) 291,029 290,577
Diluted earnings per share (pence per share) 9.0p 116.0p

Diluted earnings per share has been calculated after taking account of 8,292,818 (2016: 8,653,254) Performance Share Plan awards
and 772,427 (2016: 748,600) options under SAYE schemes.

31 Dividends paid to owners of the Company

2017 2016
£000 £000

Final dividend for the year ended:
31 December 2016 of 19.0p (net) per share 53,578 -
Second interim dividend for the year ended:

31 December 2015 of 32.0p (net) per share - 89,674
Interim dividend for the year ended:

31 December 2017 of 9.5p (net) per share 26,878 -

31 December 2016 of 8.5p (net) per share - 24,260

80,456 113,934

The final dividend for the year ended 31 December 2016 was either paid in cash or issued as a scrip dividend equivalent of 19p per share.
The final dividend for the year ended 31 December 2016 was paid in cash of £51,246,000 and 251,000 shares for the scrip dividend.

The second interim dividend for the year ended 31 December 2015 was comprised of a final dividend equivalent of 16p per share,
and an additional return of capital of 16p per share. No scrip dividend alternative was offered.

The interim dividends for 2017 and 2016 were either paid in cash or issued as a scrip dividend at the option of the shareholder. The
interim dividend for the year ended 31 December 2017 was paid in cash of £25,799,000 (2016: £22,983,000) and 108,769 shares for
the scrip dividend (2016: 119,302).

The Board has declared a final dividend of 19.5p per share to be paid on 12 June 2018 to shareholders on the register at 11 May 2018,
taking the total ordinary dividend per share for the year to 29.0p (2016: 27.5p).

When determining the level of dividend each year, the Board considers the ability of the Group to generate cash; the availability of

that cash in the Group, while considering constraints such as regulatory capital requirements; and the level required to invest in the
business. This is a progressive policy and is expected to be maintained for the foreseeable future.
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32 Contingencies and guarantees
The Group’s subsidiaries are, like most other insurers, continuously involved in legal proceedings, claims and litigation in the normal
course of business.

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

The following guarantees have also been issued:

(@)

Hiscox Dedicated Corporate Member Limited (HDCM) and Hiscox Capital Ltd (HCL) provide assets under a Security and
Trust Deed charged to Lloyd’s of London, to meet any liabilities they occur from their interest in Syndicates 33 and 3624.

At 31 December 2017, HDCM held £323 million of investments, £5 million of cash and a $5 million letter of credit in favour of
Lloyd’s of London under this arrangement. At 31 December 2017, HCL held £485 million of investments, £6 million of cash
and a $5 million Letter of Credit in favour of Lloyd’s of London under this arrangement.

Security and Trust Deeds were established for HCL on 25 April 2017 to replace the existing HCL and Hiscox Ltd Deeds

of covenant which previously were used to meet HDCM obligations at Lloyd’s. The obligations in respect of these Deed

of covenants were secured by a fixed and floating charge over investments and other assets of the company in favour of
Lloyd’s. The total guarantee given under these Deeds of covenant (subject to limitations) at 31 December 2016 amounted

to £29 million in respect of Hiscox Ltd supported by £34 million of investments and US$486 million in respect of HCL supported
by US$369 million of investments. Additionally at 31 December 2016, HDCM held £221 million of investment securities and
£38 million of cash in favour of Lloyd’s.

Hiscox plc continued with its Letter of Credit and revolving credit facility with Lloyds Banking Group, as agent for a syndicate of
banks, at US$500 million (2016: US$500 million) which may be drawn in cash (under a revolving credit facility), Letter of Credit
or acombination thereof. The terms also provide that upon request the facility may be drawn in a currency other than US Dollar.
At 31 December 2017 US$10.0 million (2016: US$10.0 million) was utilised by way of Letter of Credit to support the Funds at
Lloyd’s requirement and no cash drawings were outstanding (2016: £nil).

Hiscox Insurance Company Limited has arranged a Letter of Credit of £50,000 (2016: £50,000) with NatWest Bank plc to
support its consortium activities with Lloyd’s the arrangement is collateralised with cash of £50,000 (2016: £50,000).

The Council of LIoyd’s has the discretion to call a contribution of up to 3% of capacity if required from the managed Syndicates.

As Hiscox Insurance Company (Bermuda) Limited (Hiscox Bermuda) is not an admitted insurer or reinsurer in the US, the
terms of certain US insurance and reinsurance contracts require Hiscox Bermuda to provide Letters of Credit or other terms
of collateral to clients. Hiscox Bermuda has in place a Letter of Credit Reimbursement and Pledge Agreement with Citibank
for the provision of a Letter of Credit facility in favour of US ceding companies and other jurisdictions, and also Letter of Credit
facility agreements with National Australia Bank and Commerzbank AG. The agreements combined are a three-year secured
facility that allowed Hiscox Bermuda to request the issuance of up to US$400 million in Letters of Credit (2016: US$400 million).
Letters of Credit issued under these facilities are collateralised by cash, US government and corporate securities of Hiscox
Bermuda. Letters of Credit under these facilities totalling US$100.7 million were issued with an effective date of 31 December
2017 (2016: US$95.9 million on a US$400 million facility) and these were collateralised by US government and corporate
securities with a fair value of US$115.8 million (2016: US$109.1 million). In addition, Hiscox Bermuda holds US$659.5 million
(2016: US$468.0 million) of restricted cash and marketable securities collateralising reinsurance obligations.

Hiscox Europe Underwriting Limited has arranged bank guarantees with respect to their various office deposits for a total
of €207,000 (2016: €207,000). These guarantees are held with ING Bank (Belgium) for €14,000 (2016: €14,000), ABN Amro
(Netherlands) for €33,000 (2016: €33,000) and HypoVereinsbank-UniCredit (Germany) for €160,000 (2016: €160,000).

Hiscox S.A. has arranged a bank guarantee with respect to the office in Luxembourg with a value of €42,000 (2016: €nil).
This guarantee is held with ING Bank (Luxembourg).
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33 Capital and lease commitments

Capital commitments

The Group’s capital expenditure contracted for at the balance sheet date but not yet incurred for property, plant, equipment and
software development was £1,200,000 (2016: £1,881,000).

Operating lease commitments

The Group acts as both lessee and lessor in relation to various offices in the UK and overseas which are held under non-cancellable
operating lease agreements. The leases have varying terms, escalation clauses and renewal rights. The Group also has payment
obligations in respect of operating leases for certain items of office equipment. Operating lease rental expenses for the year totalled
£11,251,000 (2016: £9,236,000). Operating lease rental income for the year totalled £569,000 (2016: £448,000).

The aggregate minimum lease payments required by the Group under non-cancellable operating leases, over the expected lease

terms, are as follows:

2017
£000

2016
£000

No later than one year

Later than one year and no later than five years

Land and buildings
Office equipment and other
Land and buildings

10,127 10,

603

045
573

34,635 34,141

Office equipment and other 479 547
Later than five years Land and buildings 9,167 16,402
55,011 61,708

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

are as follows:

2017
£000

2016
£000

No later than one year 360 528

Later than one year and no later than five years - 352

Later than five years - -
360 880

34 Principal subsidiary companies of Hiscox Ltd at 31 December 2017

Company Nature of business Country

Hiscox plc*

Hiscox Insurance Company Limited

Hiscox Insurance Company (Guernsey) Limited*
Hiscox Holdings Inc.

Holding company
General insurance
General insurance
Insurance holding company

Great Britain
Great Britain
Guernsey

USA (Delaware)

ALTOHA, Inc. Holding company USA (Delaware)
Hiscox Insurance Company Inc. General insurance USA (lllinois)
Hiscox Inc. Underwriting agent USA (Delaware)
Hiscox Insurance Company (Bermuda) Limited* General insurance and reinsurance Bermuda

Hiscox Dedicated Corporate Member Limited
Hiscox Holdings Limited**

Hiscox Syndicates Limited

Hiscox ASM Ltd

Hiscox Underwriting Group Services Limited
Hiscox Capital Ltd*

Hiscox Underwriting Ltd

Hiscox Europe Underwriting Limited

Lloyd’s corporate Name
Insurance holding company
Lloyd’s managing agent
Insurance intermediary
Service company
Reinsurance

Underwriting agent
Insurance intermediary

Great Britain
Great Britain
Great Britain
Great Britain
Great Britain
Bermuda

Great Britain
Great Britain

Hiscox Société Anonyme General insurance Luxembourg
Direct Asia Insurance (Holdings) Pte Ltd Holding company Singapore
Direct Asia Insurance (Singapore) Pte Limited General insurance Singapore

*Held directly.

**Hiscox Holdings Limited held 38,030 shares in Hiscox Ltd at 31 December 2017 (2016: 38,030).

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

shares held.
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35 Related-party transactions

Details of the remuneration of the Group’s key personnel are shown in the annual report on remuneration 2017 on pages 68 to 75.
A number of the Group’s key personnel hold insurance contracts with the Group, all of which are on normal commercial terms and
are not material in nature.

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

(@) Syndicate 33 at Lloyd’s
Related-party balances between Group companies and Syndicate 33 are as follows.

Transactions in the income Balances outstanding
statement for the year ended (payable) at

31 December 31 December 31 December 31 December
2017 2016 2017 2016

£000 £000 £000 £000
Hiscox Syndicates Limited 33,630 48,775 44,018 57,833
Hiscox Group insurance carriers 26,848 54,302 98,984 31,802
Hiscox Group insurance intermediaries 7,914 6,890 (25,293) (16,336)
Other Hiscox Group companies - - 3,028 (6,626)

68,392 109,967 120,737 66,673

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

#000 #000
Gross premium income achieved through associates 64,991 234,201
Commission expense charged by associates 17,693 21,318
Amounts payable to associates at 31 December = =
Amounts receivable through associates at 31 December 32,914 58,536

Details of the Group’s associates are given in note 15.

(c) Internal reinsurance arrangements
During the current and prior year, there were a number of reinsurance arrangements entered into in the normal course of trade
between various Group companies. The related results of these transactions have been eliminated on consolidation.

36 Subsequent events

The functional currency of Hiscox Syndicate 33, Hiscox Dedicated Corporate Member Limited, Hiscox Syndicates Limited and
Hiscox Capital Ltd and the reporting currency of the Group has changed to US Dollars effective 1 January 2018. This change will
significantly reduce the volatility of the Group’s earnings due to foreign exchange movements, in particular due to translation of
foreign currency balances. Given that a significant majority of Group earnings are denominated in US Dollars, we believe that this
change will give investors and other stakeholders a clearer understanding of Hiscox’s performance over time.

The Group is currently in the process of restating the comparative data for this change.
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89 Financial summary

Five-year summary

2017 2016 2015 2014 2013
£000 £000 £000 £000 £000

Results

Gross premiums written
Net premiums written
Net premiums earned
Profit before tax

Profit for the year after tax

2,549,279 2,402,579 1,944,220 1,756,260 1,699,478
1,864,233 1,787,943 1,571,844 1,343,410 1,371,114
1,874,481 1,675,013 1,435,016 1,316,259 1,283,311
30,798 354,543 216,100 231,075 244,538
26,310 336,986 209,895 216,152 237,758

Assets employed

Intangible assets

Financial assets carried at fair value

Cash and cash equivalents

Insurance liabilities and reinsurance assets
Other net assets

137,814 123,724 126,222 105,946 72,720
3,807,143 3,792,083 2,921,685 2,828,847 2,685,054
642,789 664,816 727,880 650,651 564,375
(3,092,216) (3,047,327) (2,509,552) (2,309,854) (2,150,299)
258,897 285,157 262,694 178,616 337,611

Net assets

1,754,427 1,818,403 1,528,829 1,454,206 1,409,461

Net asset value per share (p) 618.6 649.9 545.0 462.5 402.2
Key statistics

Basic earnings per share (p) 9.3 119.8 72.8 67.4 66.3
Diluted earnings per share (p) 9.0 116.0 70.5 64.5 63.5
Combined ratio (%) 99.9 84.2 85.0 83.9 83.0
Return on equity (%) 1.5 23.0 16.0 1741 19.3
Dividends per share (p) 29.0 27.5 24.0 22.5 21.0
Share price — hight (p) 1,470.0 1,097.0 1,059.0 735.0 695.0
Share price — low' (p) 997.5 900.5 707.5 624.5 453.6

fClosing mid-market prices.
The five-year summary is unaudited.
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