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Syndicate 2255

Report of the Directors of the Managing Agent

The Directors of the Managing Agent present their report for Syndicate 2255 for the year ended 31 December
2017.

Basis of preparation

The Financial Statements have been prepared in compliance with The Insurance Accounts Directive (Lloyd’s
Syndicate and Aggregate Accounts) Regulations 2008 and FRS 102 and FRS 103, being applicable UK GAAP
accounting standards, and in accordance with the provisions of Schedule 3 of the Large and Medium-sized
Companies and Groups (Accounts and Reports) Regulations relating to insurance companies.

With effect from 1 January 2018, Syndicate 2255 ceased having been subject to a Reinsurance to Close (“RITC")
contract and has been closed into Syndicate 435 which is also managed by Faraday. Accordingly, the Financial
Statements have been prepared on the basis that the Syndicate is not a going concern and, where appropriate, the
assets and liabilities of the Syndicate have been valued in line with the RITC contract.

Results
The result for the 2017 calendar year is a profit of £3,562,000 (2016: a profit of £8,299,000).

Principal activities

The principal activity of the business is the transaction of reinsurance business in the United Kingdom. The
Syndicate commenced underwriting with effect from 1 January 2011, and was set up to underwrite the
Reinsurance to Close (RITC) of Lloyd's Syndicates. No RITC contracts of Lloyd's Syndicates were underwritten
during 2017 (2016: nil). Faraday entered into various outsource agreements from 21 March 2017 to manage the
Syndicate. CMA had an outsource agreement with Capita Commercial Insurance Services Limited (CCIS) for the
provision of run-off manager and accounting services for Syndicate 2255 with effect from 23 February 2011 to 21
March 2017.

Review of the business

With effect from 21 March 2017 Faraday has been Syndicate 2255’s appointed Lloyd’s managing agency; prior to
that date this was carried out by CMA. Syndicate 2255’s underwriting capital is supplied 100% by Tonicstar
Limited (Tonicstar), a wholly-owned indirect subsidiary of Berkshire Hathaway Inc. (Berkshire). The majority of
Syndicate 2255's operations, excluding accounting and regulatory reporting, are outsourced by Faraday to
Resolute Management Limited (Resolute) also a wholly owned and indirect subsidiary of Berkshire.

With effect from 1 January 2018, Syndicate 2255 ceased having been subject to an RITC contract and has been
closed into Syndicate 435 which is also managed by Faraday. This will be the last Annual Report for Syndicate
2255.

Syndicate 2255 underwrote in 2011:

1. The RITC of Syndicate 1861 2008 and prior years of account. This was achieved by way of a transfer of
assets.

2. The RITC of the 1998 to 2001 years of Syndicate 340 was achieved by way of a conventional third party
RITC and has been accounted for in the underwriting account accordingly.

Syndicate 1861 has a broad mixture of liabilities, including Excess of Loss, Liability, Marine and Aerospace. The
Liability accounts include the following sub-classes: Homebuilders and Single Job Construction. In addition to the
above there are a number of other Lloyd’s Syndicates which themselves had been previously closed into
Syndicate 1861, namely Syndicates 62, 744, 892, 1242 and 1265.

Syndicate 340 has a narrower mixture of liabilities, which may be split between World Trade Center (WTC) and
non-WTC, where non-WTC includes Aviation, Non-marine and Space.



Syndicate 2255

Report of the Directors of the Managing Agent

continued

Principal risks and uncertainties

The major risks and uncertainties that Syndicate 2255 faces are presented below. These risks continue to be
recognised in Syndicate 435 following the RITC of Syndicate 2255 as at 31 December 2017. Syndicate 2255's
assets and liabilities were transferred to Syndicate 435 on 1 January 2018.

Insurance risk
Insurance risk can be viewed as comprising three main elements: underwriting, claims and reserving. Each of
these can be defined as:

Underwriting risk
Insurance risk includes the risk that an insurance policy might be written for too low premium and/or provide
inappropriate cover.

Claims risk
Claims risk includes the risk that the frequency and/or severity of insured events might be higher than expected.

Reserving risk

Reserving risk includes the risk that the estimates of claims might subsequently prove to be insufficient.
Establishing an appropriate level of loss reserves is an inherently uncertain process. It is therefore possible that
Syndicate 2255's reserves at any given time might prove to be inadequate.

Operational risk

This is the risk that errors caused by people, processes and/or systems, to include cyber issues, might lead to
financial losses to the Syndicate. Faraday seeks to manage this risk through the use of a comprehensive risk
register and a regular review process with those operational heads who have authority and responsibility for
identifying, assessing and controlling operational risks effectively.

Faraday has developed and implemented a strong risk reporting and risk governance system to ensure that
effective risk management of operational risk is carried out. Management receives regular operational risk
updates and the Audit & Risk Committee reviews and monitors operational risk on a quarterly basis.

It is critical for the Syndicate that the key resources required to support its claims management and other essential
business activities continue to be available. A number of contingency plans are in place to mitigate any loss of key
resources from disrupting the ongoing operations of the Syndicate.

Market risk (including interest rate & currency)
This is the risk of financial loss which arises from any fluctuations in market factors, including:

1. The value of investment holdings themselves
2. Movements in interest rates
3. Movements in foreign exchange rates.

As the Syndicate matures so its exposure is likely to decrease in respect of each of the above. Faraday, through
its Investment Committee, seeks to mitigate any such exposure and therefore reduce any associated risk by
reviewing, as and when appropriate, investment performance, and seeks to reduce as far as is practicable any
currency mismatches within the assets and liabilities which might have arisen.

Credit risk

This is the risk of financial loss if another party fails to meet its financial obligations, including failing to meet them
in a timely manner. Credit risk can arise from the failure to receive inwards premium and the failure to collect
outwards reinsurance claims recoveries.
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Report of the Directors of the Managing Agent

continued

Credit risk (continued)

The Syndicate benefits from those reinsurance protections entered into by the original underlying Syndicates. If a
reinsurer fails to pay a claim for any reason, the Syndicate remains liable for the payment to the policyholder. The
creditworthiness of reinsurers is therefore regularly reviewed throughout the year.

Other areas of exposure to credit risk include:
1. Amounts due from insurance intermediaries; and
2. Counterparty risk with respect to investments and other deposits.

Faraday seeks to actively manage and reduce the Syndicate's exposure to this risk by introducing limits on its
exposure to either a single counterparty, or groups of counterparties, and to geographical and industry segments
wherever practicable or considered appropriate. Such limits will be subject to an annual or more frequent review
as appropriate. This area of risk will continue to be monitored closely.

Liquidity risk

Liquidity risk arises where cash may not be available to enable the Syndicate to pay its obligations as they fall due.
The Syndicate is exposed to daily cash calls on its available cash resources, including the settlement of claims and
various operating expenses. These funds are monitored by management on a regular basis. The Directors do not
consider that there is a significant risk of a material loss arising from liquidity risk.

Regulatory and compliance risk

This is the risk of there being a financial loss owing to a breach of regulatory requirements and/or a failure to
respond to a regulatory change. Management receives regular regulatory and compliance risk updates and the
Audit & Risk Committee reviews and monitors these risks on a quarterly basis.

The Syndicate is required to comply with the requirements of the Financial Conduct Authority, the Prudential
Regulation Authority and Lloyd’s. Lloyd’s requirements include those imposed on the Lloyd's market by overseas
regulators, particularly in respect of US Situs business.

Group risk
Group risk refers to the loss which may arise, or the potential impact of risk events of any nature, arising in or from
membership of a corporate group.

Capital management

Capital provided by members to support their underwriting at Lloyd’s is held in trust, known as Funds at Lloyd’s
(FAL), and is primarily intended to cover circumstances where the syndicate assets prove insufficient to meet
participating members’ underwriting liabilities. Since FAL is not under the control of the Managing Agent, no
amount has been shown in these Financial Statements for such capital resources. However, the Managing Agent
is able to make calls on the members’ FAL to meet liquidity requirements or to settle losses.

Key performance indicators (KPIs)
Current KPIs monitored are:

2017 2016
£'000 £'000
Gross claims outstanding — reported claims & IBNR, excl ULAE 136,587 262,837
Reinsurers’ share of claims outstanding (net of bad debt) 60,384 174,037
Reinsurance accruals (net of bad debt) 148 1,809

Future developments
As noted above Syndicate 2255 has, with effect from 1 January 2018, been reinsured into Syndicate 435 via an
RITC contract.
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Report of the Directors of the Managing Agent

continued

Directors
The Directors set out in the table below have held office for the period from 21 March 2017 to the date of this
report, unless stated otherwise.

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)

lan Geden, Chairman and non-executive Director

Terry Masters, non-executive Director (appointed 1 January 2018)

Stephen Michael, Chief Executive to 25 September 2017, non-executive Director from 1 January 2018
Martin Pike, Senior non-executive Director

Mark Rayner, Active Underwriter to date of resignation (resigned 5 May 2017)

Tom Shelley (appointed 2 October 2017) joint Active Underwriter

Chris Thorne (appointed 13 September 2017) joint Active Underwriter

Prior to 21 March 2017, CMA was the Managing Agent. It is not considered meaningful to disclose the Directors for
that entity for the period under consideration.

Investment report

Faraday is responsible for investment policy and the setting of benchmarks. A proportion of the Syndicate’s funds
are managed by NEAM. The investment objective is to achieve a superior performance compared with the agreed
benchmark while seeking always to preserve the capital value. The benchmark is reviewed periodically. Given the
continuing challenging current economic climate, the investment policy applied throughout the period was one of
seeking to maintain the capital value of a highly rated and liquid portfolio while recognising that the risk associated
with such a policy might be at the cost of achieving additional investment return.

The actual gross investment return for the period 1 January 2017 to 31 December 2017 on those US dollar funds
managed by NEAM during the period is:

US dollars 1.13% (2016: 1.00%) compared with the benchmark 0.42% (2016: 0.88%). The outperformance of the
benchmark was due mainly to the performance of the corporate and high yield sectors.

Performance results are reported gross of investment manager fees. The securities comprising the benchmarks are
not identical to those in Syndicate 2255's portfolios.

Syndicate Annual General Meeting
It is proposed not to hold an Annual General Meeting this year and the Syndicate's sole participating underwriting
member has been notified to this effect.

Disclosure of information to the auditor

The Directors of the Managing Agent who held office at the date of approval of this Managing Agent's report
confirm that, so far as they are each aware, there is no relevant audit information of which the Syndicate’s auditor is
unaware, and each Director has taken all the steps that they ought to have taken as a Director to make themselves
aware of any relevant audit information and to establish that the Syndicate’s auditor is aware of that information.

Auditor
Due to the RITC of the Syndicate 2255 there is no requirement to appoint an auditor for 2018.

By order of the Board
KJ Harker

Director
8 March 2018
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Statement of Managing Agent’s Responsibilities

The Managing Agent is responsible for preparing the Syndicate annual report and 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 annual accounts 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 those Syndicate annual accounts, the Managing Agent is required to:

1. select suitable accounting policies which are applied consistently, subject to changes arising on the adoption of
new accounting standards in the year;

2. make judgements and estimates that are reasonable and prudent;

3. state whether applicable accounting standards have been followed, subject to any material departures
disclosed and explained in the Financial Statements; and

4. prepare the annual accounts on the basis that the Syndicate will continue to write future business unless it is
inappropriate to presume the Syndicate will do so.

The Managing Agent is responsible for keeping proper accounting records which disclose with reasonable
accuracy at any time the financial position of the Syndicate and enable it to ensure that the Syndicate annual
accounts comply with the 2008 Regulations. It is also responsible for safeguarding the assets of the Syndicate and
hence for taking reasonable steps for prevention and detection of fraud and other irregularities.

Legislation in the UK governing the preparation and dissemination of Financial Statements may differ from
legislation in other jurisdictions.



Syndicate 2255
Independent Auditor’s Report to the Member of Syndicate 2255

Report on the audit of the Syndicate Annual Financial Statements

Opinion

In our opinion the Syndicate Annual Financial Statements:

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

e 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

e 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 2255 (the ‘Syndicate’) which comprise:
e the income statement;

¢ the statement of comprehensive income;

¢ the statement of financial position;

¢ the statement of cash flows;

e the statement of changes in equity; and

e the related notes 1 to 17.

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.

Emphasis of matter — Financial statements prepared other than on a going concern basis

We draw attention to note 1 in the Financial Statements which states that with effect from 1 January 2018,
Syndicate 2255 ceased having been subject to a Reinsurance to Close (“RITC”) contract and has been closed into
Syndicate 435 which is also managed by Faraday. Accordingly, the financial statements have been prepared on
the basis that the Syndicate is not a going concern and, where appropriate, the assets and liabilities of the
Syndicate have been valued in line with the RITC contract.

Our opinion is not modified in respect of this matter.

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.
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Responsibilities of Managing Agent

As explained more fully in the statement of Managing Agent’s responsibilities, 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. 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:

¢ the information given in 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

e 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 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:

o the Managing Agent in respect of the Syndicate has not kept adequate accounting records; or

e the Syndicate Annual Financial Statements are not in agreement with the accounting records; or

e 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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Syndicate 2255

Income Statement - Technical Account - General Business
for the year ended 31 December 2017

Technical account-general business
Earned premiums, net of reinsurance

Gross premiums written
Outward reinsurance premiums

Allocated investment return transferred from
the non-technical account

Claims incurred, net of reinsurance
Claims paid - Gross amount
- Reinsurers’ share

Change in provision for claims
Gross amount
Reinsurers’ share

Net operating expenses

Notes

4

Balance on the technical account — general business

£000

(10,850)

12,077

(4,445)
3,828
(617)

103,141

(100,929)
2,212

2017

£000

1,227

1,087
2,314

1,595
(825)

3,084

£000

(474)
33

(11,134)
6,866

(4,268)

21,405

(7,558)
13,847

2016

£000

(441)

1,078
637

9,579
(1,011)

9,205

Syndicate 2255 ceased on 31 December 2017 and a reinsurance to close transaction was undertaken, effective

from 1 January 2018.

10
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Income Statement: Non-Technical Account
for the year ended 31 December 2017

2017 2016
Notes £'000 £000
Balance on the technical account — general business 3,084 9,205
Investment income 1,464 1,709
Unrealised gains on investments 102 143
Investment expenses and charges (84) (113)
Unrealised losses on investments (395) (661)
6 1,087 1,078
Allocated investment return transferred to general business

) (1,087) (2,078)

technical account 6
Foreign exchange 478 (906)
Profit for the financial year 3,562 8,299

Statement of Comprehensive Income
for the year ended 31 December 2017

2017 2016
£000 £000
Profit for the financial year 3,562 8,299
Currency translation (712) 736
Total Comprehensive Income 2,850 9,035

There are no additional gains and losses.

11



Investments
Financial investments

Syndicate 2255

Statement of Financial Position - Assets
as at 31 December 2017

Notes

Reinsurers’ share of technical provisions

Claims outstanding

Debtors

Debtors arising out of direct insurance

operations

Debtors arising out of reinsurance operations

Other debtors

Other assets

Cash at bank and in hand

Other

10

Prepayments and Accrued Income

Accrued interest
Other

Total assets

12

2017

£'000 £'000
103,771
60,384

3,031

2,687
5,718

11,554

1,322
12,876

396
396
183,145

2016
£000 £000
120,757
174,037
2,808
16,427
139
19,374
2,105
2,038
4,143
15
6
21
318,332
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Statement of Financial Position — Liabilities
as at 31 December 2017

2017 2016

Notes £'000 £'000 £000 £000

Capital and reserves
Member’s balance 11,816 9,035

Technical provisions
Claims outstanding 144,184 266,690

Creditors due within one year

Creditors arising out of direct insurance
operations 11 3,786 3,367
Creditors arising out of reinsurance
operations 12 2,950 17,281
Other creditors 42 -
6,778 20,648

Creditors due after one year

Creditors arising out of reinsurance
operations 13 20,263 21,405

Accruals and deferred income 104 554

Total liabilities 183,145 318,332

The Syndicate Financial Statements on pages 10 to 36 were approved by the Board of Directors of Faraday
Underwriting Limited on 8 March 2018 and were signed on its behalf by:

KJ Harker
Director
8 March 2018

13



Syndicate 2255

Statement of Cash Flows
for the year ended 31 December 2017

Notes

Cash flow from operating activities:

Operating profit for the financial year

Adjustment for:

(Decrease)/increase in gross technical provisions
Decrease/(increase) in reinsurers share of gross technical provisions
Investment return

Realised and unrealised investment (gains) including foreign exchange
Operating cash flow before movement in working capital
Decrease/(increase) in debtors

(Decrease)/increase in creditors

Movement in other assets/liabilities

Net cash flow from operating activities

Cash flow from investing activities
Purchase of debt instruments

Sale of debt instruments

Investment income received

Other non-debt securities

Net cash flow from investing activities

Cash flow from financing activities
Distribution profit

Other

Net cash flow used in financing activities

Net increase/(decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Net increase/(decrease) in cash and cash equivalents
Effects of foreign exchange rate changes

Cash and cash equivalents at end of year
Reconciliation to cash at bank and in hand

Cash at bank and in hand

Cash equivalents

Cash and cash equivalents

14

2017 2016
£'000 £'000
3,562 8,299
(122,506) 21,404
113,653 (20,016)
(1,087) (1,078)
8,836 (21,924)
2,458 (13,315)
13,656 (3,486)
(15,012) 6,314
(825) 189
277 (10,298)
(37,214) (40,976)
41,558 63,021
1,464 1,710
4,568 (849)
10,376 22,906
- (13,269)

(69) 619
(69) (12,650)
10,584 (42)
2,105 1,984
10,584 (42)
(58) 163
12,631 2,105
11,554 2,105
1,077 -
12,631 2,105




Syndicate 2255

Statement of Changes in Equity
for the year ended 31 December 2017

Balance due to member brought forward at 1 January

Profit for the financial year

Other recognised gains and losses relating to the financial year
Member’s non cash balances

Payment of profit to Member

Balance due to member carried forward at 31 December

15

2017

2016

£'000 £'000
9,035 13,269
3,562 8,299
(712) 736
(69) -

- (13,269)
11,816 9,035
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Notes to the Financial Statements
1. Accounting Policies
Statement of compliance

The Financial Statements have been prepared in compliance with The Insurance Accounts Directive (Lloyd’s
Syndicate and Aggregate Accounts) Regulations 2008 and FRS 102 and FRS 103, being applicable UK GAAP
accounting standards, and in accordance with the provisions of Schedule 3 of the Large and Medium-sized
Companies and Groups (Accounts and Reports) Regulations relating to insurance companies.

The Financial Statements are prepared under the historical cost convention except for certain financial instruments
which are measured at fair value.

Basis of preparation
The Financial Statements for the year ended 31 December 2017 were approved by the Board of Directors on 8
March 2018.

With effect from 1 January 2018, Syndicate 2255 ceased having been subject to a Reinsurance to Close (“RITC")
contract and has been closed into Syndicate 435 which is also managed by Faraday. Accordingly, the Financial
Statements have been prepared on the basis that the Syndicate is not a going concern and, where appropriate, the
assets and liabilities of the Syndicate have been valued in line with the RITC contract.

The Financial Statements are prepared in sterling which is the presentational currency of the Syndicate and
rounded to the nearest £'000.

As permitted by FRS 103 the Syndicate continues to apply the existing accounting policies that were applied prior
to this standard for its insurance contracts.

Judgements and key sources of estimation uncertainty

The preparation of the Financial Statements requires management to make judgements, estimates and
assumptions that affect the amounts reported for assets and liabilities as at the balance sheet date and the
amounts reported for revenues and expenses during the year. However, the nature of estimation means that actual
outcomes could differ from those estimates. The following are the Syndicate’s key sources of estimation
uncertainty:

Insurance contract technical provisions

For insurance contracts, estimates have to be made both for the expected ultimate cost of claims reported at the
reporting date and also for the expected ultimate cost of claims incurred, but not reported (IBNR), at the reporting
date. It can take a significant period of time before the ultimate claims cost can be established with certainty and,
for some type of policies, IBNR claims form the majority of the liability in the statement of financial position.

The ultimate cost of outstanding claims is estimated by using a range of standard actuarial claims projection
techniques.

The main assumption underlying these standard actuarial claims projection techniques is that past claims
development experience can be used to project future claims development and hence ultimate claims costs. 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 IBNR at the balance sheet date based on
statistical methods.

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

1. Accounting Policies (continued)
Judgements and key sources of estimation uncertainty (continued)
Insurance contract technical provisions (continued)

A material exception to this approach relates to the Syndicate 340 business closed into Syndicate 2255 and, in
particular, its remaining exposure in respect of the terrorist attacks on the World Trade Center on 11 September
2001. The approach to reserving for this loss is to calculate a probability weighted average from a number of
market loss scenarios and assumptions on the recoverability of the outwards reinsurance. The Directors consider
that the provisions for gross claims and related reinsurance recoveries are fairly stated on the basis of information
currently available to them. However, 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 years are reflected in the Syndicate annual accounts for the period in which the
adjustments are made. The methods used, and the estimates made, are reviewed regularly.

Further details are given in Note 17.

Estimates of future premiums
For certain insurance contracts, premium is initially recognised based on estimates of ultimate premiums. These
estimates are judgemental and could result in misstatements of revenue recorded in the Financial Statements.

The main assumption underlying these estimates is that past premium development can be used to project future
premium development.

Fair value of financial assets and derivatives determined using valuation techniques

Syndicate 2255 does not have any financial assets or liabilities recorded on the statement of financial position
whose fair values cannot be sourced from active markets. Syndicate 2255 has no need to use any valuation
techniques to determine fair value.

Further details are given in Note 17.
Significant accounting policies

Insurance contracts — Product classification

Insurance contracts are those contracts when the Syndicate (the insurer/reinsurer) has accepted significant
insurance risk from another party (the policyholder/reinsured) by agreeing to compensate the policyholder if a
specified uncertain future event (the re/insured event) adversely affects the policyholders. As a general guideline,
the Syndicate determines whether it has significant insurance risk, by comparing benefits paid with benefits
payable if the insured event did not occur. Insurance contracts can also transfer financial risk.

Once a contract has been classified as an insurance contract, it remains an insurance contract for the remainder of
its lifetime, even if the insurance risk reduces significantly during this period, unless all rights and obligations are
extinguished or expire.

Any separable embedded derivatives within an insurance contract are separated and accounted for in accordance

with 1AS 39 unless the embedded derivative is itself an insurance contract (ie the derivative is not separated if the
policyholder benefits from the derivative only when the insured event occurs).
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Notes to the Financial Statements
continued

1. Accounting policies (continued)

Gross Premiums

Gross written premiums comprise the total premiums receivable for the whole period of cover provided by the
contracts entered into during the reporting period, regardless of whether these are wholly due for payment in the
reporting period, together with any adjustments arising in the reporting period to such premiums receivable in
respect of business written in prior reporting periods. They are recognised on the date on which the policy
commences. Additional or return premiums are treated as a re-measurement of the initial premium. Gross written
premiums are stated gross of brokerage payable and exclude taxes and duties levied on them.

Under some policies, written premiums are adjusted retrospectively in the light of claims experience or when the
risk covered cannot be assessed accurately at the commencement of cover. When written premiums are subject to
an increase retrospectively, recognition of any potential increase is deferred until the additional amount can be
ascertained with reasonable certainty. When written premiums are subject to a reduction, a re-measurement taking
account of such a reduction is made as soon as there is an obligation to the coverholder.

Reinsurance Premiums

Reinsurance written premiums comprise the total premiums payable for the whole cover provided by contracts
entered into the period, including portfolio premiums payable, and are recognised on the date on which the policy
incepts. Premiums include any adjustments arising in the accounting period in respect of reinsurance contracts
incepting in prior accounting periods.

Under some policies, reinsurance premiums payable are adjusted retrospectively in the light of claims experience
or where the risk covered cannot be assessed accurately at the commencement of cover. When written premiums
are subject to an increase retrospectively, recognition of any potential increase is recognised as soon as there is an
obligation to the policyholder.

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

Profit commission
The Managing Agent does not charge profit commission.

Claims

Claims include all claims occurring during the year, whether reported or not, related internal and external claims
handling costs that are directly related to the processing and settlement of claims, a reduction for the value of
salvage and other recoveries, and any adjustments to claims outstanding from previous years.

Reinsurance claims are recognised when the related gross insurance claim is recognised according to the terms of
the relevant contract.

Technical provisions
Technical provisions comprise claims outstanding and provisions for unearned premiums.

Claims outstanding

The outstanding claims provision is based on the estimated ultimate cost of all claims incurred but not settled at the
reporting date, whether reported or not, together with related claims handling costs and reduction for the expected
value of salvage and other recoveries. Delays can be experienced in the notification and settlement of certain types
of claims, therefore, the ultimate cost of these cannot be known with certainty at the reporting date. The liability is
calculated at the reporting date using a range of standard actuarial claim projection techniques, based on empirical
data and current assumptions that may include a margin for adverse deviation. The liability is not discounted for the
time value of money.
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Notes to the Financial Statements
continued

1. Accounting policies (continued)

Provisions for unearned premiums

Unearned premiums are those proportions of premiums written in a year that relate to periods of risk after the
reporting date. In respect of general insurance business, written premiums are recognised as earned over the
period of the policy on a time apportionment basis having regard where appropriate, to the incidence of risk. The
proportion attributable to subsequent periods is deferred as a provision for unearned premiums.

Unearned reinsurance premiums are those proportions of premiums written in a year that relate to periods of risk
after the reporting date. Unearned reinsurance premiums are deferred over the term of the underlying direct
insurance policies for risks-attaching contracts and over the term of the reinsurance contract for losses-occurring
contracts.

Reinsurance assets

The Syndicate cedes insurance risk in the normal course of business for all of its businesses. Reinsurance assets
represent balances due from reinsurance companies. Amounts recoverable from reinsurers are estimated in a
manner consistent with the outstanding claims provision or settled claims associated with the reinsurer’s policies
and are in accordance with the related reinsurance contract.

Reinsurance assets are reviewed for impairment at each reporting date, or more frequently, when an indication of
impairment arises during the reporting year. Impairment occurs when there is objective evidence as a result of an
event that occurred after initial recognition of the reinsurance asset that the Syndicate may not receive all
outstanding amounts due under the terms of the contract and the event has a reliably measurable impact on the
amounts that the Syndicate will receive from the reinsurer. The impairment loss is recorded in the income
statement.

Ceded reinsurance arrangements do not relieve the Syndicate from its obligations to policyholders.

Insurance receivables

Insurance receivables are recognised when due and measured on initial recognition at the fair value of the
consideration received or receivable. Subsequent to initial recognition, insurance receivables are measured at
amortised cost, using the effective interest rate method. The carrying value of insurance receivables is reviewed for
impairment whenever events or circumstances indicate that the carrying amount may not be recoverable, with the
impairment loss recorded in the income statement.

Insurance receivables are de-recognised when the de-recognition criteria for financial assets have been met.

Insurance payables

Insurance payables are recognised when due and measured on initial recognition at the fair value of the
consideration received less directly attributable transaction costs. Subsequent to initial recognition, they are
measured at amortised cost using the effective interest rate method. Insurance payables are derecognised when
the obligation under the liability is settled, cancelled or expired.

Financial investments
As permitted by FRS 102, the Syndicate has elected to apply the recognition and measurement provisions of IAS
39 — Financial Instruments (as adopted for use in the EU) to account for all of its financial instruments.

The Syndicate classifies its financial investments as either financial assets at fair value through profit or loss, loans
and receivables or available for sale. The Syndicate determines the classification of its financial assets at initial
recognition. Financial assets are initially recognised at fair value plus, in the case of instruments not at fair value
through profit or loss, directly attributable transaction costs.

The classification depends on the purpose for which the investments were acquired or originated. In general,

financial assets are classified as fair value through profit or loss as the Syndicate’s documented investment
strategy is to manage financial investments acquired on a fair value basis.
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1. Accounting policies (continued)

Financial investments (continued)

All regular way purchases and sales of financial assets are recognised on the trade date, ie the date the Syndicate
commits to purchase or sell the asset. Regular way purchases or sales of financial assets require delivery of assets
within the time frame generally established by regulation or convention in the market place.

Financial assets at fair value through profit or loss has two sub categories, namely financial assets held for trading
and those designated at fair value through the profit and loss at inception. All of the Syndicate’s financial assets are
held for trading. These investments are initially recorded at fair value. Subsequent to initial recognition, these
investments are re-measured at fair value at each reporting date. Fair value adjustments and realised gains and
losses are recognised in the income statement.

Cash and cash equivalents

Cash and cash equivalents in the statement of financial position comprise cash at banks and in hand and short
term deposits with an original maturity date of three months or less. For the purpose of the cash flow statement,
cash and cash equivalents consist of cash and cash equivalents as defined above, net of outstanding bank
overdrafts.

Fair value of financial assets
The Syndicate uses the following hierarchy for determining the fair value of financial instruments by valuation
technique:

o Level 1: quoted (unadjusted) prices in active markets for identical assets or liabilities.

o Level 2: other techniques for which all inputs which have a significant effect on the recorded fair value are
observable, either directly or indirectly.

o Level 3: techniques which use inputs which have a significant effect on the recorded fair value that are
not based on observable market data.

See Note 7 for details of financial instruments classified by fair value hierarchy.

Impairment of financial assets

For financial assets not held at fair value through profit or loss, the Syndicate assesses at each reporting date
whether the financial asset or group of financial assets is impaired. The Syndicate first assesses whether objective
evidence of impairment exists for financial assets. If it is determined that no objective evidence of impairment exists
for an individually assessed financial asset, the asset is included in a group of financial assets with similar credit
risk characteristics and that group of financial assets is collectively assessed for impairment. Assets that are
individually assessed for impairment and for which an impairment loss is or continues to be recognised are not
included in the collective assessment of impairment. If an available for sale financial asset is impaired, an amount
comprising the difference between its cost (net of any principal repayment and amortisation) and its current fair
value, less any impairment loss previously recognised in the income statement, is transferred from other
comprehensive income in Member’ balance to the income statement. Impairment losses recognised in the income
statement in respect of an equity instrument are not subsequently reversed through the income statement.
Reversals of impairment losses on debt instruments classified as available for sale are reversed through the
income statement, if the increase in the fair value of the instruments can be objectively related to an event
occurring after the impairment losses were recognised in the income statement.
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1. Accounting policies (continued)

De-recognition of financial assets
A financial asset or, when applicable, a part of a financial asset is derecognised when:

. The rights to the cash flows from the asset have expired; or

e The Syndicate retains the right to receive cash flows from the asset or has assumed an obligation to pay
the received cash flows in full without material delay to a third party under a ‘pass through’ arrangement
and either (a) the Syndicate has transferred substantially all the risks and rewards of the asset; or (b) the
Syndicate has neither transferred nor retained substantially all the risks and rewards of the asset, but has
transferred control of the asset.

Offsetting of financial instruments
Financial assets and financial liabilities are offset and the net amount is reported in the statement of financial
position if, and only if:

e There is a currently enforceable legal right to offset the recognised amounts; and
e There is an intention to settle on a net basis, to realise the assets and settle the liabilities simultaneously.

Financial liabilities

The Syndicate’s financial liabilities include trade and other payables, borrowings, insurance payables and derivative
financial instruments, where applicable. All financial liabilities are recognised initially at fair value and, in the case of
loans and borrowings, net of directly attributable transaction costs.

Investment return

Unrealised and realised gains and losses on financial investments are recognised based on the appropriate
classification of financial investments and are covered in detail under the accounting policy for financial
investments.

An allocation of actual investment return on investments supporting the general insurance technical provisions and
associated Member’ balance is made from the non-technical account to the technical account. Investment return
related to non-insurance business and Member' balance is attributed to the non-technical account. Investment
return has been wholly allocated to the technical account as all investments relate to the technical account.

Foreign currencies
The Syndicate’s functional currency is US Dollars and the presentational currency Sterling.

Transactions denominated in currencies other than the functional currency are initially recorded in the functional
currency at the exchange rate ruling at the date of the transactions. Monetary assets and liabilities (which include
all assets and liabilities arising from insurance contracts including 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 that are measured in terms of historical cost in a foreign currency are translated using the
exchange rate as at the date of the initial transaction and are not subsequently restated. Non-monetary items
denominated in a foreign currency, 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 retranslation into functional currency are recorded in the Income Statement,

Non-Technical account. Exchange differences arising from translation from functional currency to presentational
currency are shown in the Statement of Comprehensive Income.
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1. Accounting policies (continued)

Foreign currencies (continued)
The following rates of exchange have been used in producing this annual report:

Closing rate of exchange
Average rate of exchange

Closing rate of exchange
Average rate of exchange

Taxation

31 December 2017
Calendar year 2017

31 December 2016
Calendar year 2016

Uss$
1.34
1.29

1.24
1.35

CANS$
1.70
1.67

1.66
1.79

Euro
1.13
1.14

1.17
1.22

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 members or their members’ agents 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 are included in the statement of financial
position under the heading ‘other debtors’.

No provision has been made for any overseas tax payable by Member 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 the Managing Agent’s immediate parent company. 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.

2. Segmental analysis

An analysis of the underwriting result before investment return is set out below:
All premium income analysed below is written in the UK. The remainder balance is the result of the actuarial
reassessment of future gross premiums due in respect of Syndicate 1861.

2017

DIRECT INSURANCE:

Accident and health

Motor

Marine, aviation &
transport

Energy — Marine & Non
marine

Fire & other
damage to property

Third party liability
Pecuniary loss
Reinsurance
acceptances

Total

Gross Gross Gross Gross

premiums premiums claims operating Reinsurance 2017
written earned incurred expenses balance Total
£000 £000 £000 £000 £000 £000

41 41 (179) (23) 490 329

- - (37) - 30 %)

6 6 124 (1) (49) 80

(4) 4) 200 ©) 3) 190

43 43 108 27) 468 592

(10,893) (10,893) 98,588 (798) (85,492) 1,405

(10,850) (10,850) 98,696 (825) (85,024) 1,997
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continued
2. Segmental analysis (continued)
Gross Gross Gross Gross
2016 premiums premiums claims operating Reinsurance 2016
written earned incurred expenses balance Total
£000 £000 £000 £000 £000 £000
DIRECT INSURANCE:
Accident and health ) ) 5 @) (19) (15)
- - 8 3 65 54
Motor ® @)
Marine, aviation & 65 65 283 (250) (212) (114)
transport
Energy — Marine & Non 12 12 184 (62) 934 1,068
marine
Fire & other 24 24 12 4) 69 101
damage to property
Third party liability 1 1 6,676 (371) (1,075) 5,231
Pecuniary loss ) ) ) ) ) )
102 102 7,152 (691) (238) 6,325
Reinsurance (576) (576) 3,118 (320) (420) 1,802
acceptances
Total (474) (474) 10,270 (1,011) (658) 8,127

An analysis of gross premiums written by reference to the conclusion of the risk is provided below:

2017 2016
£000 £000
Gross premiums written in the UK (10,850) (474)
3. Claims outstanding
The change in net provision for claims is made up of the following:
2017 2016
£'000 £000
Gross reported outstanding claims 178,048 9,437
Gross claims incurred but not reported (71,163) 11,426
Provision for unallocated loss adjustment expenses (3,744) 542
103,141 21,405
Reinsurers' share (100,929) (7,558)
Total 2,212 13,847

The favourable movement in net claims incurred of £1.595m (2016: £9.579m) primarily derives from benign claims
development across various classes of Syndicate 1861's business including Excess of Loss, Homebuilders and
Single Job Construction and in 2017 the favourable movement in WTC claim on Syndicate 340.

23



Syndicate 2255

Notes to the Financial Statements

continued
4. Net operating expenses
2017 2016
£000 £000
Administrative expenses 1,917 2,012
Transfer to claims settlement expenses (1,099) (1,001)
Acquisition costs 7 -
Total 825 1,011
Administrative expenses include:
Member’s standard personal expenses 600 400
Fees payable to the Syndicate’s auditor for the audit of the Syndicate’s
Annual Financial Statement and Regulatory Returns 121 101
Non audit fees - 63
121 164

Other services pursuant to legislation include fees for the: (i) Syndicate half year review, (ii) Solvency Il Balance
sheet half year review,(iii) Solvency Il balance sheet year-end audit, iv) statements of actuarial opinion.

5. Staff numbers and costs

The number persons providing services at the year-end by and who worked either in part or whole for the
Syndicate during the year was as follows:

2017 2016
Administration and finance 15 18
Total 15 18

The Managing Agent was responsible for providing staff.

Faraday received a Managing Agent's fee of £600,000 (CMA 2016: £400,000) which was charged to the Syndicate.
This amount includes estimated amounts for Directors and staff related costs. No emoluments of the Directors of
Faraday or CMA were directly charged to the Syndicate and consequently no meaningful disclosure can be made.

In 2016 CMA also recharged various expenses which have been properly incurred on Syndicate 2255’s behalf;
these amounted to £284,711 for the financial year. Faraday has not recharged any additional costs in 2017.

The run-off manager from 1 January 2016 to 21 March 2017 was paid by CCIS and his remuneration is included in
the fee charged by CCIS. The run-off manager from 21 March 2017 provides services by Faraday and his

remuneration is included in the fee charged by Faraday.

6. Investment return

2017 2016
£000 £000
Income from financial investments 1,572 1,629
Net gains/(losses) on the realisation of investments
Fair value through profit or loss designated upon initial recognition (108) 80
Net unrealised (losses) on investments (293) (518)
Investment management expenses, including interest (84) (113)
Total investment return 1,087 1,078

The investment return is generated by bonds.
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7. Financial investments
MARKET MARKET
VALUE cosT VALUE cosT

2017 2017 2016 2016

£000 £000 £000 £000
Shares and other variable securities and units
in unit trusts:
Designated at fair value through profit & loss - - 3,764 3,764
Debt securities and other fixed income securities:
Designated at fair value through profit & loss 75,531 75,832 87,315 88,015
Deposits with credit institutions 28,240 28,240 29,678 29,678
Total 103,771 104,072 120,757 121,457

The following table shows financial investments recorded at fair value analysed between the three levels in the fair

value hierarchy.

31 December 2017 Level 1 Level 2 Level 3 Total
£000 £000 £000 £000

Shares and other variable securities and units

in unit trusts - - - -

Debt securities and other fixed income securities 30,624 44,907 - 75,531

Loans & deposits with credit institutions 29,097 465 - 29,562

Total 59,721 45,372 - 105,093

The difference between the total Market Value of £103,771 in the first table, and the total £105,093 in the second
table is due to the inclusion of Overseas deposits amounting to £1,322,000 (2016: £2,038,000).

31 December 2016 Level 1 Level 2 Level 3 Total
£000 £000 £000 £000

Shares and other variable securities and units

in unit trusts 3,764 - - 3,764

Debt securities and other fixed income securities 21,285 66,030 - 87,315

Loans & deposits with credit institutions 31,136 580 - 31,716

Total 56,185 66,610 - 122,795

Included in the level 1 category are financial assets that are measured by reference to published quotes in an
active market. A financial instrument is regarded as quoted in an active market if quoted prices are readily and
regularly available from an exchange, dealer, broker, industry Syndicate, pricing service or regulatory agency and

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

Level 2 category are financial assets measured using a valuation technique based on assumptions that are

supported by prices from observable current market transactions.

Level 3 category are financial assets measured using a valuation technique (model) based on assumptions that are
neither supported by prices from observable current market transactions in the same instrument nor are they based
on available market data. The Syndicate did not hold any of these at year end 2017 or 2016.
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8. Debtors arising out of direct insurance operations

Amounts falling due within one year
- Intermediaries

9. Debtors arising out of reinsurance operations

Amounts falling due within one year
- Intermediaries under reinsurance business
- Reinsurance recoveries on paid claims

2017 2016
£000 £000
3,031 2,808
2017 2016
£000 £000
2,539 14,617

148 1,810
2,687 16,427

10. Other assets — other

Other assets comprise overseas deposits which are lodged as a condition of conducting underwriting business in
certain countries. All these funds are invested in 'Participation in investment pools', the value of which are based

on the market value of the underlying assets which are shown below:

Overseas deposits
- Debt securities and other fixed income securities

11. Creditors arising out of direct insurance operations

Arising out of direct insurance operations
Due to intermediaries — within one year

12. Creditors arising out of reinsurance operations

Arising out of reinsurance operations
Due to intermediaries — within one year

13. Creditors arising out of reinsurance operations

Arising out of reinsurance operations
Due to intermediaries — after one year

2017 2016

£'000 £000

1,322 2,038
2017 2016
£000 £000
3,786 3,367
2017 2016
£000 £000
2,950 17,281
2017 2016
£000 £000
20,263 21,405
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14. Related parties

The following entities are referred to by their abbreviation throughout this note:

Entity's legal name Abbreviation
Berkshire Hathaway Inc. and subsidiaries:
1 | Berkshire Hathaway Inc. Berkshire
2 | Tonicstar Limited Tonicstar
3 | Resolute Management Limited Resolute
4 | New England Asset Management Limited NEAM
5 | Faraday Underwriting Limited Faraday
Capita Group and subsidiaries:
6 | Capita plc Capita
7 | Capita Insurance Services Limited CIS
8 | Capita Commercial Insurance Services Limited CCIS
9 | Capita Managing Agency Limited CMA

Interests of the former Managing Agent
CMA managed Syndicate 2255 throughout the whole of 2016. Effective from 21 March 2017 the management of
Syndicate 2255 transferred by novation from CMA to Faraday Underwriting Limited.

CMA has charged a managing agency fee of £400,000 (2015: £400,000) to Syndicate 2255 during the year to 31
December 2016.

CMA has recharged various expenses which have been properly incurred on Syndicate 2255's behalf; these
amounted to £284,711 in 2016. Of this amount, £172,243 was outstanding as at 31 December 2016.

For the year commencing 1 January 2017 to the effective date of 21 March 2017, CMA charged managing agency
fee pro-rated to the period length. Subsequent to that, the managing agency fee was charged by Faraday.
Faraday is part of the Berkshire Hathaway group.

Interests and arrangements of any related companies
CMA entered into an agency amendment agreement with Tonicstar on 22 February 2011. Faraday entered into an
agency amendment agreement with Tonicstar on 21 March 2017.

Tonicstar, CMA and ANV Syndicate Management Limited entered into a deed of novation of Managing Agent and
amended agency agreement on 22 February 2011. Tonicstar, and Faraday entered into a deed of novation of
Managing Agent and amended agency agreement on 15 March 2017.

Faraday and Resolute entered into an outsource agreement for the provision of various support services including:
underwriting, claims, reinsurance and actuarial on 21 March 2017. David McElhiney was Syndicate 2255's Run-off
Manager until 21 March 2017 was engaged by way of an outsource agreement between CMA and CCIS.

CMA entered into an investment management agreement with NEAM to manage Syndicate 2255's investments
with effect from 30 March 2011 which ended on 21 March 2017. With effect from 21 March 2017 Faraday entered
iinto an investment management agreement with NEAM to manage Syndicate 2255's investments

Faraday, Tonicstar, Resolute and NEAM are all subsidiaries of Berkshire Hathaway.

Tonicstar is the sole capital provider to Syndicate 2255.

During December 2011, CMA entered into an arrangement on behalf of Syndicate 2255 to apply for a letter of
credit in connection with certain overseas deposits which are required to be lodged as a condition for underwriting

business in the USA. Faraday took over this arrangement on 21 March 2017. The amount held at 31 December
2017 was US$36.2m (2016: US$36.7m).
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14. Related parties (continued)
Interests and arrangements of any related companies (continued)

Interests of executives

There are no transactions or arrangements entered into on behalf of or otherwise concerning the Member of the
Syndicate in which any executive of Faraday or CMA have, directly or indirectly, a material interest during the
period of their directorships.

15. 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 underwriting members' underwriting liabilities.

The level of FAL that Lloyd's requires a member to maintain is determined by Lloyd's based on PRA requirements
and resource criteria. Generally, 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. For its first two years of trading, the Syndicate's capital requirement has been determined by Lloyd's.

Since FAL is not under the management of the Managing Agent, no amount has been shown in these annual
accounts 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.

16. Off-balance sheet items

The Syndicate has not been party to any arrangement, which is not reflected in its balance sheet, where material
risks and benefits arise for the Syndicate.

17. Risk management

(a) Governance framework

The primary objective of the Syndicate’s risk and financial management framework is to protect the Syndicate’s
members from events that hinder the sustainable achievement of financial performance objectives, including failing
to exploit opportunities. Key management recognises the critical importance of having efficient and effective risk
management systems in place.

The Managing Agent has established a risk management function for the Syndicate with clear terms of reference
from the Board of Directors, its committees and the associated executive management committees. This is
supplemented with a clear organisational structure with documented delegated authorities and responsibilities from
the Board of Directors to executive management committees and senior managers. Lastly, a Syndicate policy
framework which sets out the risk profiles for the Syndicate, risk management, control and business conduct
standards for the Syndicate’s operations has been put in place. Each policy has a member of senior management
charged with overseeing compliance with the policy throughout the Syndicate.

The Board of Directors approves the risk management policies and meets regularly to approve any commercial,
regulatory and organisational requirements of such policies. These policies define the identification of risk and its
interpretation to ensure the appropriate quality and diversification of assets, align underwriting and reinsurance
strategy to the Syndicate’s objectives as described in the annual Syndicate business plan (forecast), and specify
reporting requirements. Significant emphasis is placed on assessment and documentation of risks and controls,
including the articulation of ‘risk appetite’. The Syndicate undertakes regularly a process known as ‘Own Risk &
Solvency Assessment’ (ORSA) which is reviewed by the Audit & Risk Committee and finally approved by the
Board.
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(b) Capital management objectives, policies and approach

Capital framework at Lloyd’s
The Society of Lloyd's (Lloyd's) is a regulated undertaking and subject to the supervision of the Prudential
Regulatory Authority (PRA) under the Financial Services and Markets Act 2000.

Effective 1 January 2016, Lloyd's is subject to the Solvency Il capital regime and the Solvency | figures are no
longer applicable from that date. Although the capital regime has changed, this has not significantly impacted the
Solvency Capital requirement of the Syndicate, since this has been previously calculated based on Solvency Il
principles, as described below.

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

Although Lloyd’s capital setting processes use a capital requirement set at Syndicate level as a starting point, the
requirement to meet Solvency Il and Lloyd’'s capital requirements apply at overall and member level only
respectively, not at Syndicate level. Accordingly the capital requirement in respect of Syndicate 2255 is not
disclosed in these Financial Statements.

Lloyd’s capital setting process

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

A Syndicate may comprise one or more underwriting members of Lloyd’s. Each member is liable for its own share
of underwriting liabilities on the Syndicate on which it participating but not other members’ shares. Accordingly, the
capital requirement that Lloyd’s sets for each member operates on a similar basis. Each member’'s SCR shall thus
be determined by the sum of the member’s share of the Syndicate SCR ‘to ultimate’. Where a member participates
on more than one Syndicate, a credit for diversification is provided to reflect the spread of risk, but consistent with
determining an SCR which reflects the capital requirement to cover a 1 in 200 year loss ‘to ultimate’ for that
member. Over and above this, Lloyd’'s applies a capital uplift to the member’s capital requirement, known as the
Economic Capital Assessment (ECA). The purpose of this uplift, which is a Lloyd’s not a Solvency Il requirement, is
to meet Lloyd’s financial strength, licence and ratings objectives. The capital uplift applied by Lloyd’s in 2016 for the
2017 year of account was 35% of the member’'s SCR ‘to ultimate’.

Provision of capital by members

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

Accordingly all of the assets less liabilities of the Syndicate, as represented in the members’ balances reported on

the statement of financial position — liabilities on page 13, represent resources available to meet members’ and
Lloyd’s capital requirements.
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Lloyd’s capital setting process (continued)

(c) Insurance risk

The principal risk the Syndicate faces under insurance contracts is that the actual claims and benefit payments or
the timing thereof, differ from expectations. This is influenced by the frequency of claims, severity of claims, actual
benefits paid and subsequent development of long—term claims. Therefore, the objective of the Syndicate is to
ensure that sufficient reserves are available to cover these liabilities.

The risk exposure is mitigated by diversification across a large portfolio of insurance contracts and geographical
areas. The variability of risks is also improved by careful selection and implementation of underwriting strategy
guidelines, as well as the use of reinsurance arrangements.

Since commencing trading, effective 1 January 2011, the Syndicate has not purchased any reinsurance to further
cover the legacy business which itself is protected by an inherited mix of proportional and non-proportional
reinsurance contracts. The Syndicate may however consider purchasing reinsurance as part of its risks mitigation
programme at some stage in the future. Reinsurance ceded is placed on both a proportional and non—proportional
basis. The majority of proportional reinsurance is quota share reinsurance which is taken out to reduce the overall
exposure to certain classes of business. Non—proportional reinsurance is primarily excess of loss reinsurance and
is usually designed to mitigate the Syndicate’s net exposure to catastrophe losses. Retention limits for the excess
of loss reinsurance will vary by product line and territory.

Amounts recoverable from reinsurers are estimated in a manner consistent with the outstanding claims provision
and are in accordance with the reinsurance contracts. Although the Syndicate has reinsurance arrangements, it is
not relieved of its direct obligations to its policyholders and thus a credit exposure exists with respect to ceded
insurance, to the extent that any reinsurer is unable to meet its obligations assumed under such reinsurance
agreements. The Syndicate’s placement of reinsurance is diversified such that it is neither dependent on a single
reinsurer nor are the operations substantially dependent upon any single reinsurance contract.

The key area of uncertainty for Syndicate 2255 relates to its material exposure to the terrorist attacks in the United
States of America on 11 September 2001.

Strict claim review policies to assess all new and ongoing claims, regular detailed review of claims handling
procedures and frequent investigation of possible fraudulent claims are all policies and procedures put in place to
reduce the risk exposure of the Syndicate. The Syndicate further enforces a policy of actively managing and
promptly pursuing claims, in order to reduce its exposure to unpredictable future developments that can negatively
impact the business. Inflation risk is mitigated by taking expected inflation into account when estimating insurance
contract liabilities.

Key assumptions

The principal assumption underlying the liability estimates is that the future claims development will follow a similar
pattern to past claims development experience. This includes assumptions in respect of average claim costs, claim
handling costs, claim inflation factors and claim numbers for each underwriting year. Additional qualitative
judgements are used to assess the extent to which past trends may not apply in the future, for example: once—off
occurrence; changes in market factors such as public attitude to claiming: economic conditions: as well as internal
factors such as portfolio mix, policy conditions and claims handling procedures. Judgement is further used to
assess the extent to which external factors such as judicial decisions and government legislation affect the
estimates.

Other key circumstances affecting the reliability of assumptions include variation in interest rates, delays in
settlement and changes in foreign currency rates.
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(c) Insurance risk (continued)

Sensitivities
The claim liabilities are sensitive to the key assumptions that follow. It has not been possible to quantify the
sensitivity of certain assumptions such as legislative changes or uncertainty in the estimation process.

The following analysis is performed for reasonably possible movements in key assumptions with all other
assumptions held constant, showing the impact on gross and net liabilities, profit and members’ balances. The
correlation of assumptions will have a significant effect in determining the ultimate claims liabilities, but to
demonstrate the impact due to changes in assumptions, assumptions had to be changed on an individual basis.

The key area of uncertainty for Syndicate 2255 relates to its material exposure to the terrorist attacks in the United
States of America on 11 September 2001.

For illustrative purposes the following table indicates the reporting impact of a 10% change to the booked reserves
assuming that they are all denominated in the Syndicate’s functional currency. This calculation has been carried
out on a linear basis and without any actuarial adjustments or application of expert judgement and that all
distributions are made in the reporting currency.

Impact on

Changein Impact on Impact on Impact on Members’

Assumption Gross Liabilities Net Liabilities Profit Balance
+1(-)% £'000 £000 £'000 £'000
10 14,418 8,380 8,380 8,380

(10) (14,418) (8,380) (8,380) (8,380)

Claims development table

The Syndicate has taken advantage of the transitional rules of FRS 103 that permit only five years of information to
be disclosed upon adoption. The claims development information disclosed is being increased from five years to
ten years over the period 2016 — 2020.

The Syndicate’s last underwriting year was 2008 and are included with the 2010 and prior claims development
disclosure as closing reserves. The gross reserves £144,184,000 and net reserves £83,800,000.

In setting claims provisions the Syndicate gives consideration to the probability and magnitude of future experience
being more adverse than assumed and exercises a degree of caution in setting reserves where there is
considerable uncertainty. In general, the uncertainty associated with the ultimate claims experience in an
underwriting year is greatest when the underwriting year is at an early stage of development and the margin
necessary to provide the necessary confidence in the provisions adequacy is relatively at its highest. As claims
develop, and the ultimate cost of claims becomes more certain, the relative level of margin maintained should
decrease. However, due to the uncertainty inherent in the estimation process, the actual overall claim provision
may not always be in surplus. Insurance contract outstanding claims provision as at 31 December 2017:

(d) Financial risk

(1) Credit risk

Credit risk is the risk that one party to a financial instrument will cause a financial loss to the other party by failing to
discharge an obligation. A credit risk policy is in place to mitigate the exposure to credit risk, by setting out the
assessment and determination of what constitutes credit risk for the Syndicate. Compliance with the policy is
monitored and exposures and breaches are reported to the relevant committee. The policy is regularly reviewed for
pertinence and for changes in the risk environment.

The tables below show the maximum exposure to credit risk (including an analysis of financial assets exposed to

credit risk) for the components of the statement of financial position. The maximum exposure is shown gross,
before the effect of mitigation through collateral agreements and the use of credit derivatives.
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(d) Financial risk
(1) Credit risk

31 December 2017

Shares & other variable yield securities & unit trusts
Other financial investments - Debt securities
Deposits with credit institutions

Overseas deposits as investments

Reinsurer’ share of claims outstanding
Reinsurance debtors

Cash at bank and in hand

Insurance debtors

Other debtors

Total credit risk

31 December 2016

Shares & other variable yield securities & unit trusts
Other financial investments - Debt securities
Deposits with credit institutions

Overseas deposits as investments

Reinsurer’ share of claims outstanding
Reinsurance debtors

Cash at bank and in hand

Insurance debtors

Other debtors

Total credit risk

continued
Neither past due Past due Impaired Total
nor impaired
£000 £000 £000 £000
75,532 - - 75,532
28,240 - - 28,240
1,322 - - 1,322
60,383 - - 60,383
149 - - 149
11,554 - - 11,554
3,031 - - 3,031
2,506 428 - 2,934
182,717 428 183,145
Neither past due Past due Impaired Total
nor impaired
£000 £000 £000 £000
3,764 - - 3,764
87,315 - - 87,315
29,678 - - 29,678
2,038 - - 2,038
174,028 9 174,037
73 965 772 1,810
2,105 - - 2,105
- 2,808 - 2,808
14,777 - - 14,777
313,778 3,773 781 318,332

The negative amounts shown under Reinsurance debtors relate to claim refunds which are able to be offset against
overall balances. Assets which are past due but not impaired have been in arrears for less than 3 months from the

reporting date.

The table below provides information regarding the credit risk exposure of the Syndicate at 31 December 2017 by
classifying assets according to Standard & Poor’s credit ratings of the counterparties. AAA is the highest possible
rating. Assets that fall outside the range of AAA to BBB are classified as speculative grade and have not been

rated.
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(1) Credit risk (continued)

The following analyses are in respect of those financial assets which are neither past due nor impaired, but
excluding Other debtors as these are not rated.

AAA AA A BBB Less than Not rated Total
31 December 2017 BBB

£000 £000 £000 £000 £000 £000 £000
Shares & other variable yield - - - - - - -
securities & unit trusts
Other financial investments 13,564 35,650 26,136 - 182 - 75,532
- Debt securities
Deposits with credit - - 28,240 - - - 28,240
institutions
Overseas deposits as 445 110 100 53 35 579 1,322
investments
Reinsurer’ share of claims - 29,227 28,696 778 11 1,671 60,383
outstanding
Reinsurance debtors - - 149 - - - 149
Cash at bank and in hand - - 11,554 - - - 11,554
Total credit risk

14,009 64,987 94,875 831 228 2,250 177,180

AAA AA A BBB Less than Not rated Total
31 December 2016 BBB

£000 £000 £000 £000 £000 £000 £000
Shares & other variable yield 784 128 2,742 - - 110 3,764
securities & unit trusts
Other financial investments - 12,275 30,336 44,491 - 212 - 87,314
Debt securities
Deposits with credit - - 29,678 - - - 29,678
institutions
Overseas deposits as 675 88 174 396 - 705 2,038
investments
Reinsurer’ share of claims - 67,614 71,343 1,348 - 33,723 174,028
outstanding
Reinsurance debtors - 53 (164) 2 - 180 71
Cash at bank and in hand - - 2,105 - - - 2,105
Total credit risk 13,734 98,219 150,369 1,746 212 34,718 298,998

Maximum credit exposure

It is the Syndicate’s policy to maintain accurate and consistent risk ratings across its credit portfolio. This enables
management to focus on the applicable risks and the comparison of credit exposures across all lines of business,
geographic regions and products. The rating system is supported by a variety of financial analytics combined with
processed market information to provide the main inputs for the measurement of counterparty risk. All internal risk
ratings are tailored to the various categories and are derived in accordance with the Syndicate’s rating policy. The
attributable risk ratings are assessed and updated regularly.

The Investment committee works closely with the appointed investment manager to agree the most effective
means of correcting or mitigating any credit exposure limits which might be exceeded.

The Syndicate actively manages its investment mix to ensure that concentration of credit risk is within the limits
agreed and set by the managing agency.
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(2) Liquidity risk

Liquidity risk is the risk that the Syndicate will encounter difficulty in meeting obligations associated with financial
instruments. In respect of catastrophic events there is also a liquidity risk associated with the timing differences
between gross cash out-flows and expected reinsurance recoveries.

The following policies and procedures are in place to mitigate the Syndicate’s exposure to liquidity risk:

. A liquidity risk policy exists that sets out the assessment and determination of what constitutes liquidity
risk. Compliance with the policy is monitored and exposures and breaches are reported to the Investment
committee. The policy is regularly reviewed for pertinence and for changes in the risk environment.

e Guidelines on asset allocation, portfolio limit structures and maturity profiles of assets are set, in order to
ensure that sufficient funding is available to meet insurance and investment contracts obligations.

Maturity profiles

The table below summarises the maturity profile of the Syndicate’s financial liabilities based on remaining
undiscounted contractual obligations, including interest payable, and outstanding claim liabilities based on the
estimated timing of claim payments resulting from recognised insurance liabilities. Repayments which are subject
to notice are treated as if notice were to be given immediately.

2017 2016
Up to a year Up to a year
£'000 £000

Creditors, being US Federal Excise Tax - -

(3) Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of
changes in market prices. Market risk comprises three types of risk:

(@) Currency risk;

(b) Interest rate risk; and

(c) Equity risk

The Syndicate is not exposed directly to any equity price risk.

A market risk policy exists and sets out the assessment and determination of what constitutes market risk for the
Syndicate. Compliance with the policy is monitored and exposures and breaches are reported to the appropriate
committee. The policy is reviewed regularly for pertinence and for changes in the risk environment.

(a) Currency risk
Currency risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of
changes in foreign exchange rates.

The Syndicate’s functional currency is US dollars and its exposure to foreign exchange risk arises primarily with
respect to transactions in sterling, Euro, US and Canadian dollars. The Syndicate seeks to mitigate the risk by
matching the estimated foreign currency denominated liabilities with assets denominated in the same currency.
Forward currency contracts are in place to eliminate the currency exposure on individual foreign transactions.

34



Syndicate 2255

Notes to the Financial Statements
continued

The table below summarises the exposure of the financial assets and liabilities to foreign currency exchange risk at
the reporting date, as follows:

Converted £000 UK £stg Us$ Euro€ Can$ Total
31 December 2017 £000
Total assets 3,508 177,367 0 2,270 183,145
Total liabilities (11,429) (159,508) 0 (391) (171,328)
Net assets (7,921) 17,859 0 1,879 11,817
Converted £000 UK £stg uss Euro€ Can$ Total
31 December 2016 £000
Total assets 4,541 311,120 977 1,695 318,333
Total liabilities 2,158 (308,636) (1,076) (1,744) (309,298)
Net assets 6,699 2,484 (99) (49) 9,035

The non-sterling denominated net assets of the Syndicate may lead to a reported loss (depending on the mix
relative to the liabilities), should Sterling strengthen against these currencies. Conversely, reported gains may arise
should Sterling weaken.

The Syndicate matches its currency position wherever practicable, and so holds net assets across a number of
currencies. The Syndicate takes into consideration the underlying currency of the Syndicate’s required capital and
invests its assets proportionately across these currencies so as to protect the solvency of the Syndicate, against
variation in foreign exchange rates. As a result, the Syndicate holds a significant proportion of its assets in foreign
currency investments.

The following table details the Syndicate’s sensitivity to an increase and decrease in the value of GBP against the
USD. For the sensitivity the impact of change in a single factor is shown, with other assumptions unchanged:

usD usD
2017 2016
£000 £000
Sterling strengthens against other currencies by:
10% (1,786) (249)
20% (3,572) (497)
Sterling weakens against other currencies by:
(10)% 1,786 249
(20)% 3,572 497

(b) Interest rate risk

Interest rate risk is the risk that the value or future cash flows of a financial instrument will fluctuate because of
changes in market interest rates. Floating rate instruments expose the Syndicate to cash flow interest risk, whereas
fixed rate instruments expose the Syndicate to fair value interest risk.

The Syndicate has no significant concentration of interest rate risk. Insurance liabilities are not discounted and
therefore not exposed to interest rate risk.
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(b) Interest rate risk (continued)

The analysis below illustrates possible movements in interest rates with all other variables held constant, showing
the impact on the result and members’ balance of the effects of changes in interest rates on the Syndicate’s

managed portfolio, which includes fixed rate financial assets:

Interest rate risk 52'8c1>c7>
Impact on the result if there were a 50bp fall in interest rates 696
Impact on the result if there were a 50bp rise in interest rates (686)
Impact on net assets if there were a 50bp fall in interest rates 696
Impact on net assets if there were a 50bp rise in interest rates (686)
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2016
£'000
700
(690)
700
(690)
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