Independent auditor’s report

To the Board of Directors and Shareholder of Hiscox Insurance Company (Bermuda) Limited

Our opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of
Hiscox Insurance Company (Bermuda) Limited (the Company) as at 31 December 2023, and its financial
performance and its cash flows for the year then ended in accordance with IFRS Accounting Standards.

What we have audited
The Company’s financial statements comprise:

e the statement of financial position as at 31 December 2023;

the statement of income and comprehensive income for the year then ended:;
the statement of changes in shareholder's equity for the year then ended;
the statement of cash flows for the year then ended; and

the notes to the financial statements, comprising material accounting policy information and other
explanatory information.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities
under those standards are further described in the Auditor's responsibilities for the audit of the financial
statements section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Independence

We are independent of the Company in accordance with the International Code of Ethics for Professional
Accountants (including International Independence Standards) issued by the International Ethics Standards
Board for Accountants (IESBA Code) and the ethical requirements of the Chartered Professional
Accountants of Bermuda Rules of Professional Conduct (CPA Bermuda Rules) that are relevant to our audit
of the financial statements in Bermuda. We have fulfilled our other ethical responsibilities in accordance
with the IESBA Code and the ethical requirements of the CPA Bermuda Rules.

Responsibilities of management and those charged with governance for the
financial statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRS Accounting Standards, and for such internal control as management determines is
necessary to enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error.
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In preparing the financial statements, management is responsible for assessing the Company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless management either intends to liquidate the Company or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting process.

Auditor’s responsibilities for the audit of the financial statements

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

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional
scepticism throughout the audit. We also:

o Identify and assess the risks of material misstatement of the financial statements, whether due to fraud
or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that
is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

e Conclude on the appropriateness of management's use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Company'’s ability to continue as a going concern. If
we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s report
to the related disclosures in the financial statements or, if such disclosures are inadequate, to modify
our opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor’s
report. However, future events or conditions may cause the Company to cease to continue as a going
concern.

e FEvaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in
a manner that achieves fair presentation.
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Auditor’s responsibilities for the audit of the financial statements (continued)

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal control
that we identify during our audit.

Fhawaterhonstopms (5.

Chartered Professional Accountants
Hamilton, Bermuda
30 April 2024
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Hiscox Insurance Company (Bermuda) Limited

Statement of Financial Position

(expressed in thousands of U.S. dollars, except per share and share amounts)

Assets

Cash and cash equivalents (Note 5)

Financial assets carried at fair value (Notes 8 and 12)

As of 31 December 2023

Reinsurance contract held assets (Note 7)

Deferred tax (Note 11)
Loans and receivables (Note 9)
Total assets

Liabilities
Insurance contract liabilities (Note 7)

Trade and other payables (Note 10)
Total liabilities

Shareholder’s equity

Common shares (par value $1.00; authorised, issued

and fully paid, 100,000,000)
Contributed surplus
Retained earnings

Total shareholder’s equity

Total liabilities and shareholder’s equity

2023 2022 2021
(restated)* (restated)*

$ 461,213 $ 484,677 $ 248,388
1,693,826 1,629,608 1,953,158
653.859 954,000 949,991
150,000 ; ;
128,466 86,688 85.075
$3.087.364 $3.154,973 $3.236,612
$1,326,257 $1,765,066 $1,886,312
26.100 18,785 29.779
1352,357 1,783 851 1.916,001
$100,000 $100,000 40000
1,103,280 1,103,280 1,103,280
531,727 167,842 117.241
1.735.007 1371.122 1320521
$3,087,364 $3.154,973 $3.236.612

*Restated for the adoption of IFRS 17 and IFRS 9 see Note 3.1

The accompanying notes are an integral part of the financial statements

Signed on behalf of the Board:

Director







Hiscox Insurance Company (Bermuda) Limited
Statement of Income and Comprehensive Income

Year Ended 31 December 2023
(expressed in thousands of U.S. dollars)

2023 2022
(restated)*
Insurance revenue $ 1,629,815 $ 1,441,658
Insurance service expense (713,269) (1,478,663)
Insurance service result before reinsurance contracts held 916,546 (37,005)
Allocation of reinsurance premiums (470,389) (503,618)
Amounts recoverable from reinsurers for incurred claims 4,440 772,494
Net expense from reinsurance contracts held (465,949) 268,876
Insurance service result 450,597 231,871
Investment result (Note 6) 116,509 (77,262)
Net finance income (expenses) from insurance contracts (101,097) 89,593
Net finance income (expenses) from reinsurance contracts 26,192 (23,927)
Net insurance finance income (expenses) (74,905) 65,666
Net insurance and investment result 492,201 220,275
Other income _ 750 -
Other operational expenses (3,362) (983)
Net other foreign exchange gain (loss) 962 (22,641)
Other finance costs (1,204) (1,061)
Profit (loss) before tax 489,347 195,590
Tax credit (expense) 150,000 -
Total comprehensive income for the year $ 639,347 $195.590

*Restated for the adoption of IFRS 17 and IFRS 9 see Note 3.1

The accompanying notes are an integral part of the financial statements.



Hiscox Insurance Company (Bermuda) Limited
Statements of Changes in Shareholder’s Equity

Year ended 31 December 2023
(expressed in thousands of U.S. dollars, except share amounts)

2023 2022
Common Shares (restated)
Balance, beginning and end of year 100,000,000 100,000,000
Common Shares (Note 15)
Balance, beginning and end of year $ 100,000 $ 100,000
Contributed surplus
Balance, beginning of year 1,103,280 1,103,280
Balance, end of year $1,103,280 $1.,103,280
Retained earnings (Note 15)
Balance, beginning of year (as previously stated) 2,319 90,962
Impact of adoption of TFRS 17 and IFRS 9 (Note 3.1) 165,523 26,290
Balance restated, beginning of year at transition, | Jan 167,842 117,252
Net income 639,347 195,590
Dividends declared (275,462) (145,000)
Balance, end of year § 531,727 $ 167,842
Total shareholder’s equity $1,735,007 $1,371,122

The accompanying notes are an integral part of the financial statements.



Hiscox Insurance Company (Bermuda) Limited
Statements of Cash Flows

Year Ended 31 December 2023
(expressed in thousands of U.S. dollars)

2023 2022
Operating activities (restated)*
INEHITCome $ 639,347 $ 195,590
Adjustments to reconcile net income to net cash provided
by operating activities:
Tax credit from deferred tax asset (150,000) -
Share compensation expense 5,265 2,551
Investment loss (income) (88,643) 2,875
Unrealised losses (gains) on foreign exchange (1,495) 31,303
Net fair value losses (gains) on financial assets (36,371) 94,113
Changes in operational assets and liabilities:
Financial assets carried at fair value 77,722 182,037
Loans and receivables (38,465) (36,646)
Reinsurance contract held assets 299,593 33,471
Insurance contract liabilities (468,180) (90,725)
Trade and other payables 6,635 (12,246)
Net cash provided by operating activities 245,408 402,323
Financing activities
Dividends paid (275,462) (145,000)
Net cash used in financing activities (275,462) (145,000)
Net change in cash and cash equivalents (30,054) 257,323
Cash and cash equivalents, beginning of year 484,677 248,388
Effect of exchange rate movements on cash 6,590 (21,034)
Cash and cash equivalents, end of year $ 461,213 $ 484,677

*Restated for the adoption of IFRS 17 and IFRS 9 see Note 3.1
The accompanying notes are an integral part of the financial statements.



Hiscox Insurance Company (Bermuda) Limited
Notes to the Financial Statements
(expressed in U.S. dollars)

1. Company Information

Hiscox Insurance Company (Bermuda) Limited (the “Company”) was incorporated under the laws of
Bermuda on 21 October 2005. The Company is a global provider of property catastrophe and specialty
reinsurance coverage to both third party and affiliate insurers and reinsurers. The Company is registered as
a Class 4 insurer under The Insurance Act 1978 (Bermuda) and is a wholly owned subsidiary of Hiscox Ltd
(the “Parent” or “Group™), a company incorporated in Bermuda and publicly traded on the Loondon Stock
Exchange. The Company’s registered office is 96 Pitts Bay Road Pembroke, Bermuda.

2. Basis of Presentation
2.1 Statement of compliance

These financial statements are prepared in accordance with IFRS® Accounting Standards’ (“IFRS”) as
issued and adopted by the International Accounting Standards Board (“TASB”). These financial statements
were examined and authorised by the Board of Directors and adopted at the meeting of the Board of
Directors (“the Board”) held on 22 April 2024. The Board has the power to amend these financial statements
subsequent to issuance.

2.2 Basis of preparation
The financial statements have been prepared on a going concern basis.

In adopting the going concern basis, the Board has reviewed the current and forecast solvency and liquidity
positions for the next 12 months and beyond. As part of the consideration of the appropriateness of adopting
the going concern basis, the Board uses scenario analysis and stress testing to assess the robustness of the
entity’s solvency and liquidity positions. In undertaking this analysis, no material uncertainty in relation to
going concern has been identified. This is due to the strong capital and liquidity positions, which provide
considerable resilience to the scenarios and stresses, underpinned by the Company’s approach to risk
management which is described in Note 4. After making enquiries, the Board has a reasonable expectation
that the Company has adequate resources to continue in operational existence over a period of at least 12
months from the date of this report. For this reason, the Company continues to adopt the going concern
basis in preparing the financial statements.

The balance sheet of the Group is presented in order of increasing liquidity. All amounts presented in the
income statement and statement of comprehensive income relate to continuing operations.

2.3 Functional and presentation currency

TItems included in the financial statements are measured using the currency of the primary economic
environment in which the entity operates (the “functional currency”). The financial statements are presented
in United States Dollars (“$”), which is also the Company’s functional currency. The Bermuda Dollar is on
par with the United States Dollar.



Hiscox Insurance Company (Bermuda) Limited
Notes to the Financial Statements (continued)
(expressed in U.S. dollars)

3. Material accounting policies information

The principal accounting policies applied in the preparation of these financial statements are set out below.
The most critical individual components of these financial statements that involve the highest degree of
judgement or significant assumptions and estimations are identified in Note 3.8.

Except as described below, the accounting policies adopted are consistent with those of the previous
financial year.

3.1 New accounting standards, interpretations and amendments to published standards, and future
accounting developments

The Company has applied IFRS 17 and IFRS 9 for the first time in these financial statements. The Company
has not early adopted any standard, interpretation or amendment that has been issued but is not yet effective.

December December
($ in thousands) 31,2022/January  31,2021/January
1,2023 1,2022
$ $
Equity as at 31 December as previously reported 1,205,599 1,294,242
Impact of I[FRS 17 165,523 26,290
Impact of IFRS 9 = -
Restated equity at transition, 1 January 1,371,122 1,320,532

3.1.1. IFRS 17 Insurance Contracts

The Company has restated comparative information for 2022 applying the full retrospective transitional
provisions of IFRS 17 Insurance Contracts.

The nature of the changes in accounting policies can be summarised, as follows:

Measurement

IFRS 17 requires a current measurement model where estimates are remeasured each reporting period.
Under the General Measurement Model (“GMM?™), contracts are measured using the building blocks of
discounted probability-weighted fulfilment cash flows, an explicit risk adjustment, and a contractual service
margin (“CSM”) representing the unearned profit of the contract which is recognised as revenue over the
coverage period. A simplification, the Premium Allocation Approach (“PAA™), can be applied if certain
eligibility criteria are met. The majority of the Company’s policies (both issued and held) have a coverage
period of 12 months or less and so are eligible for the PAA. Management applies significant judgements in
assessing whether applying the PAA to groups of contracts with a coverage period extending beyond 12
months which would produce a measurement of the liability for remaining coverage (LRC) that would not
differ materially from the one that would be produced applying GMM. Management has concluded that a



Hiscox Insurance Company (Bermuda) Limited
Notes to the Financial Statements (continued)
(expressed in U.S. dollars)

majority of the Company’s insurance contracts issued and reinsurance contracts held meet the criteria and
the PAA is applied to measure them.

The measurement principles differ from the approach used by the Company under IFRS 4. The key areas
are:

e the LRC reflects premiums received less deferred insurance acquisition cash flows and less amounts
recognised in insurance service revenue. The Company has taken the option not to discount the LRC;

e measurement of the LRC is adjusted if a group of contracts is expected to be onerous (i.e. loss making)
over the remaining coverage period and a loss is recognised immediately in the Statement of Income
and Comprehensive Income under ‘insurance service expenses’ with the recoveries in ‘amounts
recoverable from reinsurers for incurred claims'. A loss component is measured as the excess of the
fulfilment cash flows that relate to the remaining coverage of the group over the carrying amount of the
LRC of the group of contracts;

« measurement of the liability for incurred claims (LIC) is determined on a probability-weighted expected
value basis. In contrast to IFRS 4, the LIC is discounted. The LIC also includes an explicit risk
adjustment to compensate for non-financial risk. The liability includes the Company’s obligation to pay
other incurred insurance expenses;

e the discount rates used to calculate the LIC are constructed using risk free rates, plus an illiquidity
premium, where applicable. Risk free rates are determined by reference to the market observable data
(swap rates or highly liquid sovereign bonds) in the currencies of the respective (re)insurance contract
liabilities. The illiquidity premium is determined based on market observable illiquidity premiums in
financial assets, adjusted to reflect the liquidity characteristics of the liability cash flows;

o the risk adjustment for non-financial risk is the estimated compensation that the Company requires for
bearing the uncertainty about the amount and timing of the cash flows of groups of insurance contracts.
Management applies significant judgements in determining the risk adjustment amount;

e measurement of the reinsurance contract asset for remaining coverage (“ARC”) reflecting reinsurance
premiums paid for reinsurance held is adjusted to include a loss-recovery component to reflect the
expected recovery of onerous contract losses where such contracts reinsure onerous contracts;

o measurement of the reinsurance asset for incurred claims (“AIC”) is similar to the LIC as set out above,
except it also includes an adjustment for the effect of the risk of reinsurer’s non-performance;

o the expected premium received is recognised in the Statement of Income and Comprehensive Income
as part of insurance service revenue over the insurance coverage period on the basis of the passage of
time unless the expected pattern of release from risk differs significantly from the passage of time, in
which case it is recognised based on the expected timing of incurred claims and benefits;

e all insurance and reinsurance contract assets and liabilities are monetary items. As a result, those
balances denominated in foreign currencies are subject to revaluation at foreign exchange rates
prevailing at the reporting date, with the impact of changes in foreign exchange rates recognised in the
Statement of Income and Comprehensive Income;

o under IFRS 4, acquisition costs were recognised and presented separately as ‘deferred acquisition costs’.
Under IFRS 17, the Company has taken the option to include directly attributable acquisition cash flows
in the LRC, which are tested separately for recoverability and are amortised as part of insurance service
expenses.

10



Hiscox Insurance Company (Bermuda) Limited
Notes to the Financial Statements (continued)
(expressed in U.S. dollars)

Changes to presentation and disclosure

The presentation of the Statement of Income and Comprehensive Income changes, with premium and
claims figures being replaced with insurance contract revenue, insurance service expense and insurance
finance income and expense. Gross and net written premium will no longer be presented on the face of the
Statement of Income and Comprehensive Income.

Further, reinsurance commission income that is contingent on claims, for example, profit commission
income is treated as a part of claims recoveries cash flows and that which is not contingent on claims e.g.
overrider commission is accounted for as part of premium paid or received cash flows.

Transition

On transition date, 1 January 2022, the Company:

o has identified, recognised and measured each group of insurance contracts as if IFRS 17 requirements
had always applied,

o derecognised any existing balances that would not exist had IFRS 17 requirements always applied;

o performed a PAA eligibility assessment for the 2021 and prior unexpired groups of insurance and
reinsurance contracts with coverage periods of longer than 12 months;

o has determined that the net impact to equity at 1 January 2022 was $26.3 million increase driven by the
following factors:

o the application of the discounting of the insurance contract liabilities and assets of
approximately $11.6 million increase;

o the application of seasonal earnings on the catastrophe exposed external business of $7.7m
increase;

o adjustment of insurance contract liabilities on a whole account internal quota share of
$21.5m increase (for seasonality, and discounting);

o offset by the revaluation of unearned premiums and deferred acquisition costs and
recognition of non-performance risk on reinsurance contract assets summing up to $6.9m
decrease; and

o adjustment of risk margin on an internal quota share $7.6m decrease.

3.1.2 IFRS 9 Financial Instruments

The Company has adopted IFRS 9 Financial instruments with effect from 1 January 2023. IFRS 9 replaces
IAS 39 and addresses the classification and measurement of financial assets and liabilities; impairment of
financial assets; and general hedge accounting. Comparatives have been restated with adjustments to the

carrying amounts of financial assets and liabilities at the date of transition recognised in retained earnings.

The adoption of IFRS 9 has resulted in changes to the Group’s accounting policies for recognition,
classification and measurement of financial assets and liabilities.

11



Hiscox Insurance Company (Bermuda) Limited

Notes to the Financial Statements (continued)
(expressed in U.S. dollars)

Transition

On the transition date, 1 January 2023, the net impact recognised in equity is $nil.

Classification and measurement of financial instruments
IFRS 9 contains three principal classification categories for financial assets: amortised cost; fair value
through other comprehensive income (“FVOCI); and fair value through profit or loss (“FVPL”). On
transition to IFRS 9, the Company assessed the business models and contractual cash flows of its financial

instruments.

The following table reconciles the carrying amounts of financial instrurnents, from their previous
measurement category in accordance with TAS 39, to the measurement categories upon transition to IFRS
9 on 1 January 2023, including any re-measurement impact. Certain balances previously disclosed within
Trade and other receivables/payables are in scope of IFRS 17 as they are attributable to insurance contracts,

these balances have been excluded from the table below as they are not in scope of IFRS 9.

Government gilts/Bonds

Corporate bonds

Asset backed securities

Mortgage backed securities

Other fixed income holdings
Hedge/Equity funds

Strategic investments

Insurance linked funds

Deposits  with  credit institutions
(Lloyds deposits)

Derivatives
Trade and other receivables

Cash and cash equivalents

Financial liabilities
Borrowings and accrued interest
Derivatives

Trade and other payables

T1AS 39
Measurement
category
FVPL
FVPL
FVPL
FVPL
FVPL
FVPL
FVPL
FVPL
Loans and
receivables
(Amortised cost)
FVPL
Loans and
receivables
(Amortised cost)
Amortised cost

Amortised cost
FVPL
Amortised cost

IFRS 9
Measurement
category
FVPL (mandatory)
FVPL (mandatory)
FVPL (mandatory)
FVPL (mandatory)
FVPL (mandatory)
FVPL (mandatory)
FVPL (mandatory)
FVPL (mandatory)
Amortised cost

FVPL (mandatory)
Amortised cost

Amortised cost

Amortised cost
FVPL (mandatory)
Amortised cost

The classification of financial instruments under IFRS 9 has had no impact on the carrying values previously

measured under IAS 39.

12



Hiscox Insurance Company (Bermuda) Limited

Notes to the Financial Statements (continued)
(expressed in U.S. dollars)

Impairment allowances

IFRS 9 introduces an Expected Credit Loss (“ECL”) approach for measuring impairment allowances. The
ECL methodology is an unbiased, probability-weighted estimation that incorporates all available
information relevant to the assessment of credit risk, including information about past events, current
conditions and reasonable and supportable forecasts of economic conditions at the reporting date. The
forward-looking aspect of IFRS 9 requires judgement as to how changes in economic factors affect ECLs.
There were no impairment allowances required to be recognized upon adoption.

3.1.3 Amendments to IAS 1 Presentation of Financial Statements and IFRS Practice Statement 2
Making Materiality judgements — Disclosure of Accounting Policies

The Company has adopted the amendments to TAS 1 for the first time in the current year. The amendments
change the requirements in TAS 1 with regard to disclosure of accounting policies. The amendments replace
all instances of the term ‘significant accounting policies’ with ‘material accounting policy information’.

Other than discussed above, new standards, amendments to standards and interpretations that are effective

for annual periods beginning on 1 January 2023 have been applied in preparing these financial statements

and had no material impact on the Company.

- Amendments to IAS 12 Income Taxes — Deferred Tax related to Assets and Liabilities arising from
a Single Transaction

- Amendments to IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors —
Definition of Accounting Estimates

(b) Future accounting developments

The following new standards, and amendments to standards, are effective for annual periods beginning
after 1 January 2024 and have not been applied in preparing these financial statements:

—Amendments to TAS 1 — Classification of Liabilities as Current or Non-Current and Non-current
liabilities with Covenants.

—Amendments to IFRS 16 — Lease liability in a Sale and Leaseback
—Amendments to IAS 7 and IFRS 7 — Supplier finance arrangements

—Amendments to [FRS 10 and IAS 28 — Sale or contribution of assets between an investor and its
associate or joint venture.

The impact of these future accounting standards is not expected to be material to the Company.

13



Hiscox Insurance Company (Bermuda) Limited

Notes to the Financial Statements (continued)
(expressed in U.S. dollars)

3.2 Insurance and reinsurance contracts

The accounting policy set out below is applicable to insurance and reinsurance contracts that are issued by
the Company and reinsurance contracts held by the Company unless indicated otherwise.

(a) Classification

Insurance contracts are defined as those containing significant insurance risk. Significant insurance risk
criteria are met if, and only if, an insured event could cause an insurer to make significant additional
payments in any scenario, excluding scenarios that Jack commercial substance, at the inception of the
contract. Such contracts remain insurance contracts until all rights and obligations are extinguished or
expire.

The Company issues short-term casualty and property (re)insurance contracts in the normal course of
business, under which it accepts significant insurance risk from its policyholders. The Company also
enters into ceded reinsurance contracts with reinsurers under which the Company transfers significant
insurance risk to reinsurers and is compensated for claims on contracts issued by the Company.

(b) Separating components

The Company assesses its insurance and reinsurance products to determine whether they contain distinct
components which must be accounted for under another TFRS instead of under IFRS 17. After separating
any distinct components, the Company applies IFRS 17 to all remaining components of the (host) insurance
contract. Currently, the Company’s products do not include any distinct components that require separation.

Some reinsurance contracts issued contain profit commission arrangements. Under certain of

these arrangements, there is a guaranteed minimum amount that the policyholder will always receive —
either in the form of profit commission, or as claims, or another contractual payment irrespective of the
insured event happening. The guaranteed minimum amounts have been assessed to be highly interrelated
with the insurance component of the reinsurance contracts and are, therefore, non-distinct investment
components which are not accounted for separately. However, receipts and payments of these investment
components are excluded from insurance revenue and expenses.

(c) Level of aggregation

Insurance contracts are aggregated into groups for measurement purposes. The level of aggregation is
determined firstly by grouping contracts into portfolios which, with some limited exceptions, are set as the
reserving classes of each legal entity. Portfolios comprise groups of contracts with similar risks which are
managed together. Portfolios are further divided based on expected profitability at inception into three
categories: onerous contracts, contracts with no significant risk of becoming onerous, and the remainder.
No group for level of aggregation purposes may contain contracts issued more than one year apart. The
grouping of contracts is not subsequently reconsidered.

A group of insurance contracts is considered to be onerous at initial recognition if the fulfilment cashflows

allocated to that group of contracts in total are a net outflow. That is if the present value of expecied claims,
attributable expenses and risk adjustment exceeds the premium.

14



Hiscox Insurance Company (Bermuda) Limited

Notes to the Financial Statements (continued)
(expressed in U.S. dollars)

Portfolios of reinsurance contracts held are assessed for aggregation separately from portfolios of insurance
contracts issued. Reinsurance contracts held cannot be onerous.

(d) Recognition and derecognition

Groups of insurance contracts issued are initially recognised from the earliest of the following:

¢ the beginning of the coverage period;

* the date when the first payment from the policyholder is due, or actually received if there is no due
date; and

¢ when the Company determines that a group of contracts becomes onerous.

Insurance contracts acquired in a business combination within the scope of IFRS 3 Business Combinations
or a portfolio transfer are accounted for as if they were entered into at the date of acquisition or transfer.

Reinsurance contracts held are recognised as follows:
* agroup of reinsurance contracts held that provide proportionate coverage is recognised at the later of:
o the beginning of the coverage period of the group; and
o the initial recognition of any underlying insurance contract;
 all other groups of reinsurance contracts held are recognised from the beginning of the coverage period
of the group of reinsurance contracts held; unless the Company entered into the reinsurance contract
held at or before the date when an onerous group of underlying contracts is recognised prior to the
beginning of the coverage period of the group of reinsurance contracts held, in which case the
reinsurance contract held is recognised at the same time as the group of underlying insurance contracts
is recognised.

Only contracts that individually meet the recognition criteria by the end of the reporting period are included
in the groups. When contracts meet the recognition criteria in the groups after the reporting date, they are
added to the groups in the reporting period in which they meet the recognition criteria. Composition of the
groups is not reassessed in subsequent periods.

An insurance contract is derecognised when it is:

 extinguished (that is, when the obligation specified in the insurance contract expires or is discharged or
cancelled); or

* the contract is modified such that the modification results in a change in the measurement model ¢.g.
GMM or the applicable standard for measuring a component of the contract, substantially changes the
contract boundary, or requires the modified contracts to be included in a different group.

When a modification is not treated as a derecognition, the Company recognises amounts paid or received
for the modification of the contract as an adjustment to the relevant liability or asset for remaining coverage.

When a group of insurance contracts is derecognised, adjustments to remove related rights and obligations

result in the following amounts being charged immediately to Statement of Income and Comprehensive

Income:

e if the contract is extinguished, any net difference between the derecognised part of the LRC of the
original contract and any other cash flows arising from extinguishment;

15



Hiscox Insurance Company (Bermuda) Limited
Notes to the Financial Statements (continued)
(expressed in U.S. dollars)

e ifthe contract is transferred to the third party, any net difference between the derecognised part of the
LRC of the original contract and the premium charged by the third party; or

e if the original contract is modified resulting in its derecognition, any net difference between the
derecognised part of the LRC and the hypothetical premium that the entity would have charged if it had
entered into a contract with equivalent terms as the new contract at the date of the contract modification,
less any additional premium charged for the modification

(e) Contract boundary

The Company uses the concept of contract boundary to determine what cash flows should be considered in

the measurement of groups of insurance contracts. Cash flows are within the boundary of an insurance

contract if they arise from substantive rights and obligations that exist during the reporting period in which

the Company can compel the policyholder to pay the premiums, or in which the Company has a substantive

obligation to provide the policyholder with services. A substantive obligation to provide services ends

when:

o The Company has the practical ability to reassess the risks of the particular policyholder and, as a result,
can set a price or level of benefits that fully reflects those risks; or

»  Both of the following criteria are satisfied:

o The Company has the practical ability to reassess the risks of the portfolio of insurance
contracts that contain the contract and, as a result, can set a price or level of benefits that fully
reflects the risk of that portfolio; and

o The pricing of the premiums for coverage up to the date when the risks are reassessed does not
take into account the risks that relate to periods after the reassessment date.

A liability or asset relating to expected premiums or claims outside the boundary of the insurance contract
is not recognised. Such amounts relate to future insurance contracts.

() Measurement — Premium Allocation Approach

Initial measurement

The Company applies the PAA to all the insurance contracts that it issues and reinsurance contracts that it

holds, because:

e The coverage period of each contract in the group is one year or less; or

o For contracts longer than one year, the Company has modelled possible future scenarios and reasonably
expects that the measurement of the LRC for the group containing those contracts under the PAA does
not differ materially from the measurement that would be produced applying the general model.

For insurance contracts issued, on initial recognition, the Company measures the LRC as the amount of
premiums received, less any acquisition cash flows paid and any amounts arising from the derecognition
of the insurance acquisition cash flows asset and the derecognition of any other relevant pre-recognition
cash flows.

For reinsurance contracts held, on initial recognition, the Company measures the remaining coverage at the

amount of ceding premiums paid, plus broker fees paid to a party other than the reinsurer and any amounts
arising from the derecognition of any other relevant pre-recognition cash flows.
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For insurance contracts issued, insurance acquisition cash flows allocated to a group are deferred and
recognised over the coverage period of contracts in a group. For reinsurance contracts held, broker fees are
recognised over the coverage period of contracts in a group.

Subsequent measurement

For insurance contracts issued, at each of the subsequent reporting dates, the LRC is:

* increased for premiums received in the period;

* decreased for insurance acquisition cash flows paid in the period,

e decreased for the amounts of expected premium receipts recoghised as insurance revenue for the
services provided in the period,

¢ increased for the amortisation of insurance acquisition cash flows in the period recognised as insurance
service expenses; and

» decreased for any investment component paid or transferred to the liability for incurred claims.

For reinsurance contracts held, at each of the subsequent reporting dates, the remaining coverage is:

* increased for ceding premiums paid in the period;

e increased for broker fees paid in the period;

* decreased for the expected amounts of ceding premiums and broker fees recognised as reinsurance
expenses for the services received in the period; and

e decreased for any investment component paid or transferred to the reinsurance assets for incurred
claims.

The Company does not adjust the LRC for insurance contracts issued or the remaining coverage for
reinsurance contracts held for the effect of the time value of money, because insurance premiums are due
within one year of the coverage period. .

The Company estimates the LIC as the fulfilment cash flows related to incurred claims. The fulfilment cash
flows incorporate, in an unbiased way, all reasonable and supportable information available without undue
cost or effort about the amount, timing and uncertainty of those future cash flows, they reflect current
estimates from the perspective of the entity, and include an explicit adjustment for non-financial risk (the
risk adjustment). In addition, the Company adjusts the AIC for the effect of the risk of reinsurer’s non-
performance.

If facts and circumstances indicate that a group of insurance contracts measured under the PAA is onerous
on initial recognition or has become oneyous subsequently, the Company increases the carrying amount of
the LRC, recognising a loss component, to the amounts of the excess of the fulfilment cash flows that relate
to the remaining coverage of the group of contracts, over the carrying amount of the LRC of the group. The
amount of such an increase is recognised in insurance service expenses. Subsequently, the loss component
is amortised over the coverage period of the group of contracts.

When a loss is recognised on initial recognition of an onerous group of underlying insurance contracts or

on addition of onerous underlying insurance contracts to that group, the carrying amount of the reinsurance
asset for remaining coverage for reinsurance contracts held measured under the PAA is increased by the
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amount of expected recoveries that will be in the Statement of Income and Comprehensive Income and a
loss-recovery component is established or adjusted for that amount. The loss recovery component is
calculated by multiplying the loss component recognised on underlying insurance contracts by the
percentage of claims on underlying insurance contracts that the Company expects to recover from the
reinsurance contracts held that are entered into before or at the same time as the loss is recognised on the
underlying insurance contracts. When underlying insurance contracts that are reinsured are included in the
same group as insurance contracts issued that are not reinsured, the Company applies a systematic and
rational method of allocation to determine the portion of losses that relates to underlying insurance
contracts.

(g) Insurance revenue

The insurance revenue for the period is the amount of expected premium receipts (excluding any investment
component) allocated to the period. The Company allocates the expected premium receipts to each period
of insurance contract services on the basis of the passage of time. But if the expected pattern of release of
risk during the coverage period differs significantly from the passage of time, for example a group of
contracts that is exposed to large natural catastrophe risk concentrated in the first or second half of the year,
then the allocation is made on the basis of the expected timing of incurred insurance service expenses.

Changes to basis of allocation are accounted for prospectively as a change in accounting estimate.

(h) Insurance service expenses

Insurance service expenses include the following:

e incurred claims and benefits, excluding investment components reduced by loss component allocations;

o other incurred directly attributable expenses;

e insurance acquisition cash flows amortisation using the pattern that is consistent with the insurance
revenue;

« changes that relate to past service;

e changes that relate to future service;

¢ insurance acquisition cash flows assets impairment; and

s mandatory reinstatement premiums.

Other expenses not meeting the above categories are included in other operating expenses in the Statement
of Income and Comprehensive Income.

(i) Allocation of reinsurance premiums
The allocation of reinsurance premiums includes reinsurance premiums and other directly incurred
attributable expenses.

Reinsurance premium and expenses are recognised similarly to insurance revenue. The amount of
reinsurance expenses recognised in the reporting period depicts the transfer of received insurance contract
services at an amount that reflects the portion of ceding premiums that the Company expects to pay in
exchange for those services. Additionally, broker fees and ceding commissions that are not contingent on
claims of the underlying contracts issued reduce ceding premiums and are accounted for as part of
reinsurance premiums.
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In addition, the allocation of reinsurance premiums also includes changes in the reinsurance assets arising
from retroactive reinsurance contracts held and voluntary reinstatement ceded premiums.

(j) Amounts recoverable from reinsurers for incurred claims

The amounts recoverable from reinsurers for incurred claims include:

* incurred claims recoveries, excluding investment components

* loss-recovery component allocations;

= changes that relate to past service;

e effect of changes in the risk of reinsurers’ non-performance;

» amounts relating to accounting for onerous groups of underlying insurance contracts issued;

= ceding commissions that are contingent on claims of the underlying contracts issued reduce incurred
claims recovery; and

* mandatory reinstatement ceded premiums.

(k) Insurance finance income or expenses

Insurance finance income or expenses comprise the change in the carrying amount of the group of insurance

contracts arising from:

* the effect of the time value of money and changes in the time value of money. This mainly comprises
of interest accreted on the LIC and interest unwind on the AIC; and

» the effect of financial risk and changes in financial risk. This mainly includes the effect of changes in
interest rates i.e., discount rates.

The Company does not disaggregate changes in the risk adjustment for non-financial risk between insurance
service result and insurance finance income or expenses. The change in the tisk adjustment is entirely
presented as part of the insurance service result.

Foreign exchange gains and losses continue to be presented as Net other foreign exchange gain (loss) line
item.

3.3 Financial assets and liabilities

The Company classifies its financial assets in the following measurement categories, which depends on the
business model for managing the fin