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. ATRIUM 5 LIMITED

STRATEGIC REPORT

The Directors present their strategic report for the year ended 31 December 2017.
Results

The profit for the year, after taxation, amounted to $6,382k (2016: $6,193k).
Principal activity and review of the business

The Company is a wholly owned subsidiary of Atrium Underwriting Group Limited (AUGL), which also owns
Atrium Underwriters Limited (AUL), the Lloyd’s Managing Agency that manages Syndicate 609 (the
Syndicate). The Syndicate’s principal activity during the year continued to be the transaction of general
insurance and reinsurance business at Lloyd’s. The Syndicate’s combined ratio increased to 99.0% primarily
due to hurricane losses in the Caribbean and southern coast of the USA, predominately impacting the 2017
year of account

The principal activity of the Company is that of a lessor of underwriting capacity on Syndicate 609 at Lioyd’s.
The Company is itself a Corporate Underwriting Member at Lloyd’s, but is only active on the 2016 and prior
years of account. With effect from the 2017 year of account, the Company leased its underwriting capacity
to SGL No.1 Limited (SGL1), a fellow subsidiary company within the Enstar Group (Enstar).

These financial statements show a significant reduction in premium income and in technical balances as the
leased 2017 year of account is reported in these financial statements as a lease expense within the non-
technical account. The detailed technical entries are reported in the financial statements of SGL1.

SGL1 will pay the Company a lease premium equal to its share of the calendar year result of Syndicate 609
less the balance from a quota share reinsurance contract between SGL1 and Arden Reinsurance Company
Limited (Arden Re). In the event of a loss arising on the 2017 leased year of account, the lease premium is
reduced to nil and a stop loss arrangement between SGL1 and Arden Re provides protection to SGL1. The
lease premium for 2017 is an expense of $7,999k primarily due to the hurricane losses and is therefore shown
as a liability within these financial statements. The lease expense has been shown in these accounts although
the stop loss arrangement will provide cover for this expense should the 2017 year of account close with a’
loss at 31 December 2019.

The following table shows the participation on Syndicate 609 for each year of account.

2015 2016 2017 2018
Allocated Allocated Allocated Allocated
Syndicate 609 Capacity Capacity Capacity Capacity
£'000 £'000 £'000 £000

Atrium 5 Limited (Atrium 5) 107,105 107,105 - -
Leased to SGL1 - - 107,106 114,721

The Company had a reinsurance contract with Arden Re, a fellow subsidiary of Enstar, for the 2015 and 2016
years of account. For the 2017 year of account, SGL1 has entered into a similar arrangement with Arden Re.

2015 2016 2017
Company Atrium 5 Atrium 5 SGL1
Quota share 65.00% 65.00% 65.00%
Ceding commission 2.50% 2.50% 2.50%
Reinsurer’s expenses 5.00% 5.00% 5.00%
Profit commission 25.00% 25.00% 25.00%




ATRIUM 5 LIMITED

STRATEGIC REPORT (continued)

The Company measures the following Key Performance Indicators:

Year of 2017 2016 Change

account $’000 $’000 %
Gross written premium 2016 & prior 29,963 143,170 (79.07)
Net premiums earned 2016 & prior 27,204 78,011 (65.13)
Claims incurred, net of reinsurance 2016 & prior (5,943) (20,517) (71.00)
Balance on technical account 2016 & prior 16,352 5,967 174.00
Lease premium/(expense) 2017 (7,999) - -
Profit before tax 8,013 7,733 3.62

The Board has reviewed the results and KPIs of the Company and is satisfied with the development and
continued profitability of the 2016 and prior years of account. The 2017 year of account is still in the early
stages of development but it has been severely impacted by the hurricane losses. The Board has reviewed
forecasts prepared by the Syndicate for the 2017 and 2018 years of account and based on these forecasts
believes that the lease contract will be profitable for the Company.

Strategy

The Company’s strategy is to remain as a corporate member at Lloyd’s supporting Syndicate 609 by directly
holding capacity or leasing it to another company within the Enstar Group.

Principal risks & uncertainties

The Board of AUGL is responsible for the Group’s systems and controls and for reviewing their effectiveness.
The Board of AUL is responsible for the management of the systems and controls of the Syndicate, as detailed
below. Reference to “the Board” in the section below relates to the Board of AUL.

Governance

The Board recognises the critical importance of having efficient and effective risk management systems in
place but also recognises that it can only mitigate risks, and not eliminate them entirely. The Board has
developed its Own Risk and Solvency Assessment (ORSA), comprising the entirety of the processes that it
uses to identify, assess, monitor and report the risks faced by its managed Syndicate and to determine the
capital necessary to mitigate retained risks. Critical to the efficacy of the ORSA are the effective operation of
the Risk Management Framework (RMF), the Governance Structure and Atrium’s Internal Model. The RMF
incorporates the so-called “Three Lines of Defence” approach to risk management and reporting.

The RMF is the mechanism through which Atrium ensures it is implementing effective and enterprise wide
risk management practices across its business. Key to Atrium’s business is the management of risk, return
and capital, against which all significant strategic and operational business decisions are evaluated. Over
many years Atrium has established systems of governance and risk management that enable it to manage its
business prudently. The RMF is the articulation of these systems of risk management and governance and
how the various elements interact.

The RMF encompasses the broad range of activities undertaken across the organisational hierarchy to ensure
that risks are managed appropriately, spanning from the high level strategy set by the Board to the day to
day underwriting decisions being made by Syndicate staff and the controls in place to govern these. The RMF
can be illustrated as follows:
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STRATEGIC REPORT (continued)

Strategy: This describes Atrium’s strategy setting process and explains how this filters down through the
organisation; incorporating the Syndicate’s Business Strategy, Risk Strategy, Business Plan, Risk Policy
Statement and Risk Policies.

Business Activities: The individual Syndicate and agency business units are responsible for implementing the

strategy and business plans in accordance with the framework set out in the risk policies. The people,
controls, management information, processes and senior management oversight in place across the business
units serve as the “First Line of Defence” in the RMF.

Risk Governance Structure: The Board has established a Risk Governance Structure in order to ensure that
risk is appropriately identified, monitored, managed and reported across the organisation; to review the
activities of the business units; and to ensure that the RMF is effectively designed, implemented and
governed. The Risk Governance Structure is comprised of the Executive Risk Committee (ERC), which fulfils
the role of Atrium’s Risk Management Function, and its three Risk Sub-Committees, discussed further, below.

Independent Assurance: Atrium has in place a Compliance function and an Actuarial function in addition to
the Risk Management Function (fulfilled by the ERC as referenced in the previous paragraph). These functions
have specific responsibilities documented in their terms of reference and are staffed by fit and proper
individuals with suitable qualifications, expertise and experience. The activities of these functions seek to
provide the Board with assurance as to the appropriateness and effectiveness of the various elements of the
RMF, the internal control environment, and the calculation of capital. There are a number of risk
management tools which support independent assessment and reporting of risk. Taken together this
Independent Assurance comprises the “Second Line of Defence”.

Independent Oversight: The RMF provides for independent oversight and challenge via the operation of the
Internal Audit Function as well as the Audit Committee and Risk Committee, both of which are Committees
of the Board with membership comprised of Non Executive Directors. Together these three groups provide
the “Third Line of Defence”. The Risk Committee is charged with providing independent oversight and review
of Atrium’s RMF and its constituent parts whilst the Audit Committee, along with its broader responsibilities
for the financial statements and financial reporting process, has oversight of internal controls and the Internal
Audit function.

Executive Risk Committee (ERC)
Atrium’s Risk governance structure is comprised of the ERC and its three Risk Sub-Committees.

The ERC fulfils the Risk Management function, and coordinates the risk management activities conducted for
the Agency’s managed Syndicate. It is responsible for ensuring that the RMF, and Internal Model, operates
effectively, and for maintaining an aggregated and holistic view of risks to the Syndicate in which the
Company participates in and reporting on them to the Board, committees and management as appropriate.
It also ensures that there is robust and effective management, governance and oversight of Atrium’s Internal
Model which is used to set capital and is also widely used within the business.

To support delivery of the ERC’s responsibilities, there are three Risk sub-committees, each being responsible
for oversight, review and challenge of the activities of the Syndicate and in particular ensuring that activities
are within risk policies, that risks are suitably identified, monitored and reported, and that appropriate
contingency plans are in place.

The principal risks to which the Syndicate in which the company participates in is exposed are discussed
below together with the mitigation techniques adopted. For clarity, the risks are analysed by reference to
the Risk Sub-Committees that have responsibility for the relevant risk area.
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STRATEGIC REPORT (continued)

Insurance Risk Sub-Committee (IRSC)

The IRSC is responsible for oversight of insurance risk which includes underwriting, claims, reserving, and
reinsurance.

Underwriting risk is the risk that future losses are greater than allowed for within premiums. This could be
due to natural fluctuations in claims frequencies and severities, changes in economic and judicial
environments, anti-selection, inappropriate premium estimation or catastrophic loss activity.

Reserving risk is the risk that we have insufficient provision for losses that have already occurred.

Underwriting risk is mitigated through numerous controls including underwriter peer review, authority limits,
independent review of risks written, and purchase of an appropriate reinsurance programme. The Business
Forecast of the Syndicate in which the company participates in completed annually and stipulates those
classes of business and concentration by class that will be written during the forthcoming year. It is reviewed
by the IRSC and approved by the Board prior to being submitted to the Lloyd’s Franchise Board for approval.
Actual performance during the year is monitored by reference to the Syndicate Business Forecast.
Insurance Risk Sub-Committee (IRSC) (continued)

The risk of catastrophic claims is mitigated by the Syndicate having a defined risk appetite which determines
the net loss that it intends to retain for major catastrophe events and where deemed appropriate,
reinsurance is purchased to limit the impact of losses. Although the likelihood of occurrence is considered to
be remote, there may be circumstances where the loss from a particular catastrophe event exceeds the net
risk appetite perhaps due to the occurrence of a loss that has not been considered or where the reinsurance
purchased proves to be insufficient.

Reserving risk is mitigated by the robust reserve adequacy exercise that is performed on a quarterly basis by
the Actuarial Function and approved by the Board. The quarterly exercise involves a review of the paid and
outstanding claims and an assessment of the appropriate provision for incurred but not reported (IBNR)
claims. The reserves are considered by the IRSC and approved by the Board. The reserving is carried out based
on historical development data, the claims environment and information provided by lawyers and third party
claims adjusters. Although a thorough review is carried out the reserves carried may be more or less than
adequate to meet the final cost of claims.

The IRSC also reviews the proposed reinsurance programme that is used to protect capital from frequency
and severity of losses that may be sustained through underwriting the varied lines of business written. The
review includes analysis of the reinsurance cover being purchased, assessment of the proposed
counterparties and the results of the Internal Model.

Financial Risk Sub-Committee (FRSC)

The FRSC is responsible for oversight of financial risks and the steps taken to mitigate them as they arise from
investments, asset/liability management, credit, liquidity and concentration risks. These risks are discussed
further below.

Investment risk is the risk that the earnings of the Syndicate in which the Company participates are affected
by changes in the value of the investment portfolio; such changes in value may be driven by changes in the
economic and political environment and by movements in interest and foreign exchange rates. Atrium
manages the Syndicate’s investments in accordance with investment guidelines established by the Board that
are reviewed on a regular basis. The FRSC monitors the performance of the external investment manager
and the custodians responsible for the safekeeping of the investments, and reports regularly to the Board.
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STRATEGIC REPORT (continued)

Financial Risk Sub-Committee (FRSC) (continued)

Asset/liability mis-match is the risk that the Syndicate in which the company participates in could incur a loss
through inadequate matching of its investments with its insurance liabilities. Due to the short-tail nature of
the majority of these liabilities, the Syndicate does not seek to achieve a precise matching with the
investment portfolio, instead developing an investment duration guideline that is broadly in line with the
average payment profile of the liabilities. However, the Syndicate substantially mitigates exposures to
currency mis-match by investing premiums in the currency in which subsequent claims are most likely to be
incurred and periodic rebalancing to ensure that these remain appropriate for the liabilities. The majority of
the Syndicate’s business is denominated in US dollars and accordingly the substantial part of the investment
portfolio is in US dollar denominated investments.

The key aspect of credit risk is the risk of default by one or more of the reinsurers of the Syndicate in which
the company participates in, their investment counterparties, or insurance intermediaries. Reinsurance is
placed with those reinsurers that comply with the Atrium reinsurance policy. The exposure to credit risk in
the investment portfolio is mitigated through adherence to the investment guidelines which require the
Syndicate’s investment portfolios to be held in government and corporate debt with a high credit quality
rating and with a relatively short duration, thus substantially mitigating the risk of sustaining losses from
default. Exposure to intermediaries is mitigated by rigorous review of new intermediaries, contractual terms
of business, regulated or segregated client accounts, monitoring of balances and credit control procedures.

Liquidity risk is the risk that the Syndicate in which the company participates in will not be able to meet its
short term liabilities as they fall due, owing to a shortfall in cash. This risk is mitigated through holding
invested funds in high credit quality and short duration investments, and cash-flow projections are also
reviewed on a regular basis. The need for overdraft facilities in case of un-projected cash flow deficit is also
reviewed regularly.

Concentration risk is the exposure to loss that could arise if the bulk of the amounts recoverable by the
Syndicate were dependent on a limited number of reinsurers, or if investments were restricted to limited
numbers of counterparties or sectors. The risk is mitigated by restricting the permitted cessions to individual
reinsurers for any one underwriting year and through the investment guidelines which limit exposure to
individual investment counterparties and sectors.

Operational Risk Sub-Committee (ORSC)

The ORSC is responsible for oversight of the exposures to operational, group, conduct and regulatory risks,
of the Syndicate in which the company participates.

Operational risk includes exposure to loss from errors caused by people, processes or systems, group risk and
emerging risks. The Company seeks to manage these risks by operating a control based environment which
consists of documented procedures, segregation of duties and appropriate levels of review.

Regulatory risk is the risk of loss owing to a breach of regulatory requirements or failure to respond to
regulatory change. The Company has a Compliance Officer and team who monitor regulatory developments
and assess the impact on Company policy and maintain an ongoing open dialogue with both regulators and
Lloyd’s. They also carry out a compliance monitoring programme.

Conduct Risk is the risk that as part of writing and servicing insurance policies the Syndicate fails to pay due
regard to the interests of its customers. This is mitigated through the application of Atrium’s conduct risk
policy and procedures and through staff’s adherence to Atrium’s Code of Business Principles and Ethics.
Atrium is committed to conducting its activities and stakeholder relationships in a fair and honest manner
and the highest standard of conduct, professionalism and integrity is expected from all of its employees, with
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Operational Risk Sub-Committee (ORSC) (continued)

due regard paid at all levels of the organisation to ensuring fair outcomes for customers. Key controls include
training of staff, embedding of the consideration of conduct risk as part of the business planning process and
through the product life-cycle and Board and governance oversight and reporting. The ORSC fulfils the role
of a “product oversight group” providing customer challenge and perspective to Atrium’s products.

Regular reviews are performed by the Internal Audit department to ensure that deviations from the
Company’s policies and control weaknesses, are identified and reported to the appropriate level of
management and the Audit Committee when considered necessary.

Brexit: The UK government invoked Article 50 in March 2017 which would mean that without any extensions
the UK will formally leave the EU in March 2019. This has implications on the Syndicate’s ability to write EU
business without any further agreements between the UK and the EU. Whilst this is only a small proportion
of the Syndicate’s overall business, this could impact the Company. AUL, on behalf of the Company and other
members of the Syndicate, has worked closely with Lloyd’s on a contingency utilising the EU insurer Lioyd’s
is setting up in Belgium. In addition AUL has worked on further contingency arrangements to continue to be
able to offer insurance to EU customers. As a result AUL is confident that the Syndicate’s future performance
will not be materially impacted by Brexit.

Group Risk is the risk that decisions taken by other members of the group or the performance of other group
companies may impact the Company. Following the lease of the 2017 year of account to SGL1, the Company

faces the risk that decisions taken by SGL1 may impact the Company. Group risk is mitigated by the Board of
Enstar, which manages its subsidiaries on a unified basis.

By order of the board

JRF Lee
Director
12 June 2018
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DIRECTORS’ REPORT

The Directors present their report for the year ended 31 December 2017.
Dividends

The Directors do not recommend a final dividend, making the total dividends paid in the year Snil {2016:
$12,000k).

Directors and officers of the Company

The current directors of the Company are disclosed on page 1. There were no director appointments or
resignations during the year.

Events since the balance sheet date

There have been no significant events since the balance sheet date.

Going concern

Following consideration, the Directors have a reasonable expectation that the Company has adequate
resources to continue in operational existence for at least a twelve month period from the date of issue of
these financial statements. For this reason they continue to adopt the going concern basis in preparing the
financial statements.

Political donations

The Company made no political donations during the year (2016: $nil).

Financial risk management

The risk management of the Company has been detailed within the Strategic Report on page 2.
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DIRECTORS’ REPORT (continued)

Disclosure of information to the auditor

So far as each person who was a director at the date of approving this report is aware, there is no relevant
audit information, being information needed by the auditor in connection with preparing its report, of which
the auditor is unaware. Having made enquiries of fellow directors and the Company’s auditor, each director
has taken all the steps that he is obliged to take as a director, in order to make himself aware of any relevant
audit information and to establish that the auditor is aware of that information.

Re-appointment of auditor

The Board of Directors re-appointed KPMG LLP as the Company auditor for the year ending 31 December
2018. KPMG LLP have indicated their willingness to continue in office as the Company auditor.

i

By order of the board

W

JRF Lee
Director
12 June 2018
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES IN RESPECT OF THE STRATEGIC REPORT, THE DIRECTORS’
REPORT AND THE FINANCIAL STATEMENTS

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

Company law requires the Directors to prepare financial statements for each financial year. Under that law
they have elected to prepare the financial statements in accordance with UK accounting standards and
applicable law (UK Generally Accepted Accounting Practice), including FRS 102 The Financial Reporting
Standard applicable in the UK and Republic of Ireland.

Under company law the Directors must not approve the financial statements unless they are satisfied that
they give a true and fair view of the state of affairs of the Company and of the profit or loss of the Company
for that period. In preparing these financial statements, the Directors are required to:

e select suitable accounting policies and then apply them consistently;
o make judgements and estimates that are reasonable and prudent;

e state whether applicable UK accounting standards have been followed, subject to any material
departures disclosed and explained in the financial statements;

o assess the Company’s ability to continue as a going concern, disclosing, as applicable, matters related to
going concern; and

e use the going concern basis of accounting unless they either intend to liquidate the Company or to cease
operations, or have no realistic alternative but to do so.

The Directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the Company’s transactions and disclose with reasonable accuracy at any time the financial posit'ion
of the Company and enable them to ensure that the financial statements comply with the Companies Act
2006. They are responsible for such internal control as they determine is necessary to enable the preparation
of financial statements that are free from material misstatement, whether due to fraud or error, and have
general responsibility for taking such steps as are reasonably open to them to safeguard the assets of the
Company and to prevent and detect fraud and other irregularities.

10
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF ATRIUM 5 LIMITED
Opinion .

We have audited the financial statements of Atrium 5 Limited (“the company”) for the year ended 31 December 2017
which comprise the income statement, balance sheet and statement of changes in equity and related notes, including
the accounting policies in note 5.

In our opinion the financial statements:

e give a true and fair view of the state of the company’s affairs as at 31 December 2017 and of its profit for the year
then ended;

e have been properly prepared in accordance with UK accounting standards, including FRS 102 The Financial
Reporting Standard applicable in the UK and Republic of Ireland; and

e have been prepared in accordance with the requirements of the Companies Act 2006.
Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)”) and applicable law.
Our responsibilities are described below. We have fulfilled our ethical responsibilities under, and are independent of
the company in accordance with, UK ethical requirements including the FRC Ethical Standard. We believe that the audit
evidence we have obtained is a sufficient and appropriate basis for our opinion.

Going concern

We are required to report to you if we have concluded that the use of the going concern basis of accounting is
inappropriate or there is an undisclosed material uncertainty that may cast significant doubt over the use of that basis
for a period of at least twelve months from the date of approval of the financial statements. We have nothing to report
in these respects.

Strategic report and directors’ report

The directors are responsible for the strategic report and the directors’ report. Our opinion on the financial statements
does not cover those reports and we do not express an audit opinion thereon. :

Our responsibility is to read the strategic report and the directors’ report and, in doing so, consider whether, based on
our financial statements audit work, the information therein is materially misstated or inconsistent with the financial
statements or our audit knowledge. Based solely on that work:

e we have not identified material misstatements in the strategic report and the directors’ report;

e in our opinion the information given in those reports for the financial year is consistent with the financial
statements; and

e in our opinion those reports have been prepared in accordance with the Companies Act 2006.

Matters on which we are required to report by exception
Under the Companies Act 2006 we are required to report to you if, in our opinion:

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

o the financial statements are not in agreement with the accounting records and returns; or
¢ certain disclosures of directors’ remuneration specified by law are not made; or
e we have not received all the information and explanations we require for our audit.

We have nothing to report in these respects.

11
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF ATRIUM 5 Limited
(Continued)

Directors’ responsibilities

As explained more fully in their statement set out on page 10, the directors are responsible for: the preparation of the
financial statements and for being satisfied that they give a true and fair view; such internal control as they determine
is necessary to enable the preparation of financial statements that are free from material misstatement, whether due
to fraud or error; assessing the company’s ability to continue as a going concern, disclosing, as applicable, matters
related to going concern; and using the going concern basis of accounting unless they either intend to liquidate the
company or to cease operations, or have no realistic alternative but to do so.

Auditor’s responsibilities

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

A fuller description of our responsibilities is provided on the FRC’s website at www.frc.org.uk/auditorsresponsibilities.

The purpose of our audit work and to whom we owe our responsibilities

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

W

David Maddams (Senior Statutory Auditor)

for and on behalf of KPMG LLP, Statutory Auditor
Chartered Accountants

15 Canada Square

London E145GL

12 June 2018
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ATRIUM 5 LIMITED

INCOME STATEMENT
For the year ended 31 December 2017

TECHNICAL ACCOUNT — GENERAL BUSINESS

Note

Gross premiums written 7
Outward reinsurance premiums

Net premiums written

Change in the gross provision for unearned premiums
Change in the provision for unearned premiums, reinsurers’
share

Change in the net provision for unearned premiums

Earned premiums, net of reinsurance

A_llocated investment return transferred from the
non-technical account 13

Claims paid
Gross amount
Reinsurers’ share

Net claims paid
Change in the provision for claims

Gross amount
Reinsurers’ share

Change in the net change in provision for claims

Claims incurred, net of reinsurance
Net operating expenses ' 10

Balance on the technical account for general business 7

All operations relate to continuing activities.

The attached notes form an integral part of these financial statements.

13

2017 2016
$'000 $’000
29,963 143,170
(54,221) (62,204)
(24,258) 80,966
53,631 (2,733)
(2,169) (222)
51,462 (2,955)
27,204 78,011
2,654 3,245
(55,335) (52,070)
35,971 26,673
(19,364) (25,397)
39,786 (14,521)
(26,365) 19,401
13,421 4,880
(5,943) (20,517)

(7,563) (54,772)

16,352 5,967 -




ATRIUM 5 LIMITED

INCOME STATEMENT
For the year ended 31 December 2017

NON-TECHNICAL ACCOUNT

Balan;e on the general business technical account
Lease (expense)/premium

Investment income

Net unrealised losses on investments

Foreign exchange gains

Investment expenses and charges

Other charges, including amortisation

Allocated investment return transferred to the general

business technical account

Profit on ordinary activities before tax

Tax on profit on ordinary activities

Profit on ordinary activities after tax

All operations relate to continuing activities.

Note

13

13

13

14

15

The attached notes form an integral part of these financial statements.
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2017 2016
$’000 $’000
16,352 5,967
(7,999) -
4,162 4,253
(669) (573)
1,197 3,181
(839) (435)
(1,537) (1,415)
(2,654) (3,245)
8,013 7,733
(1,631) (1,540)
6,382 6,193




ATRIUM 5 LIMITED

BALANCE SHEET
At 31 December 2017
Note 2017 2016
$'000 $'000
Assets
Intangible assets
Purchased syndicate capacity 17 2,945 3,247
Investments 18 205,731 182,230
Reinsurers’ share of technical provisions
Provision for unearned premiums 23 437 2,933
Claims outstanding 23 58,345 77,460
58,782 80,393
Debtors
Arising out of direct insurance operations 5,175 40,892
Arising out of reinsurance operations 24,730 48,013
Amounts owed by parent undertakings 61 4,889
Other debtors 29,997 ' 8,819
19 59,963 102,613
Other assets
Cash at bank and in hand 13,404 39,886
Overseas deposits 23,848 22,883
37,252 62,769
Prepayments and accrued income
Accrued interest 1,771 1,904
Deferred acquisition costs 20 3,426 19,901
5,197 21,805
Total assets ) 369,870 453,057

The attached notes form an integral part of these financial statements.
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ATRIUM 5 LIMITED

BALANCE SHEET
At 31 December 2017

Note 2017 2016
$’000 $’000
Liabilities
Capital and reserves
Called up share capital 21 - -
Retained earnings 19,187 12,805
Shareholders’ equity 19,187 12,805
Technical provisions
Provision for unearned premiums . 23 9,156 61,862
Claims outstanding 23 178,206 213,490
187,362 275,352
Deferred tax liability 15(d) 3,205 3,607
Deposits received from reinsurers 4,153 3,816
Creditors
Arising out of direct insurance operations 2,297 3,659
Arising out of reinsurance operations 94,858 107,883
Amounts owed to group undertakings 26,189 30,460
Other creditors 30,981 14,003
24 154,325 156,005
Accruals and deferred income 1,638 1,472
Total liabilities 369,870 453,057

The attached notes form an integral part of these financial statements.

The financial statements were approved by the Board of Directors on 12 June 2018 and signed on its behalf
by:

JRF Lee
Director Company No: 2861145
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ATRIUM 5 LIMITED

STATEMENT OF CHANGES IN EQUITY
As at 31 December 2017

Share Retained Total

capital earnings equity

$’000 $’000 $’000

" Balance as at 1 January 2016 - 18,612 18,612
Profit for the year - 6,193 6,193
Dividends - (12,000) (12,000)
Balance as at 31 December 2016 - 12,805 12,805
Profit for the year - 6,382 6,382
Dividends - - -
Balance as at 31 December 2017 - 19,187 19,187

The attached notes form an integral part of these financial statements.
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ATRIUM 5 LIMITED

NOTES TO THE FINANCIAL STATEMENTS
31 December 2017

1. GENERAL INFORMATION

The principal activity of the Company is that of a lessor of underwriting capacity on Syndicate 609 at Lloyd's.
The Company is itself a Corporate Underwriting Member at Lloyd’s, but is only active on the 2016 and prior
years of account. With effect from the 2017 year of account, the Company leased its underwriting capacity
to SGL No.1 Limited (SGL1), a fellow subsidiary company within the Enstar Group (Enstar).

The Company is limited by shares and is incorporated in the United Kingdom. The address of its registered
office is Room 790, Lloyd’s, 1 Lime Street, London, EC3M 7DQ.

2. STATEMENT OF COMPLIANCE

These financial statements have been prepared in accordance with the applicable Accounting Standards in
the United Kingdom including Financial Reporting Standard 102, ‘The Financial Reporting Standard applicable
in the United Kingdom and the Republic of Ireland’ (FRS 102) as issued in August 2014 and Financial Reporting
Standard 103, ‘Insurance contracts’ (FRS 103) as issued in March 2014.

The financial statements are also prepared in accordance with the special provisions relating to insurance
companies in Schedule 3 of the Large and Medium-sized Companies and Groups (Accounts and Reports)
Regulation 2008 made under the Companies Act 2006, and include statements of the transactions, assets
and liabilities of the Syndicate in which the Company participates as a corporate member at Lloyd’s.

3. BASIS OF PREPARATION

The financial statements have been prepared on the historical cost basis with the exception of financial assets
which are measured at fair value through profit or loss.

The financial statements have been prepared using the annual basis of accounting. Under the annual basis
of accounting a result is determined at the end of each accounting period reflecting the profit or loss from
providing insurance coverage during that period and any adjustments to the profit or loss of providing
insurance cover during earlier accounting periods.

The Syndicate in which the Company participates is managed and controlled by its managing agent. The
accounting information in respect of this participation has been provided by the managing agent and has
been audited by the Syndicate’s auditors. Information in respect of the Company’s participations on the
managed Syndicate is available directly from the Syndicate accounting records.

The result of the leased underwriting from SGL1 for the 2017 year of account, net of the quota share contract
with Arden, is presented on a single line in the income statement as a lease premium/(expense) and in the
balance sheet under amounts due to group undertakings and is further explained in note 8.

FRS 102 allows a qualifying entity certain disclosure exemptions. A qualifying entity is defined as a member
of a group that prepares publicly available financial statements, which give a true and fair view, in which that
member is consolidated. Atrium 5 Limited is a qualifying entity as its results are consolidated into the financial
statements of Enstar Group Limited which are publicly available.

As a qualifying entity, the Company has taken exemption from the requirement to prepare a statement of
cash flows as required by paragraph 3.17(d) of FRS 102.
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4. USE OF JUDGMENTS AND ESTIMATES

In preparing these financial statements, the Directors of the Company have made judgements, estimates and
assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities,
income and expenses of the Syndicate in which the Company participates. Actual results may differ from
these estimates. Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
estimates are recognised prospectively.

The measurement of the provision for claims outstanding involves judgments and assumptions about the
future that have the most significant effect on the amounts recognised in the financial statements.

The provision for claims outstanding comprises the estimated cost of settling all claims incurred but unpaid
at the balance sheet date, whether reported or not. This is a judgemental and complex area due to the
subjectivity inherent in estimating the impact of claims events that have occurred but for which the eventual
outcome remains uncertain. In particular, judgment is applied when estimating the value of amounts that
should be provided for claims that have been incurred at the reporting date but have not yet been reported
(IBNR) to the Syndicate.

The amount included in respect of IBNR is based on statistical techniques of estimation applied by the in
house actuaries and reviewed by external consulting actuaries. These techniques generally involve projecting
from past experience the development of claims over time in view of the likely ultimate claims to be
experienced and for more recent underwriting, having regard to variations in business accepted and the
underlying terms and conditions. The provision for claims also includes amounts in respect of internal and
external claims handling costs. For the most recent years, where a high degree of volatility arises from
projections, estimates may be based in part on output from rating and other models of business accepted
and assessments of underwriting conditions.

In arriving at the level of claims provisions a margin is applied over and above the actuarial best estimate so
no adverse run-off deviation is envisaged. Further information about the risk that the provision for claims
outstanding could be materially different from the ultimate cost of claims settlement is included in note 6.

The useful life of intangible assets has a significant risk of causing a material adjustment to the carrying
amount of assets within the next financial year which are discussed in more detail in note 5(m).

5. SIGNIFICANT ACCOUNTING POLICIES

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

The areas involving a higher degree of judgement or complexity, or areas where assumptions and estimates
are significant to the financial statements are disclosed in note 4.

(a) Insurance classification

The Syndicate’s contracts are classified at inception, for accounting purposes, as insurance contracts. A
contract that is classified as an insurance contract remains an insurance contract until all rights and
obligations are extinguished or expire. Insurance contracts are those contracts that transfer significant
insurance risk, if and only if, an insured event could cause an insurer to make significant additional benefits
in any scenario, excluding scenarios that lack commercial substance. Such contracts may also transfer
financial risk.
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S. SIGNIFICANT ACCOUNTING POLICIéS (continued)
(b) Gross premiums written

Gross written premiums comprise the total premiums receivable for the whole period of cover under
contracts incepting during the financial year, together with adjustments arising in the financial year to
premiums receivable in respect of business written in previous financial years.

All gross premiums are shown gross of commission payable to intermediaries and are exclusive of taxes and
duties levied thereon.

(c) Unearned premiums

Written premiums are recognised as earned income over the period of the policy on a time apportionment
basis, having regard, where appropriate, to the incidence of the risk. Unearned premiums represent the
proportion of premiums written that relate to unexpired terms of policies in force at the balance sheet date.

(d) Reinsurance premium ceded

Outwards reinsurance premiums are accounted for in the same accounting period as the premiums for the
related direct or inwards business being reinsured.

(e) Claims provisions and related recoveries

Gross claims incurred comprise the estimated cost of all claims occurring during the year, whether reported
or not, including related direct and indirect claims handling costs and adjustments to claims outstanding from
previous years.

The provision for claims outstanding is assessed on an individual case basis and is based on the estimated
ultimate cost of all claims notified but not settled by the balance sheet date, together with the provision for
related claims handling costs. The provision also includes the estimated cost of claims incurred but not
reported (IBNR) at the balance sheet date based on statistical methods.

These methods generally involve projecting from past experience of the development of claims over time to
form a view of the likely ultimate claims to be experienced for more recent underwriting, having regard to
variations in the business accepted and the underlying terms and conditions. For the most recent years,
where a high degree of volatility arises from projections, estimates may be based in part on output from
rating and other models of the business accepted and assessments of underwriting conditions. The amount
of salvage and subrogation recoveries is separately identified and, where material, reported as an asset.

The reinsurers’ share of provisions for claims is based on the amounts of outstanding claims and projections
for’IBNR, net of estimated irrecoverable amounts, having regard to the reinsurance programme in place for
the class of business, the claims experience for the year and the current security rating of the reinsurance
companies involved. A number of statistical methods are used to assist in making these estimates.

The two most critical assumptions as regards claims provisions are that the past is a reasonable predictor of
the likely level of claims development and that the rating and other models used for current business are fair
reflections of the likely level of ultimate claims to be incurred.

The directors consider that the provisions for gross claims and related reinsurance recoveries are fairly stated
on the basis of the information currently available to them. However, the ultimate liability will vary as a result
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5. SIGNIFICANT ACCOUNTING POLICIES (continued)

(e) Claims provisions and related recoveries (continued)

of subsequent information and events and this may result in significant adjustments to the amounts
provided. Adjustments to the amounts of claims provisions established in prior years are reflected in the

financial statements for the period in which the adjustments are made. The methods used, and the estimates
" made, are reviewed regularly.

(f) Deferred acquisition costs

Acquisition costs, comprising commission and other costs related to the acquisition of insurance contracts,
are deferred to the extent that they are attributable to premiums unearned at the balance sheet date.

(g) Unexpired risks provision

A provision for unexpired risks is made where claims and related expenses arising after the end of the
financial period in respect of contracts concluded before that date, are expected to exceed the unearned
premiums and premiums receivable under these contracts, after the deduction of any acquisition costs
deferred. The provision for unexpired risks is calculated by reference to the classes of business which are
managed together, after taking into account relevant investment returns.

(h) Investment income and expenses

Investment return comprises all investment income, realised investment gains and losses and movements in
unrealised gains and losses, net of investment expenses, charges and interest.

Realised gains and losses on investments are calculated as the difference between sale proceeds and
purchase price.

Unrealised gains and losses on investments represent the difference between the valuation at the balance
sheet date and their valuation at the previous balance sheet date, or purchase price, if acquired during the
year, together with the reversal of unrealised gains and losses recognised in earlier accounting periods in
respect of investment disposals in the current period.

Investment return is initially recorded in the non-technical account. A transfer is made from the non-technical
account to the general business technical account. Investment return has been wholly allocated to the
technical account as all investments support the underwriting business.

(i) Foreign currencies

i) Functional and presentation currency

The Company’s functional and presentation currency is US dollars.

ii) Transactions and balances

Foreign cufrency transactions are translated into the functional currency using the quarterly average rate in
effect at the dates of the transactions.

21



ATRIUM 5 LIMITED

NOTES TO THE FINANCIAL STATEMENTS
31 December 2017

5. SIGNIFICANT ACCOUNTING POLICIES (continued)

(i) Foreign currencies (continued)
i) Functional and presentation currency

The Company’s functional and presentation currency is US dollars.
ii) Transactions and balancés

Foreign currency transactions are translated into the functional currency using the quarterly average rate in
effect at the dates of the transactions.

At each period end foreign currency monetary items are translated using the closing rate.
Foreign exchange gains and losses resulting from the settlement of transactions and from the translation at
period-end exchange rates of monetary assets and liabilities denominated in foreign currencies are

recognised in the non-technical account.

Foreign currency rates of exchange to the functional currency (US dollars) are shown in the table below.

Balance sheet

Average rate

Average rate

Average rate

Average rate

rate at 31 Quarter 1 Quarter 2 Quarter 3 Quarter 4

December 2017 2017 2017 2017 2017

Sterling 1.3524 1.2390 1.2796 1.3083 1.3275
Euro 1.2022 1.0652 1.1010 1.1749 1.1777
Canadian dollar 0.7983 0.7553 0.7434 0.7977 0.7867
Singapore dollar 0.7482 0.7063 0.7183 0.7349 0.7386

(j) Taxation
The tax expense represents the sum of the current tax and deferred tax.

Current tax: the current tax credit or charge is based on the taxable profit for the year. Taxable profit differs
from profit as reported in the income statement because it excludes items of income or expense that are
taxable or deductible in other years and it further excludes items that are never taxable or deductible. The
Company’s group relief receipt is calculated using tax rates enacted or substantively enacted at the balance
sheet date.

Deferred tax: deferred tax is generally provided in full on timing differences arising between the tax bases of
assets and liabilities and their carrying value in the financial statements. Deferred tax is measured on an
undiscounted basis using tax rates enacted or substantively enacted at the balance sheet date and which are
expected to apply when the related tax is payable or receivable.

Unrelieved tax losses and other deferred tax assets are only recognised when it is probable that they will be
recovered against the reversal of deferred tax liabilities or other future taxable profits. The carrying amount
of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that it is no longer
probable that sufficient taxable profits will be available to allow all or part of the asset to be recovered.
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5. SIGNIFICANT ACCOUNTING POLICIES (continued)
(k) Financial Instruments
The Company has chosen to adopt Sections 11 and 12 of FRS 102 in respect of financial instruments.

Basic financial assets, including deposits with credit institutions, debtors arising out of direct insurance
operations (policyholders), cash and cash equivalents and other debtors, are initially recognised at
transaction price, unless the arrangement constitutes a financing transaction, where the transaction is
measured at the present value of the future receipts discounted at a market rate of interest. Such assets are
subsequently carried at fair value.

Investments are stated at current value at the balance sheet date. For this purpose listed investments are
stated at market value and deposits with credit institutions are stated at cost. Unlisted investments for which
a market exists are stated at the average price at which they are traded on the balance sheet date or the last
trading day before that date. Any surplus or deficit on any revaluation is recognised in the non-technical
account.

Financial assets are derecognised when (a) the contractual rights to the cash flows from the asset expire or
are settled, or (b) substantially all the risks and rewards of the ownership of the asset are transferred to
another party or {(c) control of the asset has been transferred to another party who has the practical ability
to unilaterally sell the asset to an unrelated third party without imposing additional restrictions.

Debt instruments are subsequently carried at amortised cost, using the effective interest rate method.

Basic financial liabilities, including creditors arising from insurance operations that are classified as debt, are
initially recognised at transaction price, unless the arrangement constitutes a financing transaction, where
the debt instrument is measured at the present value of the future receipts discounted at a market rate of
interest.

Financial liabilities are de-recognised when the liability is extinguished, that is when the contractual
obligation is discharged, cancelled or expires.

Financial assets and liabilities are offset and the net amounts presented in the financial statements when
there is a legally enforceable right to set off the recognised amounts and there is an intention to settle on a
net basis or to realise the asset and settle the liability simultaneously.

Fair value measurement

The best evidence of fair value is a quoted price for an identical asset in an active market. When quoted
prices are unavailable, the price of a recent transaction for an identical asset provides evidence of fair value
as long as there has not been a significant change in economic circumstances or a significant lapse of time
since the transaction took place. If the market is not active and recent transactions of an identical asset on
their own are not a good estimate of fair value, the Syndicate estimates the fair value by using a valuation
technique. See note 18 for further information on the valuation techniques of the Syndicate in which the
Company participates in.

At each reporting date the Syndicate in which the Company participates in assesses whether there is
objective evidence that financial assets not at fair value through profit or loss are impaired. Financial assets
are impaired when objective evidence demonstrates that a loss event has occurred after the initial
recognition of an asset, and that the loss event has an impact on the future cash flows on the asset that can
be estimated reliably.
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5. SIGNIFICANT ACCOUNTING POLICIES (continued)

(k) Financial Instruments ({continued)

An impairment loss recognised reduces directly the carrying amount of the impaired asset. All impairment
losses are recognised in profit or loss. An impairment loss is reversed if the reversal can be related objectively
to an event occurring after the impairment loss was recognised.

(1) Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and demand deposits, and other short-term highly liquid
investments that are readily convertible to a known amount of cash and are subject to an insignificant risk of
changes in value.

(m) Intangible assets

Syndicate participations

Managed Syndicate capacity purchased at auction is capitalised at cost and amortised on a straight-line basis
over its estimated useful life of 20 years less any accumulated impairment losses. Amortisation is charged to
the non-technical account from the beginning of the first accounting period following acquisition, when the
asset becomes available for use.

Managed Syndicate capacity is reviewed annually for impairment or more frequently if events or changes in
circumstances indicate that the carrying value may be impaired. The amount of any impairment is charged
to the income statement in the year in which the impairment arises.

(n) Underwriting lease

The profit or loss from underwriting leases is recognised in the non-technical account as the net underwriting
lease income or expense incurred in the calendar year. The result is prepared using accounting policies that
are consistent with those applied in preparing the technical account. A corresponding receivable or payable
is recognised on the balance sheet. Additional disclosures are made in order to allow the user of the accounts
to analyse the key technical components.

The only lessee is SGL1, a fellow subsidiary company in the Enstar group.
6. RISK AND CAPITAL MANAGEMENT

This note presents information about the nature and extent of insurance and financial risks to which the
Syndicate is exposed.

Risk management framework

The Board of Directors of the Company has overall responsibility for the establishment and oversight of the
Syndicate’s risk management framework. The Board has established a Risk Governance Structure in order to
ensure that risk is appropriately identified, monitored, managed and reported across the organisation; to
review the activities of the business units; and to ensure that the Risk Management Framework is effectively
designed, implemented and governed. The Risk Governance Structure is comprised of the Executive Risk
Committee (‘ERC’), which fulfils the role of Atrium’s Risk Management Function, and its three Risk Sub-
Committees. These are the Insurance Risk Sub-Committee (‘IRSC’), the Financial Risk Sub-Committee (‘FRSC’)
and the Operational Risk Sub-Committee (‘ORSC’}). The ERC reports regularly to the Board of Directors on its
activities.
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6. RISK AND CAPITAL MANAGEMENT (continued)

Insurance risk management

The Syndicate accepts insurance risk through its insurance contracts where it assumes the risk of loss from
persons or organisations that are directly subject to the underlying loss. The Syndicate is exposed to the
uncertainty surrounding the timing, frequency and severity of claims under these contracts. The actual
number and value of claims will vary from year to year and from the level estimated, possibly significantly.
The Syndicate manages its risk via its underwriting and reinsurance sfrategy within an overall risk
management framework. Pricing is based on assumptions which have regard to trends and past experience.
Exposures are managed by having documented underwriting limits and criteria. Reinsurance is purchased to
mitigate the effect of potential loss to the Syndicate from individual large or catastrophic events and also to
provide access to specialist risks and to assist in managing capital. Reinsurance policies are written with
approved reinsurers on either a proportional or excess of loss treaty basis. Where an individual exposure is
deemed surplus to the Syndicate’s risk appetite additional facultative reinsurance is also purchased.

The IRSC oversees the management of reserving risk. The use of proprietary and standardised modelling
techniques, internal and external benchmarking, and the review of claims development are all instrumental
in mitigating reserving risk. '

In house actuaries perform a reserving analysis on a quarterly basis liaising closely with underwriters, claims
and reinsurance technicians. The aim of this exercise is to produce a probability-weighted average of the
expected future cash outflows arising from the settlement of incurred claims. These projections include an
analysis of claims development compared to the previous ‘best estimate’ projections. The output of the
reserving analysis is reviewed by external consulting actuaries. :

The IRSC performs a comprehensive review of the projections, both gross and net of reinsurance. Following
this review the IRSC makes recommendations to the Managing Agent’s Board of Directors of the claims
provisions to be established. In arriving at the level of claims provisions a margin is applied over and above
the actuarial best estimate so no adverse run-off deviation is envisaged.

Concentration of insurance risk

A concentration of risk may also arise from a single insurance contract issued to a particular demographic
type of policyholder, within a geographical location or to types of commercial business. The relative
variability of the outcome is mitigated if there is a large portfolio of similar risks.

The concentration of insurance by the location of the underlying risk is summarised below by reference to
liabilities.

Gross Claims Reinsurer’s Share of Net
Outstanding Claims Outstanding

2017 2016 2017 2016 2017 2016

$'000 $’000 $’000 $'000 $’000 $’000

UK 11,762 13,663 3,851 4,957 7,911 8,706
Other EU Countries 14,435 13,023 4,726 . 4,725 9,709 8,298
us 83,756 118,060 27,422 42,835 56,334 ' 75,225
Asia 8,554 9,821 2,801 3,563 5,753 6,258
Canada 16,930 14,304 5,543 5,190 . 11,387 9,114
Australia - 8,910 7,686 2,917 2,789 5,993 4,897
Other 33,859 36,933 11,085 13,401 22,774 23,532
178,206 213,490 58,345 77,460 119,861 136,030
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6. RISK AND CAPITAL MANAGEMENT (continued)

Concentration of insurance risk (continued)

The concentration of insurance by type of contract is summarised below by reference to liabilities.

Reinsurer’s Share of

Gross Claims Outstanding Claims Outstanding Net
2017 2016 2017 2016 2017 2016
$’000 $'000 $'000 $'000 $'000 $’000
Accident and health 6,122 7,715 1,396 3,119 4,726 4,596
Motor (third party liability) 57 64 - - 57 64
Motor {other classes) 1,805 2,469 38 4 1,767 2,465
" Marine, aviation and transport 32,217 46,376 24,436 35,101 7,781 11,275
Fire and other damage to property 13,901 36,347 2,937 5,531 10,964 30,816
Third party liability 92,678 91,114 24,851 25,990 67,827 65,124
* Credit and suretyship 11,241 1,332 658 127 10,583 1,205
Legal expenses 765 1,076 1 1 764 1,075
158,786 186,493 54,317 69,873 104,469 116,620
Reinsurance 19,420 26,997 4,028 7,587 15,392 19,410
Total 178,206 213,490 58,345 77,460 119,861 136,030

Assumptions and sensitivities

The risks associated with the insurance contracts are complex and subject to a number of variables which
complicate quantitative sensitivity analysis. The Syndicate uses several statistical and actuarial techniques
based on past claims development experience. This includes indications such as average claims cost, ultimate
claims numbers and expected loss ratios.

The Syndicate considers that the liability for non-life insurance claims recognised in the balance sheet is
adequate. However, actual experience will differ from the expected outcome.

A 5% increase or decrease in the loss ratios would have the following impact on profit or loss and equity. The
net loss ratio calculation is based on pre-tax result and it includes 2017 YOA. For each sensitivity the impact

of a change in a single factor is shown, with other assumptions unchanged.

Total profit or loss impact

2017 2016

$000 $'000
5% increase in net loss ratios {1,261) (1,026)
5% decrease in net loss ratios 1,261 1,026

Financial risk management

The Syndicate is exposed to financial risk through its financial assets, reinsurance assets and policyholder
liabilities. In particular the key financial risk is that proceeds from, or the valuation of, financial assets are not
sufficient to fund the obligations arising from policies as they fall due. The Syndicate monitors and manages
the financial risks relating to the operations of the Syndicate through internal risk reports which analyse
exposures by degree and magnitude of risks. These risks include market risk (currency risk, interest rate risk
and price risk), credit risk and liquidity risk. In addition, the Company is exposed to group risk.
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6. RISK AND CAPITAL MANAGEMENT (continued)
Financial risk management (continued)

Market risk

Market risk is the risk of adverse financial impact as a consequence of market movements such as currency
exchange rates, interest rates and other price changes. Market risk arises due to fluctuations in both the
value of assets held and the value of liabilities. The objective of the Syndicate in managing its market risk is
to ensure risk is managed in line with the Syndicate’s risk appetite.

The Syndicate has established policies and procedures in order to manage market risk and methods to
measure it.

There were no changes in the Syndicate’s market risk exposure in the financial year nor to the objectives,
policies and processes for managing market risk.

Foreign currency risk management
The Syndicate undertakes certain transactions denominated in foreign currencies. Hence, exposures to
exchange rate fluctuations arise.

The Syndicate has minimal exposure to currency risk as the Syndicate’s financial assets are primarily matched
to the same currencies as its insurance contract liabilities. As a result, foreign exchange risk arises from other

recognised assets and liabilities denominated in other currencies.

The table below summarises the carrying value of the Company’s assets and liabilities at the reporting date.

Sterling Euro US Dollar Can Dollar Other Total
As at 31 December 2017 $'000 $'000 $'000 $'000 $'000 $’000
Intangible assets - - 2,945 - - 2,945
Investments 9,084 12,396 170,223 14,028 - 205,731
Reinsurers’ share of technical provisions 34,228 910 23,304 340 - 58,782
Debtors 54,522 215 5,237 (20) 9 59,963
Other assets 10,886 2,235 21,539 2,494 98 37,252
Prepayments and accrued income 1,100 210 3,552 335 - 5,197
Total assets 109,820 15,966 226,800 17,177 107 369,870
Technical provisions 23,167 12,003 142,165 10,027 - 187,362
Provisions for liabilities - - 3,205 - - 3,205
Deposits received from reinsurers 3,721 - 432 - - 4,153
Creditors 75,786 3,576 72,695 2,263 5 154,325
Accruals and deferred income 123 - 986 529 - 1,638
Total liabilities 102,797 15,579 219,483 12,819 5 350,683
Net assets 7,023 387 7,317 4,358 102 19,187
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6. RISK AND CAPITAL MANAGEMENT (continued)

Financial risk management (continued)

Sterling Euro US Dollar Can Dollar Other Total
As at 31 December 2016 $'000 $'000 $'000 $'000 $'000 $'000
Intangible assets - - 3,247 - - 3,247
Investments 8,940 18,547 140,284 14,459 - 182,230
Reinsurers’ share of technical provisions 50,375 896 28,835 287 - 80,393
Debtors 55,421 2,977 42,418 1,806 (9) 102,613
Other assets 11,528 2,962 45,838 2,267 174 62,769
Prepayments and accrued income 4,153 962 15,099 1,591 - 21,805
Total assets 130,417 26,344 275,721 20,410 165 453,057
Technical provisions 27,249 15,648 218,947 13,508 - 275,352
Provisions for liabilities - - 3,607 - - 3,607
Deposits received from reinsurers 3,385 - 431 - - 3,816
Creditors 107,565 1,354 46,496 268 322 156,005
Accruals and deferred income 288 8 680 496 - 1,472
Total liabilities 138,487 17,010 270,161 14,272 322 440,252
Net assets / (liabilities) (8,070) 9,334 5,560 6,138 (157) 12,805

The following table details the Company’s sensitivity to a 10% increase and decrease in Sterling against US
Dollar, Euro against US Dollar and Canadian Dollar against the US Dollar. For each sensitivity the impact of
change in a single factor is shown, with other assumptions unchanged.

Profit or loss for the year Profit or loss for the year

2017 2016

$’000 $'000

10% increase in US Dollar/GBP exchange rate (142) (577)
10% decrease in US Dollar/GBP exchange rate 142 577
10% increase in US Dollar /Euro exchange rate 361 774
10% decrease in US Dollar /Euro exchange rate (361) (774)
10% increase in US Dollar /CAD exchange rate 245 548
-10% decrease in US Dollar /CAD exchange rate (245) (548)

The method for sensitivity of the Syndicate in which the Company participates in to currency rate fluctuations
has not changed significantly over the financial year.

Interest rate risk management
Interest rate risk is the risk that the value of future cash flows of a financial instrument will fluctuate because
of changes in market interest rates.

Interest rate risk arises primarily from the Syndicate’s financial investments, cash and overseas deposits. The
risk of changes in the fair value of these assets is managed by primarily investing in short-duration financial
investments and cash and cash equivalents. The FRSC monitors the duration of these assets on a regular
basis. Interest rate risk also exists in products sold by the Syndicate. The Syndicate has no significant
concentration of interest rate risk. The Syndicate manages this risk by adopting close asset/liability matching
criteria, to minimise the impact of mismatches between asset and liability values arising from interest rate
movements.
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6. RISK AND CAPITAL MANAGEMENT (continued)

Financial risk management (continued)

The following table details the Syndicate’s sensitivity to a 50 basis point increase and decrease in the yield
curve. For each sensitivity the impact of change in a single factor is shown, with other assumptions

unchanged.
Total Profit or Loss Impact

2017 2016

$7000 $000
50 basis point increase (1,585) (2,119)
S0 basis point decrease 1,605 2,149

The method for sensitivity to interest rate fluctuations of the Syndicate in which the Company participates
has not changed significantly over the financial year.

Credit risk

Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in financial
loss to the Syndicate. The key areas of exposure to credit risk for the Syndicate are in relation to its
investment portfolio, reinsurance programme and amounts due from policyholders and intermediaries.

The objective of the Syndicate in managing its credit risk is to ensure risk is managed in line with the
syndicate’s risk appetite. The syndicate has established policies and procedures in order to manage credit
risk and methods to measure it.

There were no changes in the Syndicate’s credit risk exposure in the financial year nor to the objectives,
policies and processes for managing credit risk.

The Syndicate has adopted a policy of only dealing with creditworthy counterparties and obtaining sufficient
collateral where appropriate, as a means of mitigating the risk of financial loss from defaults. The Syndicate
only transacts with entities that are rated the equivalent to investment grade and above.

This information is supplied by independent rating agencies where available and if not available the
Syndicate uses other publicly available financial information and its own trading records to rate its major
policyholders and reinsurers.

The exposure and the credit ratings of the counterparties of the Syndicate in which the Company participates
in are continuously monitored and the aggregate value of transactions concluded is spread amongst
approved counterparties. Credit exposure is controlled by counterparty limits that are reviewed and
approved by the FRSC annually. Furthermore, in certain instances, the Syndicate receives deposits from its
reinsurers which it holds under the terms of the reinsurance agreements.

Receivables consist of a large number of policyholders, spread across diverse industries and geographical
areas. Ongoing credit evaluation is performed on the financial condition of accounts receivable.

The Syndicate in which the Company participates in does not have any significant credit risk exposure to any
single counterparty or any group of counterparties. Concentration of credit did not exceed 5% of gross
monetary assets at any time during the financial year. The credit risk on liquid funds and derivative financial
instruments is limited because the counterparties are banks with high credit-ratings assigned by
international credit-rating agencies.
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6. RISK AND CAPITAL MANAGEMENT (continued)

Financial risk management (continued)

The carrying amount of financial assets and reinsurance assets recorded in the financial statements, which
is net of impairment losses, represents the Syndicate’s maximum exposure to credit risk without taking

account of the value of any collateral obtained.

The Syndicate in which the Company participates in monitors the credit risk in relation to its investment
portfolio and reinsurance programme by monitoring external credit ratings for the investments and

reinsurance assets held by the Syndicate on a quarterly basis.

Reinsurance assets are reinsurers’ share of outstanding claims and IBNR and reinsurance receivables. They
are allocated below on the basis of ratings for claims paying ability.

Receivables from policyholders, agents and intermediaries generally do not have a credit rating.

The following table shows aggregated credit risk exposure for assets with external credit ratings.

AAA AA A BBB BB Not rated Total

As at 31 December 2017 $’000 $'000 $'000 $’000 $'000 $’000 $'000
Investments 30,489 33,887 81,328 18,428 9,806 31,793 205,731
Reinsurers’ share of technical provisions 5,565 16,538 31,845 1,829 3,005 58,782
Debtors 52 8,589 51,310 - 12 59,963
Other assets (1) 13,912 3,301 14,351 3,777 340 1,571 37,252
Accrued interest - 1,771 - - - 1,771
Total 44,401 42,805 122,577 105,360 11,975 36,381 363,499

(1) Not rated other assets represent cash awaiting investment within our Lloyd’s overseas deposits.
The following table shows aggregated credit risk exposure for assets with external credit ratings.

AAA AA A BBB BB Not rated Total

As at 31 December 2016 $’000 $'000 $’000 $’000 $'000 $’000 $’000
Investments 44,313 37,356 72,994 25,830 1,737 - 182,230
Reinsurers’ share of technical provisions 8,190 18,929 48,925 2 4,347 80,393
Debtors 522 54,662 47,429 - - 102,613
Other assets 14,163 2,394 43,218 1,090 - 1,904 62,769
Accrued interest 273 47 1,540 14 - 30 1,904
Total ‘ 58,749 48,509 191,343 123,288 1,739 6,281 429,909

The following table shows the carrying value of debtors that are neither past due nor impaired, the ageing
of assets that are past due but not impaired and assets that have been impaired. The factors considered in
determining that the value of the assets have been impaired were: analysis of impairment, ageing of
balances, past loss experience, current economic conditions and other relevant circumstances.
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6. RISK AND CAPITAL MANAGEMENT (continued)

Financial risk management (continued)

Neither Past due
past due Past due Past due Past due more Past due
nor less than 31to 60 61to 90 than 90 and Carrying

impaired 30 days days days days impaired amount
As at 31 December 2017 $'000 $'000 $'000 $'000 $'000 $'000 $'000
Debtors arising out of direct
insurance operations 5,175 - - - - - 5,175
Debtors arising out of direct '
reinsurance operations 16,000 5,802 1,084 872 972 - 24,730
Total 21,175 5,802 1,084 872 972 - 29,905
As at 31 December 2016
Debtors arising out of direct
insurance operations 40,892 - - - - - 40,892
Debtors arising out of direct
reinsurance operations 43,139 4,418 34 354 68 - 48,013
Total 84,031 4,418 34 354 68 - 88,905

Liquidity risk

Liquidity risk is the risk that the Syndicate in which the Company participates in cannot meet its obligations
associated with financial liabilities as they fall due. The Syndicate has adopted an appropriate liquidity risk
- management framework for the management of the Syndicate’s liquidity requirements. The Syndicate
manages liquidity risk by continuously monitoring forecast and actual cash flows and matching the maturity
profiles of assets and liabilities. The Syndicate is exposed to liquidity risk arising from clients on its insurance
and investment contracts. In respect of catastrophic events there is liquidity risk from a difference in timing
between claim payments and recoveries thereon from reinsurers. Liquidity management ensures that the
syndicate has sufficient access to funds necessary to cover insurance claims, surrenders, withdrawals and
maturing liabilities. In practice, most of the Syndicate’s assets are marketable securities which could be
converted in to cash when required.

There were no changes in the Syndicate’s liquidity risk exposure in the financial year nor to the objectives,
policies and processes for managing liquidity risk.

in relation to the financial assets, the tables below have been drawn up based on the undiscounted
contractual maturities of the assets including interest that will be earned on those assets except where the
Syndicate anticipates that the cash flow will occur in a different period. The table also shows the expected
maturity profile of the Syndicate’s undiscounted obligations with respect to its financial liabilities and
estimated cash flows of recognised insurance and participating investment contract liabilities. The table
includes both interest and principal cash flows.
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6.

Financial risk management (continued)

RISK AND CAPITAL MANAGEMENT (continued)

Less than 1 More than 5

year 1-3years 3-5years years Total
As at 31 December 2017 $'000 $'000 $'000 $'000 $'000
Investments 85,672 79,300 37,383 3,376 205,731
Reinsurers’ share of technical provisions 1,234 48,849 6,243 2,456 58,782
Debtors 52,603 7,360 - - 59,963
Other assets 24,566 11,898 788 - 37,252
Accrued interest 1,771 - - - 1,771
Total 165,846 147,407 44,414 5,832 363,499
Technical provisions 57,425 83,133 27,936 18,868 187,362
Deposits received from reinsurers 4,153 - - - 4,153
Creditors 132,529 21,796 - - 154,325
Accruals and deferred income 398 377 863 - 1,638
Total 194,505 105,306 28,799 18,868 347,478

Less than 1 More than 5

year 1-3years 3 -5years years Total
As at 31 December 2016 $'000 $'000 $'000 $'000 $'000
Investments 71,232 70,598 36,812 3,588 182,230
Reinsurers’ share of technical provisions 2,417 67,813 7,294 2,869 80,393
Debtors 82,493 20,120 - - 102,613
Other assets 42,999 17,870 1,852 48 62,769
Accrued income 1,702 177 24 1 1,904
Total 200,843 176,578 45,982 6,506 429,909
Technical provisions 87,511 120,180 40,385 27,276 275,352
Deposits received from reinsurers 3,816 - - - 3,816
Creditors 92,155 63,850 - - 156,005
Accruals and deferred income 468 - 1,004 - 1,472
Total 183,950 184,030 41,389 27,276 436,645

Group risk

Group risk is the risk that decisions taken by other members of the group or the performance of other group
companies may impact the Company. Following the lease of the 2017 year of account to SGL1, the Company
faces the risk that decisions taken by SGL1 may impact the Company. Group risk is mitigated by the Board of
Enstar, which manages its subsidiaries on a unified basis.
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6. RISK AND CAPITAL MANAGEMENT (continued)
Capital Management

Capital framework at Lloyd'’s

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

Within this supervisory framework, Lloyd’s applies capital requirements at member level and centrally to
ensure that Lloyd’s would comply with the Solvency Il requirements, and beyond that.to meet its own
financial strength, licence and ratings objectives.

Although, as described below, Lloyd’s capital setting processes use a capital requirement set at syndicate
level as a starting point, the requirement to meet Solvency Il and Lloyd’s capital requirements apply at overall
and member level only respectively, not at syndicate level.

Lloyd’s capital setting process

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

A syndicate may be comprised of one or more underwriting members of Lloyd’s. Each member’s SCR is
determined by the sum of the member’s share of the syndicate SCR ‘to ultimate’. Where a member
participates on more than one syndicate, a credit for diversification is provided to reflect the spread of risk,
but consistent with determining an SCR which reflects the capital requirement to cover a 1 in 200 loss ‘to
ultimate’ for that member. Over and above this, Lioyd’s applies a capital uplift to the member’s capital
requirement, known as the Economic Capital Assessment (ECA). The purpose of this uplift, which is a Lloyd’s,
not a Solvency Il requirement, is to meet Lloyd’s financial strength, licence and ratings objectives. The capital
uplift applied for 2017 was 35% of the member’s SCR ‘to ultimate’.

Provision of capital by members

Each member may provide capital to meet its ECA either by assets held in trust by Lloyd’s specifically for that
member (funds at Lloyd’s), assets held and managed within a syndicate (funds in syndicate), or as the
member’s share of the members’ balances on each syndicate on which it participates.
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7. ANALYSIS OF UNDERWRITING RESULT

Gross Gross Gross Gross Net
Premiums Premiums Claims Operating  Reinsurance Total Technical
Written Earned Incurred Expenses Balance Provisions
2017 $’000 $’000 $’000 $'000 $'000 $'000 $'000
Direct business
Accident and health 5,744 9,977 (2,857) (2,733) (3,491) 896 5,393
Motor 2,066 3,029 (2,220) (526) (340) (57) 1,958
Marine, aviation and
transport 40 11,122 4,256 (3,934) (15,543) (4,099) 17,521
Fire and other
damage to property 5,403 25,008 (2,734) (6,568) (14,596) 1,110 11,281
Third party liability 15,058 28,803 (13,840) (6,162) 9,165 17,966 68,719
Other 773 1,577 (1,486) (391) 4,793 4,493 9,584
Total direct 29,084 79,516 (18,881) (20,314) (20,012) 20,309 114,456
Reinsurance
business
Reinsurance
acceptances 879 4,078 3,332 (906) (13,115) (6,611) 14,124
29,963 83,594 (15,549) (21,220) (33,127) 13,698 128,580
Allocated investment return 2,654
Balance on technical account 16,352
Gross Gross Gross Gross Net
Premiums Premiums Claims Operating Reinsurance Total Technical
Written Earned Incurred Expenses Balance Provisions
2016 $’000 $’000 $'000 $’000 $'000 $’000 $'000
Direct business
Accident and health 12,017 11,535 (5,808) (5,689) (237) (199) 9,301
Motor 3,682 3,076 (1,439) (1,145) 67 559 3,290
Marine, aviation and
transport 24,614 27,304 (13,104) (12,280) 536 2,456 34,730
Fire and other
damage to property 47,426 46,350 (20,558) (18,379) (7,152) 261 43,926
Third party liability 40,912 37,883 (19,449) (16,256) (2,405) (227) 79,160
Other 2,179 1,971 (99) (616) (217) 1,039 2,629
Total direct 130,830 128,119 (60,457) (54,365) (9,408) 3,889 173,036
Reinsurance
Business
Reinsurance
acceptances 12,340 12,318 (6,134) (3,386) (3,965) (1,167) 21,923
143,170 140,437 (66,591) (57,751) (13,373) 2,722 194,959
Allocated investment return 3,245
Balance on technical account 5,967
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7.
Commission on direct insurance gross premiums earned during 2017 was $10,876k (2016:539,383k).

No gains or losses were recognised in profit or loss during the year on buying reinsurance (2016: $nil).

ANALYSIS OF UNDERWRITING RESULT (continued)

All premiums were concluded in the UK.

The geographical analysis of premiums by destination is as follows:

8.

2017

%

UK 6.6
Other EU countries 8.1
us 47.0
Asia 4.8
Canada - 9.5
Australia 5.0
Other ' 19.0
Total 100.0

UNDERWRITING LEASE PREMIUM/(EXPENSE)

2016
%

6.4
6.1
55.3
4.6
6.7
3.6
17.3
100.0

The loss of $7,999k on leased underwriting relates to the lease of Syndicate 609 capacity to SGL1, a fellow
subsidiary company in the Enstar Group. SGL1 will pay the Company a lease premium equal to its share of
the calendar year result of Syndicate 609 less the balance due through the reinsurance contract with Arden
Reinsurance Company Limited (Arden Re), when settlement is received from Syndicate 609. However, should
the lease ultimately result in a loss, the lease premium will be nil and Arden Re will reimburse SGL1 with the
amount of the loss.

Analysis of the profit/ (loss) on leased underwriting

2016
$'000

2017

$’000
Gross premiums written 123,509
Net earned premium 19,957
Net claims incurred (19,285)
Net operating expenses : (8,681)
Net investment return 10
Lease (expense)/premium (7,999)
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8. UNDERWRITING LEASE PREMIUM / (EXPENSE) (continued)

Analysis of the balance sheet on leased underwriting

Financial Investment

Provisions for unearned premium

Claims outstanding

Debtors : Arising out of direct insurance operations
Debtors : Arising out of reinsurance operations
Other debtors

Cash at bank

Deferred acquisition costs

Other prepayments and accrued income

Total assets

Profit & loss account reserve

Provisions for unearned premiums

Claims outstanding

Creditors: Arising out of direct insurance operations
Creditors: Arising out of reinsurance operations
Other creditors including taxation and social security
Accruals and deferred income

Total liabilities & equity

9. CLAIMS OUTSTANDING

2017
$,000

4,915
37,740
45,193
37,412

20
18,850

2,777

18,620
154

2016
$,000

165,681

(7,999)
55,720
63,712
42,904
10,352
656
336

165,681

Reassessment of claims outstanding on underwriting years 2014 & prior (2016 - 2013 & prior) resulted in an

improvement of $18,363k (2016 - $13,966k).

10. NET OPERATING EXPENSES

Acquisition costs:

Brokerage and commission

Other acquisition costs
Change in deferred acquisition costs
Syndicate administrative expenses
Direct administrative expenses

Reinsurance commissions receivable
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2017 2016
$’000 $'000
11,409 41,648
1,238 3,888
(1,594) (324)
4,700 6,892
5,467 5,647
21,220 57,751
(13,657) (2,979)
7,563 54,772
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11. STAFF COSTS

The Company does not directly employ any staff however it uses the services of employees of the Atrium
Group. No amounts are charged to the Company (2016: $nil) for the use of these services although the
Company incurs its share of staff costs borne by the Syndicate in which it participates.

12, DIRECTORS REMUNERATION

The directors of the Company are either remunerated by Atrium Group Services Limited (AGSL), the
employing company within the Atrium Group or by Enstar (EU) Limited. Their remuneration is disclosed in
the financial statements of these companies. No amounts are charged to the Company for the use of these
services (2016: $nil), although the Company incurs its share of directors emoluments borne by the Syndicate
in which it participates.

13. INVESTMENT RETURN

2017 2016
$’000 $’000
Investment income ‘
Income from investments 1,808 3,830
Gains on the realisation of investments : 2,155 348
Other Interest 199 75
4,162 4,253
Net unrealised losses on investments
Unrealised gains on investments 226 750
Unrealised losses on investments ' (895) (1,323)
(669) (573)
Investment expenses and charges
Investment management expenses, including interest (169) - : (186)
Net losses on the realisation of investments (670) (249)
(839) (435)
Allocated investment return transferred to general business account 2,654 3,245

14. OTHER CHARGES, INCLUDING AMORTISATION
Other charges include: amortisation of syndicate capacity of $302,081 (2016: $302,081), auditors’ .

remuneration in respect of audit services of $11,051 (2016: $11,180) and letter of credit fees of $300,282
(2016: $753,696).
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15. TAX

(a) Tax on profit on ordinary activities

The tax charge is made up as follows:
Current tax:

UK corporation tax on the profit for the year
Tax under/(over) provided in previous years
Group relief payment

Foreign tax
Total current tax

Deferred tax:

Origination and reversal of timing differences
Effect of decreased tax rate

Total deferred tax (note 15 (d))

Tax charge on ordinary activities (note 15 (b))

(b) Reconciliation of tax charge

Profit on ordinary activities before tax

Profit on ordinary activities multiplied by standard rate of corporation tax

in the UK of 19.25 % (2016 — 20%)
Effects of:

Amounts under/(over) provided in previous years

Foreign tax
Changes in tax rates

Total tax charge for the year (note 15 (a))

(c) Factors that may affect future tax charges

2017 2016
$’000 $’000
70 (587)
1,824 2,944
1,894 2,357
139 488
2,033 2,845
(282) (1,282)
(120) (23)
(402) (1,305)
1,631 1,540
2017 2016
$’000 $’000
8,013 7,733
1,542 1,547
70 (587)

139 488
(120) 92
1,631 1,540

UK corporation tax rate for 2017/2018 tax year was 19.25% and with effect from 1 April 2017 the rate
reduced to 19% and 17% from 1 April 2020 as enacted as part of the March 2016 Finance Bill. These rates
have been reflected in the closing deferred tax position in the balance sheet. These rates reduce the

Company’s future current tax charge accordingly.
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15. TAX (continued)

(d) Deferred taxation

The deferred tax included in the balance sheet is as follows:

Provision of underwriting results
Other

At 1 January 2017
Deferred tax credit in profit and loss account (note 15(a))
At 31 December 2017

16. DIVIDENDS

Declared and paid during the year on ordinary shares

Equity dividends paid:
Interim dividend

17. INTANGIBLE ASSETS
Purchased syndicate capacity

Cost

At 1 January 2017
Additions

At 31 December 2017

Amortisation

At 1 January 2017
Provided during the year
At 31 December 2017

Net book value

At 31 December 2017
At 31 December 2016
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2017 2016
$'000 $’000
(3,651) (3,975)

446 368
(3,205) (3,607)
(3,607) (4,912)

402 1,305
(3,205) (3,607)

2017 2016
$’000 $’000
- 12,000
$'000

6,042

6,042

2,795

302

3,097

2,945

3,247
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18. INVESTMENTS

2017 2016 2017 2016
Fair Value Fair Value Cost Cost
$’000 $’000 $’000 $’000

Shares and other variable yield securities and units in unit
trust . 10,320 12,491 10,320 12,491
Debt securities and other fixed income securities 163,576 169,675 144,714 171,632
Other Investments - 31,793 - 30,018 -
Loans secured by mortgage 42 64 : 32 53

205,731 182,230 185,084 184,176

Shares and other variable yield securities and units in unit trusts represents the Syndicate in which the
Company participates holdings in collective investment schemes.

Other investments represents Funds at Lloyd’s, which comprise the Patcham balanced fund.

Using Standard & Poor’s and Moody’s as rating sources, the credit ratings of the debt and other fixed income
securities are set out below:

2017 2017 2016 2016

$’000 % $’000 %
Government/Government Agency 44,301 27.1 47,324 27.9
AAA/Aaa : 4,668 2.9 19,123 113
AA/Aa 20,476 125 16,493 9.7
A 65,895 40.2 59,168 349
BBB 18,429 113 25,830 15.2
8B 9,807 6.0 1,737 1.0
163,576 100 169,675 100.0

Fair Value methodology

Fair value is the amount for which an asset or liability could be exchanged between willing parties in an arm’s
length transaction. Fair values are determined at prices quoted in active markets. In some instances, such
price information is not available for all instruments and the Syndicate applies valuation techniques to
measure such instruments. These valuation techniques make maximum use of market observable data but
in some cases management estimate other than observable market inputs within the valuation model. There
is no standard model and different assumptions would generate different results.

To provide an indication about the reliability of the inputs used in determining fair value, the Syndicate in
which the Company participates has classified its financial instruments into the three levels. An explanation

of each level follows underneath the table.

Investments carried at fair value have been categorised using a fair value hierarchy as detailed below:
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18. INVESTMENTS (continued)
Fair Value methodology (continued)
Fair value hierarchy:

Level 1 —Inputs to level 1 fair value are quoted prices (unadjusted) in active markets for identical assets. An
active market is one in which transactions for the asset occurs with sufficient frequency and volume to
provide pricing information on an on-going basis.

Level 2 — The fair value of financial instruments that are not traded in an active market {for example, over-
the-counter derivatives) is determined using valuation techniques which maximise the use of observable
market data and rely as little as possible on entity-specific estimates. If all significant inputs required to fair
value an instrument are observable, the instrument is included in level 2.

Level 3 —inputs to level 3 fair values are based on unobservable inputs for the assets at the last measurement
date. If all significant inputs required to fair value an instrument are observable then the instrument is
included in level 2, if not it is included in level 3. The Syndicate in which the Company participates did not
have any such instruments.

Having reviewed the investments using the above criteria for valuation and pricing the directors are satisfied
that there are no Level 3 investments.

The table below shows financial instruments carried at a fair value through profit or loss grouped into the .
level in the fair value hierarchy into which each fair value measurement is categorised.

Levell Level2 |Level3 Total
As at 31 December 2017 $'000 $'000 $'000 $'000
Financial assets
Shares and other variable yield securities and units in unit trusts - 10,320 - 10,320
Debt securities and other fixed income securities 6,146 157,430 - 163,576
Other Investments ) - 31,793 - 31,793
Loans secured by mortgage - 42 - 42
6,146 199,585 - 205,731
Levell Level2 |Level3 Total
As at 31 December 2016 $'000 $'000 $'000 $'000
Financial assets
Shares and other variable yield securities and units in unit trusts - 12,491 - 12,491
Debt securities and other fixed income securities 11,678 157,997 - 169,675
Loans secured by mortgage - 64 - 64
' 11,678 170,552 - 182,230
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19. DEBTORS

Amounts falling due within one year

Arising out of direct insurance operations
Arising out of reinsurance operations
Amounts due from parent undertakings
Other debtors

Amounts falling due after one year

Arising out of direct insurance operations
Other debtors

20. DEFERRED ACQUISITION COSTS

2017 2016
$’000 $’000
5,119 40,754

24,730 48,013

61 4,889
28,910 6,442
58,820 100,098

56 138

1,087 2,377
1,143 2,515
59,963 102,613

The table below shows changes in deferred acquisition costs from the beginning of the period to the end of

the period.

Balance at 1 January

Incurred costs deferred

Amortisation

Effect of movements in exchange rates

Balance at 31 December

21. AUTHORISED AND ISSUED SHARE CAPITAL

Authorised:
75 (2016 — 75) ordinary shares of £1 each
100 (2016 — 100) ‘A’ of £1 each

Allotted, issued and fully paid:
1 (2016~ 1) ordinary share of £1

2017 2016
$’000 $’000
19,901 19,760
6,100 39,522
(22,963) (38,243)
388 (1,138)
3,426 19,901

2017 2016

£ £

75 75

100 100

1 1

Following the change of functional currency in 2009, the brought forward balances for the issued share
capital have been translated into USD for the purposes of financial reporting at the exchange rate at the date

of the change being £1:51.4479.
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21. AUTHORISED AND ISSUED SHARE CAPITAL (continued)
2017 2016
$ $
Allotted, issued and fully paid: :
1 (2015 - 1) ordinary share 1 1

The rights of the shares can be summarised as follows:

Ordinary shares confer upon the holders the right to receive notice, attend and vote at General Meetings of
the Company, and the right to receive a dividend. The holders of the ‘A’ ordinary shares do not have the
right to receive notice, attend and vote at General Meetings of the Company.

The holders of ‘A’ ordinary shares shall, on payment of a dividend, or other distribution, be entitled to receive
1p on each ‘A’ ordinary share for every £10,000 paid per ordinary share, either by dividend or other
distribution.

Upon wind-up of the Company and a return of assets, the ‘A’ ordinary share holders will be paid the amounts
paid up on each ‘A’ ordinary share, after repayment of the amount paid up on the ordinary shares plus the
payment of £1m per ordinary share.

22. CLAIMS DEVELOPMENT

The following tables show the development of claims over a period of time on both a gross and net of
reinsurance basis. FRS 103 requires that claims development shall go back to the period when the earliest
material claim arose for which there is still uncertainty about the amount and timing of the claims-payment,
but need not go back more than ten years. The top half of the table shows how the estimates of total claims
for each underwriting year develop over time. The lower half of the table reconciles the cumulative claims to
the amount appearing in the balance sheet.

The cumulative claims estimates and payments for each underwriting year are translated into US Dollars at
the exchange rates prevailing at 31 December 2017 in all cases.

2011 2012 2013 2014 2015 2016 Total
Analysis of claims development - gross $'000 $'000 $'000 S$'000 S$'000 $'000 $'000
Estimate of ultimate gross claims:

at end of underwriting year 96,814 85,680 86,410 85,415 91,972 95,123

one year later 87,480 71,709 84,453 75,810 87,950 87,589

two years later 84,399 65,976 76,163 70,420 79,285 -

three years later 83,809 59,162 72,111 62,284 - -

four years later 80,804 55,753 67,611 - - -

five years later 78,721 53,447 - - - -

Six years later 78,014 - - - - -

Less gross claims paid 64,986 44,993 55,316 41,788 41,953 26,683 275,719
Gross ultimate claims reserve 13,028 8,454 12,295 20,49 37,332 60,906 152,511
Gr.oss ultimate claims reserve for 2010 & : 31,842
prior years

Grc?ss unearned portion of ultimate (6,147)
claims :

Gross claims reserve 178,206
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22.  CLAIMS DEVELOPMENT (continued)

Analysis of claims development - net

Estimate of ultimate net claims:
at end of underwriting year
one year later

two years later

three years later

four years later

five years later

six years later

Less net claims paid
Net ultimate claims reserve

2013

Net ultimate claims reserve for 2010 &

prior years

Net unearned portion of ultimate claims

Net claims reserve

2011 2012 2014 2015 2016 Total

$'000 $'000 $'000 $'000 $'000 $'000 $'000

65,881 60,361 61,253 60,353 64,412 65,074

61,909 52,657 62,492 55,954 63,786 62,010

57,448 48,943 55,472 52,996 57,967 -

53,172 43,821 52,555 47,170 - -

50,836 41,450 49,365 - - -

49,505 39,734 - - - -

49,040 - - - - -

43,827 33,441 40,217 31,968 31,848 19,475 200,776

5,213 6,293 9,148 15,202 26,119 42,535 104,510
19,624
(4,273)
119,861

The Company has taken advantage of the transitional provisions within FRS 103 not to disclose information
about claims development that occurred earlier than five years before the end of the first financial year in

which FRS 103 is applied.

23. TECHNICAL PROVISIONS

The table below shows changes in the insurance contract liabilities and assets from the beginning of the

period to the end of the period.

Claims outstanding

Balance at 1 January

Claims and claims adjustment expenses
for the year

Cash paid for claims settled in the year

Effect of movements in exchange rates

Balance at 31 December

Claims reported and claims adjustment
expenses
Claims incurred but not reported

Balance at 31 December

Unearned Premiums

Balance at 1 January

Premiums written during the year
Premiums earned during the year
Effect of movements in exchange rates

Balance at 31 December

2017 2016

Gross  Reinsurance Gross Reinsurance
provisions assets Net provisions assets Net
$'000 $'000 $'000 $'000 $'000 $'000
213,490 77,460 136,030 202,822 68,479 134,343
15,549 9,606 5,943 66,591 46,074 20,517
(55,335) (35,971) (19,364) {52,070) (26,673) (25,397)
4,502 7,250 (2,748) (3,853) (10,420) 6,567
178,206 58,345 119,861 213,490 77,460 136,030
68,605 38,338 30,267 69,501 53,690 15,811
109,601 20,007 89,594 143,989 23,770 120,219
178,206 . 58,345 119,861 213,490 77,460 136,030
61,862 2,933 58,929 60,716 3,312 57,404
29,963 54,221 (24,258) 143,170 62,204 80,966
(83,594) (56,390) (27,204) (142,948) (62,427) (80,522)
925 (327) 1,252 - 924 {156) 1,080
9,156 437 8,719 61,862 2,933 58,929
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24, CREDITORS
2017 2016
$’000 $’000
Amounts falling due within one year
Arising out of direct insurance operations 1,676 2,995
Arising out of reinsurance operations 94,858 107,883
Amounts owed to group undertakings 18,190 30,460
Other creditors 19,051 14,003
133,775 155,341
Amounts falling due after one year
Arising out of direct insurance operations 621 664
Amounts owed to group undertakings 7,999 -
Loan owed to group undertaking 11,930 -
154,325 156,005

Amounts owed to group undertakings falling due after one year represents the calendar year loss on the
leased 2017 year of account.

The loan owed to group undertaking represents debt repayable on 28 January 2019. Interest is payable on
commercial terms at 2.75% above 3 month LIBOR.

25. CONTINGENT LIABILITIES

On 1 January 2017 the Company ceased to underwrite new business at Lloyd’s, with the Syndicate 609
capacity being reallocated to a fellow Enstar group company, SGL No. 1 Limited (SGL1) under a capacity lease
agreement.

On 15 November 2016 the Company entered into an interavailable Lloyd’s Security and Trust Deed enabling
some of the Company’s funds at Lloyd’s to be made interavailable to SGL1 to support its underwriting on the
2017 and subsequent years of account. Consequently Atrium 5 will be exposed to potential losses as a result
of the risk that the funds at Lloyd’s which are made interavailable as funds at Lloyd’s of SGL1 may in future
be applied in respect of obligations of SGL1 referable to business written after 31 December 2016, including
on other syndicates

26. RELATED PARTIES

The Company is a wholly owned subsidiary of Atrium Underwriting Group Limited (AUGL), the financial
statements of which are publicly available. Accordingly, the Company has taken advantage of the exemption
in Section 33.1A of FRS 102 ‘Related party disclosures’ from disclosing transactions with wholly owned
members of the AUGL.

See note 12 for disclosure of the Directors’ remuneration. These Directors are deemed to be key
management personnel of the entity.

Atrium 5 Limited has a 65% quota share agreement with Arden Reinsurance Company Ltd. The reinsurance
premium and balance included in creditors are as shown in the table below. Details of the arrangement are

included on page 2.
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26. RELATED PARTIES (continued)

Reinsurance premiums

Net losses and loss adjustments
Ceding commission

Profit commission

Amount due to Arden Re arising out of reinsurance operations

2017 2016

$’000 $'000
27,082 46,404
(9,836) (38,434)
(1,303) (1,917)
(3,324) (587)
12,619 5,466 .

SGL1 is a related party. See note 8 for disclosure of amounts transacted and an analysis of the balance of

$7,999k due to SGL1.

27. ULTIMATE PARENT COMPANY

The Company’s immediate parent undertaking and controlling party is Atrium Underwriting Group Limited,

incorporated in Great Britain.

The Company’s ultimate parent undertaking, Enstar Group Limited includes the Company in its consolidated
financial statements. The consolidated financial statements of Enstar Group Limited are prepared in
accordance with accounting principles generally accepted in the United States of America (US GAAP), are
available to the public and may be obtained from the US Securities and Exchange Commission (www.sec.gov).
Refer to note 3 for exemptions claimed in relation to the preparation of the financial statements under FRS

102.
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