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The Directors of Faraday Underwriting Limited 

(‘the Managing Agent’) present their Report for the

year ended 31 December 2017.

This Annual Report is prepared using the annual basis

of accounting as required by Statutory Instrument 

No 1950 of 2008, the Insurance Accounts Directive

(Lloyd’s Syndicate and Aggregate Accounts)

Regulations 2008 and applicable United Kingdom

Accounting Standards, including Financial Reporting

Standard 102: The Financial Reporting Standard

applicable in the United Kingdom and Republic of

Ireland (‘FRS102’) and Financial Reporting Standard

103: Insurance Contracts (‘FRS103’). The Strategic

Report on page 5 contains the information required to

be disclosed under the Companies Act 2006 (Strategic

Report and Directors’ Report) Regulations 2013.            

Results

The result for the 2017 calendar year is a loss of

£111,769,000 (2016: a profit of £44,990,000).           

Going concern

After making enquiries, the Directors have a reasonable

expectation that Syndicate 435 (‘the Syndicate’) has

adequate resources to continue in operational existence

for the foreseeable future. Moreover, the Directors

expect that continued capital support will be in place in

order to do so. Accordingly, the going concern basis

continues to be adopted in preparing the Annual Report.

Directors

The Directors of the Managing Agent who served

during the year ended 31 December 2017 were 

as follows:

Thomas Bolt, non-executive Director

(resigned 22 December 2017)

Andrew D’Arcy, Chief Executive 

from 25 September 2017, Chief Financial Officer

to 4 October 2017

Kevin Harker, Finance Director 

(appointed 4 October 2017)

Ian Geden, Chairman and non-executive Director

Stephen Michael, Chief Executive to 25 September 2017,

his appointment became non-executive from 

1 January 2018

Martin Pike, Senior non-executive Director

Mark Rayner, Active Underwriter to date of resignation

(resigned 5 May 2017)

Tom Shelley, joint Active Underwriter

(appointed 2 October 2017)

Chris Thorne, joint Active Underwriter

(appointed 13 September 2017)

Expansion of the Faraday business

Although Syndicate 435 is Faraday’s main platform,

its capabilities were enhanced in 2017 by the

formation of Faraday MGA Limited. This vehicle will

provide a means to accommodate our clients’ needs

when the Lloyd’s platform does not.

Faraday Underwriting Limited became the Managing

Agent for Syndicate 2255 on 21 March 2017. Its

principal activity is the transaction of reinsurance

business in the United Kingdom. A reinsurance to close

Report of the Directors of the Managing Agent 
31 December 2017
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arrangement of Syndicate 2255 was carried out as at 

31 December 2017; its assets and liabilities were

transferred to Syndicate 435 on 1 January 2018. 

This transaction was subject to careful scrutiny and

considered to be beneficial to the existing business

within Syndicate 435.

Statement of disclosure of information 
to Auditor

Each of the Directors at the date of this Report 

confirms that:

(a)  so far as each of them is aware, there is no

information relevant to the audit of the Syndicate’s

Financial Statements for the year ended 31 December

2017 of which the Auditors are unaware; and

(b)  the Director has taken all the steps that he ought to

have taken in his duty as a Director to make him aware of

any relevant audit information and to establish that the

Syndicate’s Auditors are aware of that information.

Management and capacity

Faraday Underwriting Limited is the Managing Agent 

for Syndicate 435 (‘the Syndicate’). Faraday Holdings

Limited, the immediate parent company of the Managing

Agent, is itself owned by General Re Corporation which is

a subsidiary of Berkshire Hathaway Inc. The ultimate

holding company of the Faraday group of companies is

therefore Berkshire Hathaway Inc. 

Syndicate capacity for the 2015 to 2018 years of

account has been provided in full by Faraday Capital

Limited, a wholly owned subsidiary of Faraday Holdings 

Limited. The capacity was set at £325m for 2015 and

2016 inclusive; in 2017 capacity was set at £336m. 

Capacity for 2018 has been set at £400m.

In order to ensure there was adequate liquidity to meet

the claims arising from the events in 2017, cash calls

were made on the 2016 and 2017 years of account on

9 October 2017. Both calls were met in full by Faraday

Capital Limited and amounted to US$105m (24.1% of

capacity) for 2016 and US$118m (27.1% of capacity)

for 2017. This response serves to indicate the strength

of our capital backing and our readiness and ability to

react immediately to market conditions.

Faraday Capital Limited has exercised its right to waive

the requirement to prepare separate accounts for the

2015 closed year of account.

Faraday is composed of Faraday Holdings Limited and its

subsidiaries Faraday Underwriting Limited, Faraday Capital

Limited, Faraday MGA Limited and GRF Services Limited.

Future developments

Future developments at the Syndicate are described in

the Strategic Report on page 8.

Auditors and Syndicate meeting

The Managing Agent hereby gives formal notification 

of a proposal to re-appoint Deloitte LLP as Auditor 

of Syndicate 435 for a further year. In addition, 

the Managing Agent confirms that it does not propose

to hold an annual general meeting of the Syndicate.

By order of the Board

EElliissaabbeetthh RRiicchhaarrddssoonn

Company Secretary

London

8 March 2018
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The Strategic Report as required under the Companies

Act 2006 (Strategic Report and Directors’ Report)

Regulations 2013 contains a review of the business

including an analysis of its performance during the year

ended 31 December 2017, as well as the principal risks

and uncertainties facing the business and future

developments.

Principal activity and review of the
business

The principal activity of the business remains the

transaction of general insurance and reinsurance

business as part of the Lloyd’s market in London. 

The key challenge from a business perspective continues

to be the competitive market conditions in most, 

if not all, lines of business.  

The 2017 result for Syndicate 435 was impacted by the

significant catastrophe events in the year as well as the

change to the UK Personal Injury Discount Rate.  

Faraday is a market leading provider of (re)insurance in

hurricane and earthquake prone areas and therefore

expects to incur losses from such events when they

occur. Hurricanes Harvey, Irma and Maria as well as the

Californian wildfires gave rise to material losses which

were within modelled expectations.  

Our reserving process and philosophy for such events is

well established, having developed significant expertise

over many years of participation in this market. 

Reserves are established following a review of all

available information and after taking a conservative 

view of the potential for development of losses. The loss

reserves therefore reflect Faraday’s minimal appetite for

any deterioration in its reported loss position.          

The 2017 gross catastrophe losses have been

significantly reduced by a reinsurance programme

purchased specifically to respond to such events.

Although the Property team generated a loss in the year

it was tempered by favourable development and releases

from prior year reserves for the treaty business.    

US Casualty business has faced difficult market

conditions for some years, however, technical rates on

our portfolio remain favourable. This book has performed

well and it has again been possible to release reserves

from prior years.  

The Aviation market remains very competitive. 

The oversupply of insurance and reinsurance capacity,

particularly in the airline sector and airports business,

continues. Faraday has reviewed its Aviation book and,

subject to adequate rates and acceptable terms and

conditions, the Syndicate expects to maintain its current

position in the market. 

The Syndicate’s EL/PL book experienced a loss on 

the calendar year’s result despite being able to achieve 

rate increases in 2017. The reserves have been subject 

to a detailed review following the reduction in the 

UK Personal Injury Discount Rate and, as a consequence,

some strengthening was required.

The International Casualty and Motor books were also

impacted by the reduction in the UK Personal Injury

Discount Rate resulting in an increase in the reserves. 

We had been able to participate in some new

programmes in 2017 and we continue to review any 

risks that meet our underwriting and risk criteria.  

Overall there has been some hardening of rates at the

start of 2018 but with the continued surplus of capacity

it is likely that the difficult market conditions will
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continue. Faraday maintains a strong underwriting

discipline across all lines of business and is prepared to

take tough decisions should the underlying risk not pass

strict criteria. Underwriters remain focused on the

profitability of the business being written.  

The Board strives to maintain a robust business model

being mindful of regulatory requirements and the need 

to assess and manage the risk profile on a continuous

basis. Absent significant loss activity, we expect a

modest increase in premium volumes in 2018 compared

with 2017.

Principal risks and uncertainties

A formal risk strategy and set of risk policies have been

put in place, which are consistent with our business

strategy. The risk policies are supported by a series of

risk appetites which set out our propensity for risk. 

The business strategy and risk apetites are subject to

frequent review to ensure Faraday is able to respond to

any changes in market conditions.   

The Board retains responsibility for the design of the risk

management framework and approval of the risk

appetites. It has delegated other aspects of risk

management to the Risk & Capital Committee and the

Audit & Risk Committee; both report to the Board. 

The Executive Management Committee is responsible for

the execution of the business strategy and meets on a

regular basis to manage the business from an operational

perspective. It is supported by formal Groups which are

responsible for day-to-day Underwriting, Investment

Review, management of the Syndicate’s counterparty

exposures, Data Analytics and Information Technology;

these Groups report directly to the Executive

Management Committee.      

The Risk & Capital Committee oversees the risk profile of

the Syndicate.  

The Audit & Risk Committee is composed entirely of non-

executive Directors and this body provides independent

oversight and challenge to the way in which risk is

managed, monitored and reported within the Syndicate. 

It considers any changes to risk appetite ensuring

consistency with the Syndicate’s risk strategy. In addition

this Committee reviews, amongst other matters, the risk

management framework, the operation of the internal

model and the internal control system. The Risk

Management and Compliance functions provide input to

the Audit & Risk Committee. 

From an operational perspective, the Chief Executive

Officer is responsible for strategic risk, risk related to

personnel and group risk. The joint Chief Underwriting

Officers monitor underwriting risk, including the oversight

of catastrophe exposures and reinsurance protections.

The Head of Claims is responsible for claims management

and the Chief Actuary, in conjunction with the Finance

Director, is responsible for reserve risk. The Finance

Director manages all aspects of market risk and credit

risk. The Chief Operating Officer is responsible for the

oversight of operational risks, as they relate to processes

and systems.  

The Chief Risk Officer is responsible for risk management

and regulatory compliance. Risk and control owners are

responsible for assessing and managing the risks for

which they are held accountable using a series of key

performance and key risk indicators. The former are

reported at the Executive Management Committee and

the latter are the responsibility of the Risk & Capital

Committee. Where an indicator triggers pre-set criteria,

an escalation to the Board is implemented to support

effective management of the Syndicate’s risk profile.
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The principal risks and uncertainties facing the Syndicate

are as follows:

Insurance risk

There are three different elements to insurance risk,

being the risk of losses from catastrophe events

(catastrophe risk), the risk that business will prove to

be inadequately priced given the coverage being

provided (premium risk), and the risk that claims

reserves prove to be insufficient (reserve risk). 

The Board manages insurance risk by agreeing its

underwriting appetite at least annually. This includes

catastrophe appetites, combined ratio targets and line

size guidelines. Underwriting performance is monitored

against the business plan throughout the year by the

Executive Management Committee. Licensed

catastrophe models are used to model maximum

probable losses from natural catastrophe exposed

business for significant perils in key areas and to

monitor exposures against pre-determined appetites.

Reserve adequacy is monitored through a regular

review of loss development and reserving analyses

carried out by the Actuarial department.

Credit risk

This represents the risk of default by one or more of

the Syndicate’s counterparties, be they brokers,

coverholders or reinsurers. The risk of default by

issuers of investment holdings is captured in market

risk. The Syndicate conducts business only with

brokers and coverholders that have been approved by

the Security Group, which reviews the financial position

and other information in respect of these entities on at

least an annual basis. A similar process is followed with

respect to the use of reinsurers on the Syndicate’s

reinsurance programmes. 

Market risk

Market risk relates primarily to the exposures faced by

the Syndicate in respect of movements in key

economic variables such as interest rates and foreign

exchange rates and their potential impact on the

valuation of the investment portfolio and other Balance

Sheet items, such as claims reserves. The Managing

Agent manages these risks through the adoption of a

prudent investment strategy with respect to the

duration and credit quality of its investment portfolio,

as well as through the regular re-balancing of the

foreign exchange position and exposures to match

closely the liability currency profile.

In relation to investment holdings, the Investment

Group recommends to the Board the Syndicate’s

investment strategy, having due regard to investment

results, economic conditions and developments in

financial markets. Benchmarks are set each year with

reference to this strategy in order to monitor the

performance of the Syndicate’s Investment managers.

Further, credit quality and asset concentration

parameters are set which properly control the

Syndicate’s exposure to investment risk.

Liquidity risk

This is the risk that the Syndicate will not be able to

meet its liabilities as they fall due, because of a

shortfall of liquid assets. To mitigate this risk, the level

of short-term investment holdings is monitored by the

Finance Director and the Executive Management and

Risk & Capital Committees. The Syndicate’s

conservative investment guidelines also help to ensure

that its portfolio has the necessary liquidity to respond

quickly to short-term funding needs.
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Operational risk

Operational risk arises from errors caused by people,

processes or systems, to include cyber issues, that

could lead to losses to the Syndicate. This includes the

impact from external bodies, such as outsourced

service providers and related companies. The Managing

Agent manages this risk through a combination of

robust service level agreements with external service

providers, the implementation of detailed procedures

and controls in all areas of its business and a

structured programme of testing of processes and

systems by the Risk, Compliance and Internal Audit

departments. This is overseen by the Executive

Management and Risk & Capital Committees.

Financial Key Performance Indicators

The Syndicate’s underwriting strategy is focused on

the profitability of business, a key performance

indicator being the level of absolute profit achieved. 

In 2017, which saw several significant catastrophe

events, the Syndicate incurred a loss of £111,769,000

(profit of £44,990,000 in 2016) on a combined ratio of

137.3% (2016: 84.1%).  

The other key financial performance indicator is the

investment return achieved compared with the

benchmark set by the Board. Given the nature of the

Syndicate’s business, 69% of its investment portfolio 

is denominated in US dollars. The 2017 calendar year

investment return on this portfolio was 0.88% 

(2016: 1.24%), compared with a benchmark of 

0.42% (2016: 0.88%).

Future developments

To ensure that Faraday is able to meet the

requirements of all customers it now offers a second

platform for writing business. Faraday MGA Limited

was incorporated on 11 September 2017 and

facilitates business on behalf of Berkshire Hathaway

International Insurance Limited, a related group

company, on an Appointed Representative basis whilst

awaiting FCA approval.  The Managing Agent remains

mindful that Faraday’s primary platform continues to

be the Syndicate, however, in certain circumstances

this may not be suitable and Faraday MGA Limited

would provide a means to accommodate Faraday’s

clients’ needs.  

As noted in the Report of the Directors, the 

Managing Agent has undertaken a reinsurance to 

close of Syndicate 2255 into Syndicate 435 as at 

31 December 2017.  

Faraday continues to review its vision and overall

strategy. We strive to ensure the optimum outcome for

policyholders as well as adding strength to the Faraday

brand. We will investigate other classes of business

where appropriate. We have written some new lines for

2017 and we are actively looking to enhance our

market presence during the coming year.

By order of the Board

Elisabeth Richardson

Company Secretary

London

8 March 2018
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The Managing Agent is responsible for preparing the

Annual Report and the Syndicate Financial Statements 

in accordance with applicable law and regulations.

The Insurance Accounts Directive (Lloyd’s Syndicate

and Aggregate Accounts) Regulations 2008 (‘the 2008

Regulations’) require the Managing Agent to prepare

Syndicate Financial Statements for each financial year.

Under that law the Managing Agent has elected to

prepare the Financial Statements in accordance with

United Kingdom Generally Accepted Accounting

Practice (United Kingdom Accounting Standards and

applicable law). Under company law the Managing

Agent 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 Syndicate and of the

profit or loss of the Syndicate for that period.  

In preparing these Syndicate Financial Statements, 

the Managing Agent is required to:

(a)  select suitable accounting policies and then apply

them consistently;

(b)  make judgments and accounting estimates that are

reasonable and prudent;

(c)  state whether applicable UK Accounting Standards

have been followed, subject to any material departures

disclosed and explained in the financial statements;

and

(d)  prepare the Syndicate Financial Statements on 

the going concern basis unless it is inappropriate 

to presume that the Syndicate will continue to 

write business.

The Managing Agent is responsible for keeping

adequate accounting records that are sufficient to

show and explain the Syndicate’s transactions and

disclose with reasonable accuracy at any time the

financial position of the Syndicate and enable it to

ensure that the Financial Statements comply with 

2008 Regulations. It is also responsible for safeguarding

the assets of the Syndicate and hence for taking

reasonable steps for the prevention and detection of

fraud and other irregularities.

The Managing Agent is responsible for the

maintenance and integrity of the corporate and

financial information included on the business’ website.

Legislation in the United Kingdom governing the

preparation and dissemination of Financial Statements

may differ from legislation in other jurisdictions.

Statement of Managing Agent’s responsibilities 
31 December 2017
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Report on the audit of the Syndicate 
Annual Financial Statements

Opinion

In our opinion the Syndicate Annual Financial

Statements:

(a)   give a true and fair view of the state of the

Syndicate’s affairs as at 31 December 2017 and of 

its loss for the year then ended; 

(b)   have been properly prepared in accordance with

United Kingdom Generally Accepted Accounting

Practice including Financial Reporting Standard 102

‘The Financial Reporting Standard applicable in the UK

and Republic of Ireland’; and

(c)   have been prepared in accordance with the

requirements of The Insurance Accounts Directive

(Lloyd’s Syndicate and Aggregate Accounts)

Regulations 2008.

We have audited the Syndicate Annual Financial

Statements of Syndicate 435 (the ‘Syndicate’) 

which comprise:

(a)   the Profit and Loss Account;

(b)   the Statement of Comprehensive Income;

(c)   the Balance Sheet;

(d)   the Statement of Cash Flows;

(e)   the Statement of Changes in Equity; and

(f)   the related notes 1 to 20.

The financial reporting framework that has been

applied in their preparation is applicable law and 

United Kingdom Accounting Standards, including

Financial Reporting Standard 102 ‘The Financial

Reporting Standard applicable in the UK and Republic

of Ireland’ (United Kingdom Generally Accepted

Accounting Practice).

Basis for opinion

We conducted our audit in accordance with

International Standards on Auditing (UK) (ISAs(UK)) 

and applicable law. Our responsibilities under those

standards are further described in the auditor’s

responsibilities for the audit of the Syndicate Annual

Financial Statements section of our report. 

We are independent of the Syndicate in accordance

with the ethical requirements that are relevant to our

audit of the Syndicate Annual Financial Statements in

the UK, including the FRC’s Ethical Standard, and we

have fulfilled our other ethical responsibilities in

accordance with these requirements. We believe that

the audit evidence we have obtained is sufficient and

appropriate to provide a basis for our opinion.

Conclusions relating to going concern

We are required by ISAs (UK) to report in respect of 

the following matters where:

(a)   the Managing Agent’s use of the going concern

basis of accounting in preparation of the Financial

Statements is not appropriate; or

Independent Auditor’s Report to the 
Member of Syndicate 435 
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(b)   the Managing Agent has not disclosed in the

Syndicate Annual Financial Statements any identified

material uncertainties that may cast significant doubt

about the Syndicate’s ability to continue to adopt the

going concern basis of accounting for a period of at

least twelve months from the date when the Syndicate

Annual Financial Statements are authorised for issue.

We have nothing to report in respect of these matters.

Other information

The Managing Agent is responsible for the other

information. The other information comprises the

information included in the Annual Report, other than

the Syndicate Annual Financial Statements and our

Auditor’s Report thereon. Our opinion on the Syndicate

Annual Financial Statements does not cover the other

information and, except to the extent otherwise

explicitly stated in our Report, we do not express any

form of assurance conclusion thereon.

In connection with our audit of the Syndicate Annual

Financial Statements, our responsibility is to read the

other information and, in doing so, consider whether

the other information is materially inconsistent with

the Syndicate Annual Financial Statements or our

knowledge obtained in the audit or otherwise appears

to be materially misstated. If we identify such material

inconsistencies or apparent material misstatements,

we are required to determine whether there is a

material misstatement in the Syndicate Annual

Financial Statements or a material misstatement of the

other information. If, based on the work we have

performed, we conclude that there is a material

misstatement of this other information, we are required

to report that fact.

We have nothing to report in respect of these matters.

Responsibilities of Managing Agent

As explained more fully in the Managing Agent’s

responsibilities statement, the Managing Agent is

responsible for the preparation of the Syndicate Annual

Financial Statements and for being satisfied that they

give a true and fair view, and for such internal control

as the Managing Agent determines is necessary to

enable the preparation of Syndicate Annual Financial

Statements that are free from material misstatement,

whether due to fraud or error.

In preparing the Syndicate Annual Financial

Statements, the Managing Agent is responsible for

assessing the Syndicate’s ability to continue in

operation, disclosing, as applicable, matters related 

to the Syndicate’s ability to operate and using the

going concern basis of accounting unless the 

Managing Agent intends to cease the Syndicate’s

operations, or has no realistic alternative but to do so.

Auditor’s responsibilities for the audit of the

Syndicate Annual Financial Statements

Our objectives are to obtain reasonable assurance

about whether the Syndicate Annual 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.

11
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Reasonable assurance is a high level of assurance, 

but is not a guarantee that an audit conducted in

accordance with ISAs (UK) will always detect a material

misstatement when it exists. Misstatements can arise

from fraud or error and are considered material if,

individually or in the aggregate, they could reasonably

be expected to influence the economic decisions of

users taken on the basis of these Syndicate Annual

Financial Statements.

A further description of our responsibilities for the

audit of the Syndicate Annual Financial Statements 

is located on the Financial Reporting Council’s 

website at: www.frc.org.uk/auditorsresponsibilities.

This description forms part of our auditor’s report.

Use of our report

This report is made solely to the Syndicate’s member,

as a body, in accordance with regulation 10 of The

Insurance Accounts Directive (Lloyd’s Syndicate and

Aggregate Accounts) Regulations 2008. Our audit 

work has been undertaken so that we might state to

the Syndicate’s member 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 Syndicate’s member as a body, for our

audit work, for this report, or for the opinions we 

have formed.

Report on other legal and regulatory
requirements

Opinions on other matters prescribed by 

The Insurance Accounts Directive 

(Lloyd’s Syndicate and Aggregate Accounts) 

Regulations 2008

In our opinion, based on the work undertaken in the

course of the audit:

(a)   the information given in the strategic report and

the report of the Directors of the Managing Agent for

the financial year for which the financial statements

are prepared is consistent with the financial

statements; and

(b)   the strategic report and the report of the 

Directors of the Managing Agent have been prepared 

in accordance with applicable legal requirements.

In the light of the knowledge and understanding of the

Syndicate and its environment obtained in the course

of the audit, we have not identified any material

misstatements in the strategic report and the report 

of the Directors of the Managing Agent.

Matters on which we are required to report 

by exception

Under The Insurance Accounts Directive (Lloyd’s

Syndicate and Aggregate Accounts) Regulations 2008

we are required to report in respect of the following

matters if, in our opinion:

(a)   the Managing Agent in respect of the Syndicate

has not kept adequate accounting records; or
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(b)   the Syndicate Annual Financial Statements are not

in agreement with the accounting records; or

(c)   we have not received all the information and

explanations we require for our audit.

We have nothing to report in respect of these matters.

Andrew Downes

(Senior statutory auditor)

For and on behalf of Deloitte LLP

Statutory Auditor

London, United Kingdom

8 March 2018
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Profit and Loss Account
for the year ended 31 December 2017

2017 2016

Note £’000 £’000 £’000 £’000

Technical account - general business

Earned premiums, net of reinsurance

Gross premiums written 4 378,050 275,360

Outward reinsurance premiums (39,173) (32,592)
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

Net premiums written 338,877 242,768
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

Change in the provision for unearned

premiums 

Gross amount (32,843) (19,040)

Reinsurers’ share 1,235 (2,662)
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

Change in the net provision for

unearned premiums (31,608) (21,702)
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

Earned premiums, net of reinsurance 307,269 221,066

Allocated investment return transferred from

the non-technical account 4,436 8,217

Claims incurred, net of reinsurance

Claims paid 

Gross amount (198,083) (123,535)

Reinsurers’ share 19,400 9,049
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

Net claims paid (178,683) (114,486)
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

Change in the provision for claims 

Gross amount (315,744) 7,398

Reinsurers’ share 154,088 282
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

Change in net provision for claims (161,656) 7,680
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

Claims incurred, net of reinsurance (340,339) (106,806)

Net operating expenses 4,6 (81,659) (79,183)
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

Balance on the technical account -

general business (110,293) 43,294
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------
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Profit and Loss Account (continued)

for the year ended 31 December 2017

2017 2016 

Note £’000 £’000

Non-technical account 

Balance on the technical account -

general business (110,293) 43,294

Investment income 9 9,416 10,138

Movement in unrealised losses on investments 9 (4,594) (1,516)

Investment expenses and charges 9 (386) (405)

Allocated investment return transferred to

the technical account - general business (4,436) (8,217)

Foreign exchange (1,476) 1,696
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

(Loss)/profit for the financial year (111,769) 44,990--------------- ---------------

The result for the financial year was derived solely from continuing operations.

(Loss)/profit for the financial year (111,769) 44,990

Foreign currency translation 6,554 2,805 
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

Total recognised (losses)/gains since the 

last annual report (105,215) 47,795--------------- ---------------

Statement of Comprehensive Income
for the year ended 31 December 2017
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Balance Sheet 
at 31 December 2017

2017 2016

Note £’000 £’000 £’000 £’000

Assets

Investments

Financial investments 10 753,747 697,264

Reinsurers’ share of technical provisions

Provision for unearned premiums 2,990 2,743

Claims outstanding 246,946 97,110
------------------------------------------------------------------------------------------------------------------------------------ ------------------------------------------------------------------------------------------------------------------------------------

249,936 99,853

Debtors

Debtors arising out of direct insurance operations 11 36,498 8,080

Debtors arising out of reinsurance operations 85,246 89,101

Other debtors - 1,190
------------------------------------------------------------------------------------------------------------------------------------ ------------------------------------------------------------------------------------------------------------------------------------

121,744 98,371

Other assets

Cash at bank and in hand 9,430 13,159

Prepayments and accrued income

Accrued interest 3,235 2,627

Deferred acquisition costs 27,656 20,327
------------------------------------------------------------------------------------------------------------------------------------ ------------------------------------------------------------------------------------------------------------------------------------

30,891 22,954
------------------------------------------------------------------------------------------------------------------------------------ ------------------------------------------------------------------------------------------------------------------------------------

Total assets 1,165,748 931,601------------------ ------------------

S Y N D I C A T E  4 3 5   A N N U A L  R E P O R T  2 0 1 7



17

Balance Sheet (continued)

at 31 December 2017

2017 2016

Note £’000 £’000 £’000 £’000

Liabilities

Capital and reserves

Member’s balances 19 (4,764) 49,116

Technical provisions

Provision for unearned premiums 144,978 120,748

Claims outstanding 5 1,015,305 743,418
------------------------------------------------------------------------------------------------------------------------------------ ------------------------------------------------------------------------------------------------------------------------------------

1,160,283 864,166

Creditors

Creditors arising out of direct insurance operations 13 494 914

Creditors arising out of reinsurance operations 9,458 7,872

Other creditors 6 9,262
------------------------------------------------------------------------------------------------------------------------------------ ------------------------------------------------------------------------------------------------------------------------------------

9,958 18,048

Accruals and deferred income 17 271 271
------------------------------------------------------------------------------------------------------------------------------------ ------------------------------------------------------------------------------------------------------------------------------------

Total liabilities 1,165,748 931,601------------------ ------------------

The Financial Statements on pages 12 to 35 were approved by the Board of Faraday Underwriting Limited on 8 March 2018

and were signed on its behalf by

Kevin Harker

Director

Faraday Underwriting Limited
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Statement of Cash Flows
for the year ended 31 December 2017

2017 2016

£’000 £’000

Net cash flows from operating activities

Operating (loss)/profit (111,769) 44,990

Adjustment for:

Increase in gross technical provisions 296,117 126,979

Increase in reinsurers’ share of gross technical provisions (150,083) (10,030)

Investment return (4,436) (8,217)

Foreign exchange loss/(gain) 51,963 (87,852)
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

Operating cash flow before movement in working capital 81,792 65,870

Increase in debtors (23,373) (34,416)

(Decrease)/increase in creditors (8,090) 1,407

Movement in other assets/liabilities (7,937) (4,011)
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

Net cash flows from operating activities 42,392 28,850--------------- --------------
Cash flows from investing activities

Purchase of equity and debt instruments (650,229) (272,903)

Proceeds from sale of equity and debt instruments 544,608 292,021

Investment income received 9,416 10,138

Other (1,624) (7,143)
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

Net cash flows (used in)/from investing activities (97,829) 22,113--------------- --------------
Cash flows from financing activities

Distribution profit (115,431) (55,673)

Open year cash calls 166,412 -

Other 354 298
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

Net cash flows from/(used in) financing activities 51,335 (55,375)--------------- --------------
Net decrease in cash and cash equivalents (4,102) (4,412)--------------- --------------
Cash and cash equivalents at beginning of year 15,773 17,958

Net decrease in cash and cash equivalents (4,102) (4,412)

Effect of foreign exchange rate changes (716) 2,227
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

Cash and cash equivalents at end of year 10,955 15,773--------------- --------------
Reconciliation to cash at bank and in hand

Cash at bank and in hand 9,430 13,159

Cash equivalents 1,525 2,614
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

Cash and cash equivalents 10,955 15,773--------------- ---------------
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2017 2016

£’000 £’000

Member’s balances brought forward at 1 January 49,116 56,696

(Loss)/profit for the financial year (111,769) 44,990

Foreign currency translation 6,554 2,805

Payment of profit to Member’s personal reserves (115,431) (55,673)

Open year cash calls 166,412 -

Increase in Member’s non-cash balances 354 298
---------------------------------------------------------------------------------------------------------- ----------------------------------------------------------------------------------------------------------

Member’s balances carried forward (4,764) 49,116-------------- ---------------

The Member participates on the syndicate by reference to years of account and their ultimate result.

Statement of Changes in Equity
for the year ended 31 December 2017
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Notes to the Financial Statements 
at 31 December 2017

1 Basis of preparation 

The Financial Statements have been prepared in accordance with the Insurance Accounts Directive (Lloyd’s Syndicate and Aggregate

Accounts) Regulations 2008 (‘the 2008 Regulations’) and applicable Accounting Standards in the United Kingdom and applicable United

Kingdom Accounting Standards, including Financial Reporting Standard 102: The Financial Reporting Standard applicable in the United

Kingdom and Republic of Ireland (‘FRS102’) and Financial Reporting Standard 103: Insurance Contracts (‘FRS103’).

Having taken into account the risks and uncertainties and the performance of the Syndicate as disclosed in the Strategic Report and

making inquiries, the Managing Agent has a reasonable expectation that the Syndicate will continue to write business for the foreseeable

future. Moreover, the Managing Agent expects that continued capital support will be in place in order to do so. Accordingly, the Financial

Statements have been prepared on the going concern basis.

The Financial Statements have been prepared under the historical cost convention, modified to include certain items at fair value as

specified in the accounting polices below.

2 Accounting policies

Premiums written

Premiums written comprise premiums on policies incepted during the financial year as well as adjustments made in the year to premiums

written in prior financial years. Premiums written are shown gross of acquisition costs payable and exclude taxes and duties levied on

them. Premiums include estimates for pipeline premiums, representing amounts due to the Syndicate not yet notified. 

Unearned premiums

Unearned premiums represent the proportion of premiums written in the financial year that relate to unexpired terms of policies in force at

the Balance Sheet date, calculated on the basis of established earnings patterns or time apportionment as appropriate.      

Reinsurance premium ceded

Outwards reinsurance premiums are accounted for in the same year as the premiums for the related inwards business being reinsured.

Claims provisions and related recoveries

Gross claims incurred comprise the estimated cost of all claims occurring during the financial year, whether reported or not, including

related direct and indirect claims handling costs and adjustments to claims outstanding established in 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 the projection from past experience of the development of claims over time to form a view of the likely

ultimate claims to be incurred, 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 can arise 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 reinsurers’ share of claims outstanding is based on the amounts of gross case reserves and IBNR, net of estimated irrecoverable amounts,

having regard to the reinsurance programme in place for the class of business, the claims experience for the financial year and the current

security rating of the reinsurance companies involved. A number of statistical methods are used to assist in making these estimates.
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2 Accounting policies (continued)

The two most critical assumptions with regard to claims provisions are firstly that the past is, in general terms, a reasonable predictor of

the likely level of claims development but subject always to unpredictable changes and secondly 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 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

financial 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.

Unexpired risks provision

A provision for unexpired risks is made where anticipated claims and related expenses arising after the end of the financial year in respect

of contracts concluded before that date, are expected to exceed the unearned premiums under these contracts, after the deduction of any

deferred acquisition costs.

The provision for unexpired risks is calculated by reference to classes of business which are managed together, after taking into account

the relevant investment return.

Deferred acquisition costs

Acquisition costs, comprising commission and other costs related to the acquisition of insurance and reinsurance policies as well as

reinsurance polices ceded, are deferred to the extent that they are attributable to premiums unearned at the Balance Sheet date.

Foreign currencies

The Syndicate’s functional currency is considered to be US dollar (USD) because that is the currency of the primary economic environment

in which the Syndicate operates. The Syndicate’s chosen presentational currency is sterling (GBP). 

Underwriting transactions denominated in currencies other than USD, GBP or Canadian dollars (CAD) are predominantly converted to GBP

at the rate of exchange ruling at the date the transaction is processed. Thereafter, GBP and CAD transactions are converted to the

functional currency using the USD exchange rates prevailing at the respective month end. 

Under FRS 102 and FRS 103, monetary assets and liabilities (which include unearned premiums and deferred acquisition costs)

denominated in foreign currencies are retranslated into the functional currency at the exchange rate ruling on the reporting date. 

Non-monetary items denominated in foreign currencies, measured at fair value, are translated into the functional currency using the

exchange rate ruling at the date when the fair value was determined.

Exchange differences arising from translation to functional currency are recorded in the Profit and Loss Account, Non-technical account.

Exchange differences arising from translation from functional currency to presentational currency are shown in the Statement of

Comprehensive Income.

Investments

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 and overseas deposits 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. Unlisted investments for which a

market does not exist, where the investment is held to maturity, are stated at cost.  
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2 Accounting policies (continued)

Investment fair value hierarchy

We have adopted FRS 102 section 11.27 which establishes a fair value hierarchy that prioritises the inputs to valuation techniques used to

measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities

(Level 1) and the lowest priority to unobservable inputs (Level 3). The three levels of the fair value hierarchy are as follows:

Level 1 – Quoted prices for an identical asset in an active market. Quoted in an active market in this context means quoted prices are

readily and regularly available and those prices represent actual and regularly occurring market transactions on an arm’s length basis.

Level 2 – 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 it can be demonstrated that the last transaction price is not a good estimate of fair value (e.g. because it reflects the amount that an

entity would receive or pay in a forced transaction, involuntary liquidation or distress sale), that price is adjusted. 

Level 3 – If the market for the asset is not active and recent transactions of an identical asset on their own are not a good estimate of fair

value, the fair value is estimated by using a valuation technique. The objective of using a valuation technique is to estimate what the

transaction price would have been on the measurement date in an arm’s length exchange motivated by normal business considerations.

Investment return

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 financial year, together with the reversal of unrealised gains and losses

recognised in earlier financial years in respect of investment disposals in the current financial year.

Investment return is initially recorded in the Non-technical account. A transfer is made from the Non-technical account to the Technical

account – general business. Investment return has been wholly allocated to the Technical account since all investments relate to the 

Technical account.

Taxation

Under Schedule 19 of the Finance Act 1993 Managing Agents are not required to deduct basic rate income tax from trading income. In

addition, all UK basic rate income tax deducted from Syndicate investment income is recoverable by Managing Agents and consequently

the distribution made to the Member is gross of tax. Capital appreciation falls within trading income and is also distributed gross of tax.

No provision has been made for any United States Federal Income Tax payable on underwriting results or investment earnings. Any payments

on account made by the Syndicate during the year are included in the Balance Sheet under the heading ‘Other debtors’. 

No provision has been made for any overseas tax payable by Members on underwriting results.

Pension costs

Staff who provide services to the Syndicate are employed by GRF Services Limited, a wholly owned subsidiary of Faraday Holdings Limited.

GRF Services Limited operates a defined contribution pension scheme. Pension contributions relating to Syndicate staff are charged to the

Syndicate and included within net operating expenses.

Profit commission

Profit commission is not being charged by the Managing Agent.
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3 Critical accounting judgments and key sources of estimation uncertainty 

In the application of the Syndicate’s accounting policies, which are described in Note 2, the Directors are required to make judgments,

estimates and assumptions about the carrying amounts of assets and liabilities that are not readily apparent from other sources. 

The estimates and associated assumptions are based on historical experience and other factors that are considered to be relevant. 

Actual results may differ from these estimates. 

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the

period in which the estimate is revised if the revision affects only that period, or in the period of the revision and future periods if the

revision affects both current and future periods. 

Critical judgements in applying the Syndicate’s accounting policies

The following are the critical judgements, apart from those involving estimations (which are dealt with separately below), that the Directors

have made in the process of applying the Syndicate’s accounting policies and that have the most significant effect on the amounts

recognised in Financial Statements.

Impairment of reinsurance assets

Reinsurance assets include balances due from reinsurance companies for paid and unpaid losses. Reinsurance assets are measured in

accordance with the accounting policy stated in Note 2. 

Reinsurance assets are subject to impairment testing and the carrying amount is reduced to its recoverable amount. The asset is impaired

if objective evidence is available to suggest that it is probable that the Syndicate will not be able to collect the amounts due from

reinsurers. We consider the extent of impairment assumed to be a critical judgement.

Key sources of estimation uncertainty

The key assumptions concerning the future, and other key sources of estimation uncertainty at the Balance Sheet date, that have a

significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year, are

discussed below.

Valuation of assets and liabilities of non-life insurance contracts

Estimates are made for both the expected ultimate cost of claims reported and claims IBNR at the Balance Sheet date. The estimate of

IBNR is generally subject to a greater degree of uncertainty than that for reported claims. In calculating the estimated liability, the

Syndicate uses a variety of estimation techniques based upon statistical analyses of historical experience which assumes past trends can

be used to project future developments. The estimation of the reinsurer’s share of technical provisions, particularly IBNR, is subject to the

same estimation uncertainty since its valuation is dependent on the gross estimate. 

Valuation of financial instruments

The Directors use their judgement in selecting an appropriate valuation technique. Where possible, financial instruments are marked at

prices quoted in active markets. In certain instances, such price information is not available for all instruments and the Syndicate uses

valuation techniques to measure such instruments. These techniques use ‘market observable inputs’ where available, derived from similar

assets in similar and active markets, from recent transaction prices for comparable items or from other observable market data. 

For positions where observable reference data are not available for some or all parameters the Syndicate estimates the non-market

observable inputs used in its valuation models.  
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4 Segmental analysis 

An analysis of the underwriting result before investment return is set out below:

Gross Gross Gross Net Reinsurance Total
premiums premiums claims operating balance

written earned incurred expenses
£’000 £’000 £’000 £’000 £’000 £’000

2017

Direct insurance

Motor (third party liability)  11,050  1,847  (1,446)  (1,070) 28  (641)

Motor (other classes)  27,414  11,750  (10,509)  (3,299)  447  (1,611)

Marine, aviation and transport  15,795  10,158  (3,596) (2,010)  (3,558)  994

Fire and other damage to property  49,292  43,306 (91,395)  (10,494) 22,175  (36,408)

Third party liability  40,151  39,164  (33,403)  (14,732)  10,043  1,072

Other direct  315  280  (513)  (90)  (410)  (733)
----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––-------------------------

Total direct  144,017  106,505  (140,862)  (31,695)  28,725  (37,327)

Reinsurance 234,033  238,702  (372,965) (49,964)  106,825  (77,402)
----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––-------------------------

378,050  345,207  (513,827)  (81,659)  135,550  (114,729)
---------------------- ---------------------- ---------------------- ---------------------- ---------------------- ----------------------

2016

Direct insurance

Motor (third party liability) - - 23 - - 23

Motor (other classes) (16) (16) 1,115 - 11 1,110

Marine, aviation and transport 5,413 5,687 4,767 (678) (1,524) 8,252

Fire and other damage to property 36,911 33,010 (31,667) (7,623) (5,622) (11,902)

Third party liability 38,190 41,192 (12,731) (17,764) (624) 10,073

Other direct 194 173 (2,324) (55) 468 (1,738)
----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––-------------------------

Total direct 80,692 80,046 (40,817) (26,120) (7,291) 5,818

Reinsurance 194,668 176,274 (75,320) (53,063) (18,632) 29,259
----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––-------------------------

275,360 256,320 (116,137) (79,183) (25,923) 35,077
---------------------- ---------------------- ---------------------- ---------------------- ---------------------- ----------------------

Acquisition costs on direct insurance gross premiums written during 2017 were £36,234,000 (2016: £20,003,000).

All premiums were concluded in the UK.

The geographical analysis of premiums by reference to the situs of the risk is as follows:

2017 2016
Gross Gross

premiums premiums
written written

£’000 £’000

UK 76,323 45,543

Other EU countries 36,503 20,416

US 206,632 156,632

Other 58,592 52,769
----------------––––––––------------------------- ----------------––––––––-------------------------

Total 378,050 275,360
---------------------- ----------------------
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5 Claims outstanding 

There has been no material change to the method of reserving during the year under review. 

Overall loss development was lower than anticipated across the majority of years and business classes. In particular there were reserve

releases of £15,242,000 arising from Property business, as well as releases of £11,576,000 from Casualty business. In total there was a net

release of £26,818,000 during 2017 in respect of claims outstanding at 31 December 2016 (2016: a net release of £85,373,000).

6 Net operating expenses

2017 2016
£’000 £’000

Acquisition costs 65,004 43,970

Reinsurance commissions and profit participations (6) 176

Change in deferred acquisition costs (8,873) (1,119)

Administrative expenses 25,534 36,156
----------------––––––––------------------------- ----------------––––––––-------------------------

81,659 79,183
---------------------- ----------------------

Administrative expenses include:

Fees payable to the Syndicate’s Auditor for

the audit of the Syndicate’s Annual Financial

Statements and Regulatory Returns 293 285
---------------------- ----------------------

Non-audit fees - 145
---------------------- ----------------------

Member’s standard personal expenses (Lloyd’s

subscriptions, New Central Fund contributions and

Managing Agent’s fees) are included within

administrative expenses 4,649 3,797
---------------------- ----------------------

7 Staff numbers and costs

All staff who provide services to the Syndicate are employed by GRF Services Limited, a related company of the Managing Agent. 

The following amounts were recharged to the Syndicate in respect of salary costs:

2017 2016
£’000 £’000

Wages and salaries 10,894 20,444

Social security costs 2,072 3,351

Other pension costs 774 957
----------------––––––––------------------------- ----------------––––––––-------------------------

13,740 24,752
---------------------- ----------------------
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7 Staff numbers and costs (continued)

The average number of employees employed by GRF Services Limited and working for the Syndicate during the year was as follows:

2017 2016
Number Number

Administration and finance 69 84

Underwriting 32 34

Claims 12 15
----------------––––––––------------------------- ----------------––––––––-------------------------

113 133
---------------------- ----------------------

8 Emoluments of the Directors of Faraday Underwriting Limited

The Directors of Faraday Underwriting Limited received the following aggregate emoluments which are included within net operating expenses:

2017 2016
£’000 £’000

Emoluments 1,561 2,694
---------------------- ----------------------

The Director formerly in the position of Active Underwriter resigned on 5 May 2017. Successors were appointed and formally approved on

13 September and 2 October; the position of Active Underwriter is now a joint role.

This disclosure reflects the emoluments received by the three persons whilst holding the role of Active Underwriter during 2017. 

The former Active Underwriter served throughout 2016.

Emoluments 884 1,022
---------------------- ----------------------

Emoluments includes salaries, fees and bonuses and the estimated monetary value of any other benefits received by the Directors other

than in cash.

Sums paid by way of pension contributions for the Directors amounted to £12,000 (2016: £28,000). Of this £2,500 (2016: £7,500) related

to the position of Active Underwriter.

9 Investment return

2017 2016
£’000 £’000

Net investment income 11,916 11,050

Net investment expense (386) (405)

Losses on the realisation of investments (2,500) (912)

Change in carried value (4,594) (1,516)

Impairment - -
----------------––––––––------------------------- ----------------––––––––-------------------------

4,436 8,217
---------------------- ----------------------

The Investment return is generated by bonds.
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10 Financial investments

Carried value Cost
---------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------- --------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------

2017 2016 2017 2016
£’000 £’000 £’000 £’000

Debt securities and other fixed income securities 719,950 662,252 724,523 663,600

Deposits with credit institutions 1,525 2,614 1,525 2,614

Overseas deposits 32,272 32,398 32,272 32,398
----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––-------------------------

753,747 697,264 758,320 698,612
---------------------- ---------------------- ---------------------- ----------------------

Debt securities and other fixed income securities which are listed total £607,615,000 (2016: £578,572,000). Where a valuation is used, 

the Syndicate’s investment advisers select the most reliable source of data, including observable market data where possible.

11 Debtors arising out of direct insurance operations

2017 2016
£’000 £’000

Due from intermediaries 36,498 8,080
---------------------- ----------------------

12 Technical provisions

Provision for
unearned Claims
premium outstanding Total

£’000 £’000 £’000
Gross amount

As at beginning of year 120,748 743,418 864,166

Movement in provision 32,843 315,744 348,587

Foreign exchange (8,613) (43,857) (52,470)
--------------------------------––––––––------------------------- --------------------------------––––––––------------------------- --------------------------------––––––––-------------------------

As at end of year 144,978 1,015,305 1,160,283
---------------------------- ---------------------------- ----------------------------

Reinsurance amount

As at beginning of year 2,743 97,110 99,853

Movement in provision 1,235 154,088 155,323

Foreign exchange (988) (4,252) (5,240)
--------------------------------––––––––------------------------- --------------------------------––––––––------------------------- --------------------------------––––––––-------------------------

As at end of year 2,990 246,946 249,936
---------------------------- ---------------------------- ----------------------------

Net technical provisions

As at 31 December 2017 141,988 768,359 910,347
--------------------------------––––––––------------------------- --------------------------------––––––––------------------------- --------------------------------––––––––-------------------------

As at 31 December 2016 118,005 646,308 764,313
---------------------------- ---------------------------- ----------------------------
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13 Creditors arising out of direct insurance operations

2017 2016
£’000 £’000

Due to intermediaries 494 914
---------------------- ----------------------

14 Capital management

The objective of the Syndicate in managing its Member's balance is to ensure that it will be able to continue as a going concern and comply

with the regulators’ requirements of the markets in which the Syndicate operates. The capital structure of the Syndicate consists of

retained profit or loss for each underwriting year. Reinsurance is used in the management of the Syndicate’s risk and capital.

The Syndicate was in compliance with capital requirements imposed by Lloyd’s of London throughout the financial year. The Syndicate is

capitalised by its sole corporate Member, Faraday Capital Limited.

15 Financial risk management

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.

(a) Fair value

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

Managing Agent applies valuation techniques to measure such instruments. These valuation techniques make maximum use of market

observable data but in some cases management estimates as well as observable market inputs are used within the valuation model. 

There is no standard model and different assumptions would generate different results.

Fair values are subject to a control framework designed to ensure that input variables and output are assessed independent of the risk

taker. These inputs and outputs are provided to us by our investment managers who derive them through a formal valuation committee.

The table below shows financial assets and liabilities carried at fair value through profit or loss (as disclosed in Note 10) grouped into the

level in the fair value hierarchy into which each fair value measurement is categorised:

Fair value hierarchy
––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––––------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------

Level 1 Level 2 Level 3 Sub-total 
fair value

£’000 £’000 £’000 £’000
2017

Debt securities and other fixed income securities 401,337 318,613 - 719,950

Loans and deposits with credit institutions 6,984 26,813 - 33,797
----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––-------------------------

Total 408,321 345,426 - 753,747
---------------------- ---------------------- ---------------------- ----------------------

2016

Debt securities and other fixed income securities 287,363 374,889 - 662,252

Loans and deposits with credit institutions 9,617 25,395 - 35,012
----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––-------------------------

Total 296,980 400,284 - 697,264
---------------------- ---------------------- ---------------------- ----------------------
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15 Financial risk management (continued)

(b) 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 undertakes certain transactions denominated in foreign currencies and 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 only to the extent that assets and liabilities denominated in other currencies are not precisely matched.

Carrying amounts of the Syndicate’s foreign currency denominated assets and liabilities:

1. Foreign currency exposure
USD USD CAD CAD

2017 2016 2017 2016
£’000 £’000 £’000 £’000

Assets 807,527 603,701 43,159 58,847

Liabilities 788,356 572,993 34,168 38,010
----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––------------------------- ----------------––––––––-------------------------

Net Assets 19,171 30,708 8,991 20,837
---------------------- ---------------------- ---------------------- ----------------------

The following table details the Syndicate’s sensitivity to an increase and decrease in the value of GBP against the relevant foreign currencies.

For each sensitivity the impact of change in a single factor is shown, with other assumptions unchanged:

USD USD CAD CAD
2017 2016 2017 2016

£’000 £’000 £’000 £’000
Change in exchange against GBP

Weakens by 20% 3,834 6,142 1,798 4,167

Weakens by 10% 1,917 3,071 899 2,084

Strengthens by 10% (1,917) (3,071) (899) (2,084)

Strengthens by 20% (3,834) (6,142) (1,798) (4,167)

2. 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.

The Syndicate is exposed to interest rate risk as it invests in long term debt at both fixed and floating interest rates. The risk is managed by

the Syndicate by maintaining an appropriate mix of asset duration such that the duration of liabilities is closely matched by our asset portfolio.
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15 Financial risk management (continued)

The sensitivity analyses below have been determined based on the exposure to interest rates. A 0.5% increase or decrease is used when

reporting interest rate risk internally to key management personnel and represents management’s assessment of the reasonably possible

change in interest rates.

2017 2016
£’000 £’000

Interest rate risk

Impact of 50 basis point increase on result (6,071) (4,415)

Impact of 50 basis point decrease on result 6,127 4,446

Impact of 50 basis point increase on net assets (6,071) (4,415)

Impact of 50 basis point decrease on net assets 6,127 4,446

Price risk

Impact on result of 5% increase in Stock Market Prices - -

Impact on result of 5% decrease in Stock Market Prices - -

Impact on net assets of 5% increase in Stock Market Prices - -

Impact on net assets of 5% decrease in Stock Market Prices - -

3. 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 to a

lesser extent 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.

Credit rating relating to financial assets that are neither past due nor impaired:

AAA AA A BBB <BBB Not rated Total
£’000 £’000 £’000 £’000 £’000 £’000 £’000

2017

Debt securities 103,083 435,356 181,511 - - - 719,950

Deposits with credit institutions - - 1,525 - - - 1,525

Overseas deposits as investments 20,348 4,992 4,136 1,908 249 639 32,272

Reinsurer’s share of claims outstanding - 193,853 46,124 33 - 6,936 246,946

Reinsrance debtors - 8,492 644 15 4 38 9,193

Cash at bank and in hand - - 9,430 - - - 9,430
-----------------------------------––––-––––------------------------- -----------------------------------––––-––––------------------------- -----------------------------------––––-––––------------------------- -----------------------------------––––-––––------------------------- -----------------------------------––––-––––------------------------- -----------------------------------––––-––––------------------------- -----------------------------------––––-––––-------------------------

Total credit risk 123,431 642,693 243,370 1,956 253 7,613 1,019,316
----------------------------- ----------------------------- ----------------------------- ----------------------------- ----------------------------- ----------------------------- -----------------------------

2016

Debt securities 82,391 377,987 200,657 409 808 - 662,252

Deposits with credit institutions - - 2,614 - - - 2,614

Overseas deposits as investments 20,849 5,054 4,249 1,459 - 787 32,398

Reinsurer’s share of claims outstanding - 43,615 50,222 - - 3,273 97,110

Reinsurance debtors - 488 1,318 1 36 - 1,843

Cash at bank and in hand - - 13,159 - - - 13,159
-----------------------------------––––-––––------------------------- -----------------------------------––––-––––------------------------- -----------------------------------––––-––––------------------------- -----------------------------------––––-––––------------------------- -----------------------------------––––-––––------------------------- -----------------------------------––––-––––------------------------- -----------------------------------––––-––––-------------------------

Total credit risk 103,240 427,144 272,219 1,869 844 4,060 809,376
----------------------------- ----------------------------- ----------------------------- ----------------------------- ----------------------------- ----------------------------- -----------------------------
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15 Financial risk management (continued)

The following table shows the carrying value of assets 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.

Neither
past due Past due Past due Past due

nor less than Past due 31 Past due 61 more than and Carrying
impaired 30 Days to 60 Days to 90 Days 90 Days impaired amount

£’000 £’000 £’000 £’000 £’000 £’000 £’000
2017

Debt securities 719,950 - - - - - 719,950

Deposits with credit institutions 1,525 - - - - - 1,525

Overseas deposits as investments 32,272 - - - - - 32,272

Reinsurer’s share of claims outstanding 246,946 - - - - - 246,946

Reinsurance debtors 9,193 - - - - - 9,193

Cash at bank and in hand 9,430 - - - - - 9,430

Insurance and Reinsurance debtors 36,498 - - - - - 36,498

Other debtors 91,274 17,460 920 277 3 - 109,934
----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––-------------------------

Total credit risk 1,147,088 17,460 920 277 3 - 1,165,748
----------------------------- ----------------------------- ----------------------------- ----------------------------- ----------------------------- ----------------------------- -----------------------------

2016

Debt securities 662,252 - - - - - 662,252

Deposits with credit institutions 2,614 - - - - - 2,614

Overseas deposits as investments 32,398 - - - - - 32,398

Reinsurer’s share of claims outstanding 97,110 - - - - - 97,110

Reinsurance debtors 1,843 - - - - - 1,843

Cash at bank and in hand 13,159 - - - - - 13,159

Insurance and Reinsurance debtors 8,080 - - - - - 8,080

Other debtors 104,019 8,683 723 522 198 - 114,145
----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––-------------------------

Total credit risk 921,475 8,683 723 522 198 - 931,601
----------------------------- ----------------------------- ----------------------------- ----------------------------- ----------------------------- ----------------------------- -----------------------------
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15 Financial risk management (continued)

4. Liquidity risk management

Liquidity risk is the risk that the Syndicate 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

is exposed to liquidity risk arising from clients on its insurance and investment contracts.

The following table shows details of the expected maturity profile of the Syndicate’s creditors:

No stated
maturity 0-1 year 1-3 years 3-5 years >5 years Total

£’000 £’000 £’000 £’000 £’000 £’000

2017

Claims outstanding - 396,239 351,386 97,599 170,081 1,015,305

Creditors - 9,958 - - - 9,958

Other - 271 - - - 271
----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––-------------------------

Total - 406,468 351,386 97,599 170,081 1,025,534
----------------------------- ----------------------------- ----------------------------- ----------------------------- ----------------------------- -----------------------------

2016

Claims outstanding - 230,898 285,528 103,400 123,592 743,418

Creditors - 18,048 - - - 18,048

Other - 271 - - - 271
----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––-------------------------

Total - 249,217 285,528 103,400 123,592 761,737
----------------------------- ----------------------------- ----------------------------- ----------------------------- ----------------------------- -----------------------------

16 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 Syndicate manages its risk via its underwriting and reinsurance strategy 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.

Concentration

The Syndicate writes Property, Liability and Aviation risks primarily over a twelve month duration. The most significant risks arise from

natural disasters and other catastrophes (i.e. high severity, low frequency events). 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.
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16 Insurance risk management (continued)

The concentration of non-life insurance by type of contract is summarised below by reference to liabilities:

Gross Gross Reinsurance Reinsurance Net Net
technical technical technical technical technical technical

provisions provisions provisions provisions provisions provisions
2017 2016 2017 2016 2017 2016

£’000 £’000 £’000 £’000 £’000 £’000
Direct insurance

Motor (third party liability) 10,084 3 594 1 9,490 2

Motor (other classes) 19,635 637 1,568 277 18,067 360

Marine, aviation and transport 28,887 25,354 6,650 5,524 22,237 19,830

Fire and other damage to property 102,548 52,045 30,502 3,286 72,046 48,759

Third party liability 153,401 148,315 10,805 9,283 142,596 139,032

Other direct 548 405 64 34 484 371
----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––-------------------------

Total direct 315,103 226,759 50,183 18,405 264,920 208,354

Reinsurance 845,180 637,407 199,753 81,448 645,427 555,959
----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––-------------------------

1,160,283 864,166 249,936 99,853 910,347 764,313
----------------------------- ----------------------------- ----------------------------- ----------------------------- ----------------------------- -----------------------------

The concentration of non-life insurance by the location of the underlying risk is summarised below by reference to liabilities:

UK 260,871 190,082 41,200 36,387 219,671 153,695

Other EU countries 64,420 53,659 11,048 9,028 53,372 44,631

US 660,908 447,876 162,874 29,936 498,034 417,940

Other 174,084 172,549 34,814 24,502 139,270 148,047
----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––------------------------- ----------------––––––-------------------––-------------------------

Total 1,160,283 864,166 249,936 99,853 910,347 764,313
----------------------------- ----------------------------- ----------------------------- ----------------------------- ----------------------------- -----------------------------

Assumptions and sensitivities

Some results of sensitivity testing are set out below, showing the impact on profit before tax and shareholders’ equity gross and net of

reinsurance. For each sensitivity the impact of a change in a single factor is shown, measured against earned premium in the year, 

with other assumptions unchanged.

2017 2016
£’000 £’000

5% increase in loss ratio – Gross (17,260) (12,816)

5% increase in loss ratio – Net (15,363) (11,053)

5% decrease in loss ratio – Gross 17,260 12,816

5% decrease in loss ratio – Net 15,363 11,053

5% increase in expenses ratio – Gross (17,260) (12,816)

5% increase in expenses ratio – Net (15,363) (11,053)

5% decrease in expenses ratio – Gross 17,260 12,816

5% decrease in expenses ratio – Net 15,363 11,053

33
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16 Insurance risk management (continued)

Claims development tables

The following tables show the development of claims over a period of time on both a gross and net of reinsurance basis for each underwriting

year and are translated into pounds sterling at the December 2017 year rates:

2010 and prior 2011 2012 2013 2014 2015 2016 2017 Total
£’000 £’000 £’000 £’000 £’000 £’000 £’000 £’000 £’000

An analysis of the claims 

development – gross

Estimated of claims incurred

At end of underwriting year - 175,636 174,318 103,877 89,917 80,834 122,222 407,509 -

After one year - 251,790 241,758 162,509 151,513 149,134 238,290 - -

After two years - 219,694 210,337 154,420 140,646 141,137 - - -

After three years - 201,675 197,739 137,730 136,209 - - - -

After four years - 196,582 189,266 129,765 - - - - -

After five years - 191,405 181,783 - - - - - -

After six years - 188,598 - - - - - - -

Cumulative payments - 164,016 139,959 85,270 79,306 55,661 53,914 73,722 -
----------------–------------------––––––------------------------- ----------------–------------------––––––------------------------- ----------------–------------------––––––------------------------- ----------------–------------------––––––------------------------- ----------------–------------------––––––------------------------- ----------------–------------------––––––------------------------- ----------------–------------------––––––------------------------- ----------------–------------------––––––------------------------- ----------------–------------------––––––-------------------------

Gross claims reserves 243,862 24,582 41,824 44,495 56,903 85,476 184,376 333,787 1,015,305
---------------------------- ---------------------------- ---------------------------- ---------------------------- ---------------------------- ---------------------------- ---------------------------- ---------------------------- ----------------------------

An analysis of the claims 

development – net

Estimated of claims incurred

At end of underwriting year - 154,229 121,175 96,524 88,691 78,560 114,665 243,137 -

After one year - 224,859 184,137 143,121 143,107 143,909 227,447 - -

After two years - 197,356 155,211 137,110 134,095 133,025 - - -

After three years - 179,045 141,925 120,894 127,993 - - - -

After four years - 173,748 133,720 115,292 - - - - -

After five years - 168,573 126,175 - - - - - -

After six years - 164,612 - - - - - - -

Cumulative payments - 142,456 88,288 80,052 76,189 54,485 51,657 65,496 -
----------------–------------------––––––------------------------- ----------------–------------------––––––------------------------- ----------------–------------------––––––------------------------- ----------------–------------------––––––------------------------- ----------------–------------------––––––------------------------- ----------------–------------------––––––------------------------- ----------------–------------------––––––------------------------- ----------------–------------------––––––------------------------- ----------------–------------------––––––-------------------------

Net claims reserves 189,301 22,156 37,887 35,240 51,804 78,540 175,790 177,641 768,359
---------------------------- ---------------------------- ---------------------------- ---------------------------- ---------------------------- ---------------------------- ---------------------------- ---------------------------- ----------------------------

17 Accruals and deferred income

Included within these amounts are £nil (2016: £nil) in respect of reinsurance deferred acquisition costs.
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18 Related parties 

In 2017, managing agency fees of £1,650,000 (2016: £1,600,000) were paid by the Syndicate to Faraday Underwriting Limited. In addition

to this, expenses of £27,749,000 (2016: £34,467,000) were paid to GRF Services Limited for expenses paid on behalf of the Syndicate. 

At the year end, the amount owing to GRF Services Limited was £nil (2016: £9,258,000). In respect of other transactions, Faraday

Underwriting Limited was charged £1,200,000 for expenses (2016: £1,200,000). The amount due from Faraday Underwriting Limited at the

year end was £nil (2016: £1,105,000).

19 Funds at Lloyd’s

Every member is required to hold capital at Lloyd’s which is held in trust and known as Funds at Lloyd’s (‘FAL’). These funds are intended

primarily to cover circumstances where Syndicate assets prove insufficient to meet participating members’ underwriting liabilities.

The level of FAL that Lloyd’s requires a member to maintain is determined by Lloyd’s based on Prudential Regulatory Authority

requirements and resource criteria. The determination of FAL has regard to a number of factors including the nature and amount of risk 

to be underwritten by the member and the assessment of the reserving risk in respect of business that has been underwritten. Since FAL 

is not under the management of the Managing Agent, no amount has been shown in these Financial Statements by way of such capital

resources. However, the Managing Agent is able to make a call on the Member’s FAL to meet liquidity requirements or to settle losses..

20 Subsequent events 

As disclosed in the Report of the Directors of the Managing Agent, Syndicate 435 accepted the reinsurance to close of Syndicate 2255 

on 1 January 2018.
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