important information about Syndicate Reports and Accounts
Access to this document is restricted to persons who have given the certification set forth

below. If this document has been forwarded to you and you have not been asked to give
the certification, please be aware that you are only permitted to access it if you are able to
give the certification.

The syndicate reports and accounts set forth in this section of the Lioyd's website, which have
been filed with Lloyd's in accordance with the Syndicate Accounting Byelaw (No. 8 of 2005},
are being provided for informational purposes only. The syndicate reports and accounts have
not been prepared by Lloyd's, and Lloyd's has no responsibility for their accuracy or content.
Access to the syndicate reports and accounts is not being provided for the purposes of
soliciting membership in Lioyd's or membership on any syndicate of Lloyd's, and no offer to
join Lloyd's or any syndicate is being made hereby. Members of Lioyd's are reminded that
past performance of a syndicate in any syndicate year is not predictive of the related
syndicate's performance in any subsequent syndicate year.

You acknowledge and agree to the foregoing as a condition of your accessing the syndicate
reports and accounts. You also agree that you will not provide any person with a copy of
any syndicate report and accounts without also providing them with a copy of this
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StarStone Underwriting Limited
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08039754

Syndicate
Active underwriter
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KPMG LLP
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Report of the directors of the managing agent

The directors of StarStone Underwriting Limited (SUL), the managing agent for Syndicate 1301 (“the
Syndicate"), present their report for the year ended 31 December 2019.

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 (UK Generally Accepted Accounting Practice),
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").

Results

The result for the Syndicate for the year ended 31 December 2019 is a loss of £32.5 million (2018: £89.1 million
loss). The Syndicate’s key financial performance indicators during the year were as follows:

2019 2018

£'m &m

Gross written premium 175.4 248.5
Gross premiums earned 206.7 229.9
Net premiums earned 142.1 122.4
Loss for the financial year (32.5) (89.1)
Claims ratio 86.8% 130.2%
Commission ratio 30.6% 23.2%
Expense ratio 13.2% 23.9%
Combined ratio 130.6% 177.3%

Principal activities

The Syndicate's principal activity remains the transaction of general insurance and reinsurance business in the
United Kingdom at Lloyd's of London. The Syndicate underwrites a mixture of Marine, Aviation, Property,
Casualty, Reinsurance, and Specially lines of business. The Syndicate frades through the Lloyd's worldwide
licenses and rating platform. It also benefits from the Lloyd's brand. Lioyd's has an A (Excellent) rating from
A.M. Best, A+ (Strong) rating from Standard & Poor's and AA- (Very Strong) rating from Fitch.
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Report of the directors of the managing agent (continued)

Business profile

The Syndicate is a global specialty underwriter focused on London Wholesale Market Business, European
Retail Business and US Retail Business through both the Syndicate and StarStone's wholly owned service
companies in Europe and the US.

The Syndicate offers a broad range of Property, Casualty and Specialty insurance products from large multi-
national through to small and middle-market clients around the world, with the Syndicate writing a diversified
portfolio by territory and line of business.

The Syndicate’s operations are managed across two business units: Marine, Aviation & Transport and
Specialty.

Marine, Aviation & Transport

The Marine segment offers a range of Marine products including Hull and Machinery, Marine and Energy
Liabilities, Cargo, War, Transport Liabilities, Offshore Energy and Specie & Fine Art. The Aviation segment
includes General Aviation.

Both Marine and Aviation segments are primarily written from London but some European Retail Business is
also written through the Syndicate service company branch network.

Specialty
The Specialty division includes the segments Crisis Management, Property and Casualty.

Crisis Management encompasses the Terrorism, Political Risk and Credit products. Coverage is provided to a
wide-ranging portfolio of commercial entities looking to mitigate their exposure to terrorism, war, government
interference and payment.

The Property segment includes Onshore Energy and a low volume and selective North American delegated
property portfolio. Most lines are written on a full value, primary, excess of loss or quota share basis.

The Casualty segment includes Financial Lines, Accident & Health and Personal Accident Treaty products.
Financial Lines is underwritten through a network of local European offices covering management liability,
professional liability and crime. The Accident & Health products provide protection for accidental death,
permanent & temporary disability, sports/high net worth individuadls.

Business review

A strategic review was undertaken and agreed during the second half of 2018. OQutcomes of this review
included re-underwriting of underperforming lines and ceasing to underwrite non-performing lines of business
and segments that would not deliver a sustainable cross cycle return. The exited lines include Aviation
Products and Airlines, Excess Casualty, Power & Utility, Direct & Facultative Property and other non-core
Property lines, Construction, Healthcare, Yacht and Shipbuilding. The Syndicate ceased to underwrite these
lines and segments on or prior to 1 January 2019, other than Aviation Products and Airlines, which was no
longer written from April 2019. These lines of business and segments were in run-off during the year ended 31
December 2019.

StarStone Syndicate 1301 Annual Report and Financial Slatements
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Report of the directors of the managing agent (continued)

Business review (continued)

The table below sets out the Syndicate's key financial performance indicators split between core and
re-underwritten and exited lines of business.

2019 2019 2018 2018
Core & re- Core & re-

underwritten Exited underwritten Exited

£'m £'m £m £'m
Gross written premium 161.1 14.3 175.4 169.3 79.2 248.5
Gross premiums earned 160.5 46.2 206.7 159.4 70.5 2299
Net premiums earned 119.4 22.7 142.1 88.8 33.6 122.4
Claims ratio 72.3% 162.8% 86.8% 115.7% 168.3% 130.2%
Commission ratio 31.3% 26.8% 30.6% 23.5% 22.4% 23.2%
Expense ratio 12.4% 17.2% 13.2% 22.4% 27.8% 23.9%
Combined ratio 116.0% 206.8% 130.6% 161.6% 218.5% 177.3%

The result for the financial year ended 31 December 2019 was impacted by claims deterioration for exited
lines of business, with a combined ratio of 206.8% (2018: 218.5%). This included adverse development for Excess
Casualty, Direct & Facultative Property and other non-core Property lines, Healthcare and Construction.

The combined ratio for core and re-underwritten lines of business improved to 116.0% (2018: 161.6%) following
an improvement in results for re-underwritten lines Cargo, Hull and General Aviation. The claims ratio of 72.3%
(2018: 115.7%) included prior year large loss development for Cargo and Hull.

Gross written premiums decreased, as expected, to £175.4m (2018: £248.5m), mainly from exited lines
decreasing to £14.3m (2018: £79.2m), but also reduced volumes for re-underwritten lines. This is a result of the
focus on underwriting discipline, pricing adequacy and pricing for profitability rather than scale.

From 1 January 2017, the Syndicate entered into a Quota Share Treaty with KaylaRe Ltd, which from February
2018 is wholly owned by Enstar Group Limited, the Syndicate's ultimate parent company. From 1 January
2019, the KaylaRe Ltd contract was cancelled by mutual agreement between the parties. The quota share
treaty with KaylaRe Ltd reduces net earned premium by £19.7m (2018: £28.4m) and reduces net commissions
by £10.1m {2018; £25.7m)

The Syndicate’s expense ratio improved to 13.2% (2018: 23.9%), mainly a result of the 2018 financial year
expenses being comparably higher due to provisions made for doubtful debt and costs associated with
remediation.

The non-technical account includes a foreign exchange gain of £5.2m (2018: £3.9m) arising from the
translation of foreign currency net positions at closing rates of exchange. This is mainly from the US doliar
position and the strengthening of the GBP Sterling during the financial year.

3 é'TdrS'fone_Syndico’re 1301 Annual Report and Financial Statements



S

STARSTONE
Report of the directors of the managing agent (continued)

Investment performance

The Syndicate's investment return of £5.8m (2018: £1.5m) compirises realised gains of £0.9m (2018: loss £0.6m),
unrealised gains £3.0m (2018: nil) and investment income £1.9m (2018: £2.1m). The Syndicate's return is mainly
from its Fixed Income portfolio which primarily comprises corporate, government, asset and mortgage
backed investments. These have benefitted from the tightening of credit spreads and decrease in forward
interest rates during the financial year.

Risk review

A description of the principal risks and uncertainties facing the Syndicate is set out in the notes to the financial
statements (Risk and Capital Management review).

Future developments

The Syndicate underwriting capacity for the 2020 underwriting year is £185.8m (2019: £185.8m).

The Syndicate will continue to focus on its core lines of general insurance and reinsurance business following
the repositioning during 2018.

The Syndicate completed the assessment and selection of its reinsurance broker ahead of the placement of
the 2020 reinsurance programme. The focus for the Syndicate being to reduce retentions and optimise
efficiency through combining or separating current programmes.

During 2018 and 2019, the Syndicate has fransitioned a number of functions away from a shared service
model with the parent, although certain functions remain shared where it is beneficial to the Syndicate such
asinvestment management. The Syndicate also exited certain MGA relationships. The Syndicate will continue
to focus on cost management.

The Syndicate continues to monitor the emergence of the COVID-19 outbreak and assess the potential
exposure. It is too early to estimate the possible impact from either an underwriting risk or investment risk
perspective although it is considered to be limited. The Syndicate is also continuing to monitor the impact to
customers, suppliers and other key stakeholders and reviewing business continuity plans, as appropriate.

Brexit

Following the EU Referendum in June 2016, and pursuant to the exit process triggered under Article 50 of the
Treaty on European Union in March 2017 and the ratification of the withdrawal agreement by the UK
government and the EU (through the Council of Ministers), the UK ceased to be a member of the EU and the
European Economic Area (‘EEA') on 31 January 2020 ('Brexit') and entered a transition period, currently due
to expire on 31 December 2020. During this transition period, the UK retains the benefits of membership of the
EU's internal market and the customs union, but loses its representation in the EU's institutions and its role in EU
decision-making.

The UK and EU are currently seeking to determine the terms of their future relationship by the end of the
transition period, and the resulting economic, trading and legatl relationships with both the EU and other
counterparties currently remain unclear and subject to significant uncertainty. If the UK and EU do not agree
a new comprehensive trade agreement by the end of the transition period and the transition period is not
extended, then, subject to separate agreements being made with third countries, the UK would be expected
to operate on basic World Trade Organization terms, the outcome of which for SUL would be similar in certain
respects to a ‘no-deal’ Brexit, and which may result in, amongst others, loss of access to the EU single market

~StarStone Syndicate 1301 Annual Report and Financial Statements
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Report of the directors of the managing agent (continued)

Brexit (continued)

for goods and services, the imposition of import duties and controls on trade between the UK and the EU and
related trade disruption.

In response to Brexit and, specifically the loss of access to the Single Market which enabled underwriters at
Lloyd's fo underwrite insurance and reinsurance from all EU member states on a cross-border basis, Lioyd's set
up a dedicated European subsidiary during 2018.

Lloyd's new insurance company based in Brussels (Lloyd's Insurance Company S.A.), authorised and
regulated by the National Bank of Belgium, has been set up to enable Lloyd's underwriters to continue to
access risks located in EEA countries.

SUL is authorised to underwrite EU risks on behalf of Lloyd's Brussels, and those risks are in turn reinsured by
Syndicate 1301. In addition, SUL has established an intermediary coverholder, StarStone Underwriting Services
B.V. in Rotterdam, which acts on behalf of Syndicate 1301. From 1 January 2020 any business domiciled or
located in the EEA can be underwritten through StarStone Underwriting Services B.V.

Directors

None of the Directors of the managing agent who served during the year ended 31 December 2019 were
underwriting Names on the Syndicate for the 2017, 2018 or 2019 years of account.

The current directors of the managing agent are set out on page 2.

Auditor

Pursuant to Section 14(2) of Schedule 1 of the Insurance Accounts Directive (Lloyd's Syndicate and Aggregate
Accounts) Regulations 2008, the auditor will be deemed to be reappointed and KPMG LLP will therefore
continue in office.

Disclosure of information to 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.

Syndicate meeting

The Managing Agent confirms that it does not propose to hold an annual general meeting of the members
of the Syndicate.

L OMan

R Delhaise

Director

For and on behalf of the board
5 March 2020

~ StarStone Syndicate 1301 Annual Reéorf and Financial Staternents
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Statement of managing agent’s directors’ responsibilities

The directors of the managing agent are responsible for preparing the Syndicate annual accounts in
accordance with applicable law and regulations.

The Insurance Accounts Directive (Lloyds's Syndicate and Aggregate Accounts) Regulations 2008 requires
the directors of the managing agent to prepare their Syndicate annual accounts for each financial year.
Under that law they have elected to prepare the annual accounts in accordance with UK Accounting
Standards and applicable law (UK Generally Accepted Accounting Practice), including FRS 102 The Financial
Reporting Standard applicable in the UK and Republic of Ireland.

Under Insurance Accounts Directive (Lloyds's Syndicate and Aggregate Accounts) Regulations 2008 the
directors of the managing agent must not approve the annual accounts 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 financial statements, the directors of the managing agent are required to:

" Select suitable accounting policies and then apply them consistently;
" Makejudgements and estimates that are reasonable and prudent;

state whether applicable UK Accounting Standards have been followed, subject to any material
departures disclosed and explained in the annual accounts; and

" Assess the Syndicate's ability to contfinue as a going concern, disclosing, as applicable, matters related
to going concern; and

* Use the going concern basis of accounting unless they either intend to cease trading, or have no realistic
alternative but to do so.

The directors of the managing agent are 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 them to ensure that the financial statements comply
with the Insurance Accounts Directive (Lloyds's Syndicate and Aggregate Accounts) Regulations 2008. They
are responsible for such internal control as they determine is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error, and have general
responsibility for taking such steps as are reasonably open to them to safeguard the assets of the Syndicate
and to prevent and detect fraud and other irregularities.

The directors of the managing agent are responsible for the maintenance and integrity of the Syndicate and
financial information included on the Syndicate's website. Legislation in the UK governing the preparation
and dissemination of financial statements may differ from legislation in other jurisdictions.

On behalf of the board

T O e

Director
5 March 2020

StarStone Sync_ﬂc_ofe 1301 Annual Réporf and Financial Statements
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Independent auditor’s report to the members of Syndicate 1301
Opinion

We have audited the Syndicate annual accounts of Syndicate 1301 for the year ended 31 December 2019
which comprise the Income Statement: Technical account - General business, Income Statement: non-
technical account, Statement of Financial Position — Assets, Statement of Financial Position - Liabilities,
Statement of Changes in Members' Balances, Statement of Cash Flows, and related notes, including the
accounting policies in note 3.

In our opinion the Syndicate annual accounts:

" give atrue and fair view of the state of the Syndicate's affairs as at 31 December 2019 and of its loss for
the year then ended;

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

" have been prepared in accordance with the requirements of the Insurance Accounts Directive (Lioyd's
Syndicate and Aggregate Accounts} Regulations 2008.

Basis for opinion

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

Going concern

The directors of the Managing Agent have prepared the Syndicate annual accounts on the going concern
basis as they do not inftend to cease underwriting or to cease its operations, and as they have concluded
that the syndicate’s financial position means that this is realistic. They have also concluded that there are no
material uncertainties that could have cast significant doubt over its ability to continue as a going concern
for at feast a year from the date of approval of the Syndicate annual accounts (“the going concern period”).

We are required to report to you if we have concluded that the use of the going concern basis of accounting
is inappropriate or there is an undisclosed material uncertainty that may cast significant doubt over the use
of that basis for a period of at least a year from the date of approval of the Syndicate annual accounts. In
our evaluation of the directors’ conclusions, we considered the inherent risks to the syndicate's business
model, including the impact of Brexit, and analysed how those risks might affect the syndicate's financial
resources or ability to continue operations over the going concern period. We have nothing to report in these
respects.

However, as we cannot predict all future events or conditions and as subsequent events may result in
outcomes that are inconsistent with judgements that were reasonable at the time they were made, the
absence of reference to a material uncertainty in this auditor's report is not a guarantee that the syndicate
will continue in operation.

StarStone Syndicate 1301 Annual Report and Financial Statements
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Independent auditor’s report to the members of Syndicate 1301
(Continued)

Report of the directors of the Managing Agent

The directors are responsible for the Report of the directors of the Managing Agent. Our opinion on the
Syndicate annual accounts does not cover that report and we do not express an audit opinion or, except as
explicitly stated below, any form of assurance conclusion thereon.

Our responsibility is to read the Report of the directors of the Managing Agent and, in doing so, consider
whether, based on our Syndicate annual accounts audit work, the information therein is materially misstated
or inconsistent with the Syndicate annual accounts or our audit knowledge. Based solely on that work we
have not identified material misstatements in that report.

In our opinion the information given in the Report of the Directors of the Managing Agent is censistent with
the Syndicate annual accounts.

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 to you if, in our opinion:

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

" the Syndicate annual accounts are not in agreement with the accounting records and returns; or
" certain disclosures of directors' remuneration specified by law are not made; or

" we have not received all the information and explanations we require for our audit.

We have nothing to report in these respects.

Responsibilities of the directors of the Managing Agent

As explained more fully in their statement set out on page 9, the directors of the Managing Agent are
responsible for: the preparation of the Syndicate annual accounts and for being satisfied that they give a
true and fair view; such internal control as they determine is necessary to enable the preparation of Syndicate
annual accounts that are free from material misstatement, whether due to fraud or error; assessing the
syndicate’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern; and using the going concern basis of accounting unless they either intend to cease trading, or have
no realistic alternative but to do so.

Auditor’s responsibilities

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

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

StarStone Syndicate 1301 Annual Report and Financial Statements
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Independent auditor’s report to the members of Syndicate 1301
(Continued)

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

This report is made solely to the syndicate’s members, as a body, in accordance with the Insurance Accounts
Directive (Lloyd's Syndicate and Aggregate Accounts} Regulafions 2008. Our audit work has been
undertaken so that we might state to the syndicate’'s members those matters we are required to state to them
in an auditor's report and for no other purpose. To the fullest extent permitted by law, we do not accept or
assume responsibility to anyone other than the company and the syndicate’s members, as a body, for our
audit work, for this report, or for the opinions we have formed.

Wb

David Maddams (Senior Statutory Auditor)

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

15 Canada Square

London, E14 5GL

5 March 2020

StarStone Syndicate 1301 Annual Report and Financial Statements
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Income Statement: Technical account - General Business
For the year ended 31 December 2019

2018

£'000 £'000

Earned premiums, net of reinsurance

Gross premiums written 5) 175,405 248,516
Outwards reinsurance premiums (31,933) (115,680)
o | 143,472 | | 132,836
Chon.ge in the provision for unearned 6
premiums
Gross amount 31,250 (18,607)
Reinsurers’ share (32,626) 8,178
B (1,376) (10,429)
142,096 | 122,407
e et e 19
Claims incurred, net of reinsurance 5
Claims paid
Gross amount (191,24¢4) {153,350)
Reinsurers’ share 64,675 35,609
(126,571) e (117,741)
Change in the provision for claims 16
Gross amount 1,858 (103,187)
Reinsurers' share 1,403 61,612
N 3,261 {41,575)
Net operating expenses 7 (62,195) (57,537)
Balance on the technical account - (37.605) (92,946) |

general business

All operations relate to continuing activities.

The notes on pages 19 to 55 form an integral part of these financial statements.
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Income Statement - Non-technical account

For the year ended 31 December 2019

Balance on the technical account - general

business

Investment income

Unrealised gains on investments

Investment expenses and charges

Unrealised losses on investments

Allocated investment return transferred to
technical account

Gain on foreign exchange

Loss for the financial year

All operations relate to continuing activities.

Note

10

2019 2018
£'000 £'000

(37,605) (92,94¢6)

2,829 1,475
5,104 578
(19) (21)
(2,110) (532)
(5.804) (1,500)
5,150 3,889

(32,45;;) (89,057)

LS

STARSTONE

There are no items of other comprehensive income in the accounting period, therefore no statement of other

comprehensive income has been presented.

The notes on pages 19 to 55 form an integral part of these financial statements.
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Statement of Financial Position — Assets

As at 31 December 2019
Note

Investments

Other financial investments 11

Reinsurers’ share of technical provisions 16
Provision for unearned premiums

Claims outstanding

Debtors

Debtors arising out of direct insurance
operations

Debtors arising out of reinsurance
operations

Other debtors

13

Other assets

Cash at bank and in hand 18

Prepayments and accrued income
Accrued interest

Deferred acquisition costs 14

Other prepayments and accrued
income

Total assets

2019

£'000 £'000
167,710

17,708

129,615
147,323

59,376

51,643

5,517
116,536

5,399
5,399

322

21,868

413
22,603
459,571

2018
£'000

51,760

133,860

142,450

67,022
4,527

5,058

339
29,366

The notes on pages 19 to 55 form an integral part of these financial statements.
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£'000

161,559

185,620

213,999

5058

29,705
595,941



Statement of Financial Position - Liabilities

As at 31 December 2019

Capital and reserves

Members' balances

Technical provisions
Provision for unearned premiums

Claims outstanding

Deposits received from reinsurers

Creditors

Creditors arising out of direct insurance
operations

Creditors arising out of reinsurance
operations

Other creditors

Accruals and deferred income

Total liabilities and equity

2019

Nof
Y £'000
82,191
372,186

16
13,361
28,717
3.266

17

2018

£'000 £'000

(85,522)

119,573

388,949
454,377
40,342

55,471

107,847

1,897
45,344
5,030

459,571

The notes on pages 19 to 55 form an integral part of these financial statements.
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STARSTONE

%'000

(93,667)

508,522

165,215

15,871

595,941

The Syndicate financial statements on pages 13 to 55 were approved by the board of StarStone
Underwriting Limited and were signed on its behalf by:

ook b~

R Delhaise
Director
5 March 2020
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Statement of Changes in Members’ Balances

For the year ended 31 December 2019

Members' balances brought forward at 1 January (93,667) (47,240)
Loss for the year (32,455) (89,057)
Closed year cash call / (distribution) 22 40,600 (4,240)
Open year cash calls made - 47,393
Exchange difference - (523)
Members' balances carried forward at 31 December (85,522) (93,667—)-

The notes on pages 19 to 55 form an integral part of these financial statements.

Members participate on Syndicates by reference to years of account (YOA) and their ultimate result, assets
and liabilities are assessed with reference to policies incepting in that year of account in respect of their
membership of a particular year.
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Statement of Cash Flows
For the year ended 31 December 2019

Nofe 2019
£'000 £'000
Cash flows from operating activities:
Loss for the year (32,455)
Adjustments:
(Decrease)/Increase in technical provisions (54,145)
Decrease/(Increase) in reinsurers share of
. . 38,297
technical provisions
Decrease/(Increase) in debtors, subrogation
104,962
and salvage and prepayments
(Decrease)/Increase in creditors (130,711)
Movement in other assets/liabilities 39,945
Net interest and dividends receivable (5.804)
Foreign exchange (gains)/losses (24)
Nei- c'c?sh (outflow)/inflow from operating (39,935)
activities
Cash flows from investing activities:
Acquisitions of financial instruments (86,262)
Proceeds from sale of financial instruments 94,464
Interest received 2,810
(Increase)/Decrease in deposits with credit
- (113)
institutions
Ceniral fund loan (768)
Increase in overseas deposits (7.816)
Foreign exchange {gains)/losses 2,911
Net cash (outflow)/inflow from investing
e 5,228
activities

Cash flow from financing activities:

Transfer to members in respect of
. A 40,600
underwriting participations

Open year cash calls made -
Foreign exchange gain on distribution -

Ne1. c'qsh inflow/(outflow) from financing 40,600
activities

Net increase in cash and cash equivalents 5,893
Cash and cash equivalents at 1 January 114,081
Effect of exchange rate changes on cash 23
and cash equivalents

Cash and cash equivalents at 31 December 18 119,997

The notes on pages 19 to 55 form an integral part of these financial statements.

StarStone Syndicate 1301 AnnUol_ReporT and Financial Staterments
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2018
£'000 £'000
(89,057)
133,239
(76,934)
(76,435)
101,196
(40)
(1,500)
(143)
(9,674)
(66,477)
65,006
1,454
11
(4,819)
(1,663)
(6,388)
(4,240)
47,393
(523)
42,630
26,568
87,370
143
114,081
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Notes (forming part of the financial statements)

1. Basis of preparation

Syndicate 1301 ({'the Syndicate’) comprises a group of members of the Society of Lioyd's that underwrites
insurance business in the London Market.

The financial statements have been prepared in accordance with the Insurance Accounts Directive {Lloyd's
Syndicate and Aggregate Accounts) Regulations 2008 and Financial Reporting Standard 102 The Financial
Reporting Standard applicable in the UK and Republic of Ireland ("FRS 102") as issued in August 2014, and
Financial Reporting Standard 103 Insurance Confracts ("FRS 103") as issued in March 2014,

The financial statements have been prepared on the historical cost basis, except for financial assets which
have been recorded at fair value through the statement of profit or loss.

The financial statements are presented in Pound Sterling {"GBP"), which is the Syndicate's functional currency.
All amounts have been rounded to the nearest thousand, unless otherwise indicated.

As permitted by FRS 103 the Syndicate has continued to apply the accounting policies that existed prior to
this standard for its insurance contracts.

The Syndicate has elected to apply paragraph 6.3 of FRS 103 to claims development triangles where the
Syndicate need not disclose information that occurred earlier than five years before the end of the first
financial year in which this FRS applies, building up to 10 years of development with the introduction of each
future period.

The accounting policies set out below have, unless otherwise stated, been applied consistently to all periods
presented in these financial statements.

2. Use of judgments and estimates

In preparing these financial statements, the directors of the Managing Agent have made judgments,
estimates and assumptions that affect the application of the Syndicate's accounting policies and the
reported amounts of assets, liabilities, income and expenses.

Actual results may differ from these estimates. Estimates and underlying assumptions are reviewed on an
ongoing basis. Revisions to estimates are recognised prospectively.

Technical Provisions

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

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

The amount included in respect of IBNR is based on statistical techniques of estimation applied by the
Syndicate Managing Agent's in-house actuaries and reviewed by external consulting actuaries. These
technigues generally involve projecting from past experience the development of claims over time in view
of the likely ultimate claims to be experienced and for more recent underwriting, having regard to variations
in business accepted and the underlying terms and conditions. The provision for claims also includes amounts
in respect of internal and external claims handling costs. For the most recent years, where a high degree of

StarStone SyndEoTe; 1301 Annual Reborf and Financial Statements
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Notes (continued)

2. Use of judgments and estimates (continued)

volatility arises from projections, estimates may be based in part on output from rating and other models of
business accepted and assessments of underwriting conditions.

In arriving at the level of claims provisions a management margin is applied over and above the actuarial
best estimate. Further information about the risk that the provision for claims outstanding could be materially
different from the ultimate cost of claims settlement is included in note 4.

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 determined using valuation techniques

Where the fair value of financial assets recorded in the statement of financial position cannot be derived
from active markets, they are determined using a variety of valuation techniques that include the use of
discounted cash flow models and/or other mathematical models. The inputs from these models are derived
from observable market data where possible, but where observable market data are not available, judgment
is required to establish fair values. For fixed-income and asset-backed securities the judgments include
considerations for liquidity risk, credit risk, and prepayment rates.

For discounted cash flow analysis, estimated future cash flows and discount rates are based on current market
information and rates applicable to financial instfruments with similar yields, credit quality and maturity
characteristics. Estimated future cash flows are influenced by factors such as economic conditions (including
country specific risks), concentrations of specific industries and market liquidity. Discount rates are influenced
by risk-free interest rates and credit risk.

Changes in the assumptions about these factors could affect the reported fair value of the financial
instruments.

3. Significant accounting policies

The following principal accounting policies have been applied consistently in dealing with items which are
considered material in relation to the Syndicate's financial statements.

Insurance Contracts

Product classifications

Insurance contract are those contracts when the Company (the insurer) has accepted significant insurance
risk from another party (the policyholder) by agreeing to compensate the policyholder if a specified uncertain
future event (the insured event) adversely affects the policyholders. As a general guideline, the company
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 fransfer financial risk.

Once a contfract has been classified as an insurance confract, 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.

StarStone Syndicate 1301 Annual Report and Financial Statements
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Notes (continued)

3. Significant accounting policies (continued)

Premiums written

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. Premiums are shown gross of brokerage payable and exclude taxes and duties levied on them.

Written premiums include an estimate for pipeline premiums (i.e. premiums written but not reported to the
Company by the reporting date) relating only to those underlying contracts of insurance where the period of
cover has commenced prior to the reporting date. The most significant assumption in this estimate is that prior
year experience will be consistent with current experience.

Outward reinsurance premiums are accounted for in the same accounting period as the premiums for the
related direct insurance or inwards reinsurance business.

Managing Agent profit commission
The managing agent does not charge profit commission.
Fee and commission income

Insurance policyholders are charged for policy administration services, investment management services,
surrenders and other contfract fees. These fees are recognised as revenue over the period in which the related
services are performed. If the fees are for services provided in future periods, then they are deferred and
recognised over those future periods.

Claims

Claims include all claims occurring during the year, whether reported or not, related internal and external
claims management costs that have been determined by an apportionment of employment costs, and any
adjustments to claims outstanding from previous years.

Internal claims handling costs, including remuneration costs of the claims department, are reclassified from
administrative expenses and included within claims incurred.

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, provisions for unearned premiums and provisions for
unexpired risk.

Claims provisions

Claims incurred comprise claims and claims handling expenses (both internal and external) paid in the year
and the movement in provision for outstanding claims and settlement expenses.

Full provision is made on an individual case baisis for the estimated cost of claims notified but not settled by
the balance sheet date after taking into account handling costs and settlement trends. A provision for claims

StarStone Syndicate 1301 AHHJJReporT and Financial Statements
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Notes (continued)

3. Significant accounting policies (continued)

incurred but not reported (IBNR) is established from statistical analysis undertaken by the Syndicate's
actuaries. The methods used and the estimates made are reviewed regularly.

Whilst the Directors consider that the gross provision for claims and the related reinsurance recoveries are
fairly stated on the basis of the information currently available to them, the ultimate liability will vary as a result
of subsequent information and events. Any differences between provisions and subsequent settlements are
dealt with in the technical accounts of later years.

In calculating the estimated cost of unpaid claims the Syndicate uses a variety of estimation techniques,
generally based upon statistical analyses of historical experience, which assumes that the development
pattern of current claims will be consistent with past experience.

Allowance is made, however, for changes or uncertainties which may create distortions in the underlying
statistics or which may cause the cost of unsettled claims to change when compared with the cost of
previously settled claims including:

e changes in Syndicate processes which might accelerate or slow down the development and/or
recording of paid or incurred claims compared with the statistics from previous periods

e changesin the legal environment

o the effects of inflation

¢ changes in the mix of business

o the impact of large losses

e movement in industry benchmarks

A component of these estimation techniques is usually the estimation of the cost of notified but not paid
claims. In estimating the cost of these the Syndicate has regard to claim circumstances as reported, and
information available from loss adjusters and information on the cost of settling claims with similar
characteristics in previous periods.

Large claims impacting each relevant business class are assessed separately where appropriate, being
measured on a case-by-case basis or projected separately in order to allow for the possible distortive effect
of the development and incidence of the large claims.

The provision for claims outstanding is based on information available at the balance sheet date and is
estimated to give a result within a normal range of outcomes. To the extent that the ultimate cost falls outside
this range, for example where assumptions over claims inflation may alter in future, there is a contingent
liability in respect of this uncertainty. Provisions are calculated allowing for reinsurance recoveries and a
separate asset is recorded for the reinsurers' share, having regard to collectability.

The reinsurers' share of provisions for claims is based on the amounts of outstanding claims and projections for
IBNR, net of estimated irecoverable amounts, having regard to the reinsurance programme in place for the
class of business, the claims experience for the year, and the current security rating of the reinsurance
companies involved.

Anticipated salvage and subrogation recoveries are calculated on an individual case basis. The level of
recovery estimated is set on the basis of information which is currently available, including potential
outstanding claims advices and case law. Salvage and subrogation recoveries are included in claims
incurred in the income statement.

The liability is not discounted for the time value of money.

StarStone Syndicate 1301 Annual Repgri ond financial Statements
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Notes (continued)

3. Significant accounting policies (continued)

Provision for unearned premiums

Unearned premiums are those proportions of premiums written in a year that relate to periods of risk after the
reporting date. 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 provision for unearned
premiums is calculated on a daily pro rata basis where appropriate. The proportion attributable to subsequent
periods is deferred as a provision for unearned premiums.

Unearned reinsurance premiums are those proportions of reinsurance 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
confract for losses-occurring contracts.

Provision for unexpired risks

Provision is made for unexpired risks arising from general insurance contracts where the expected value of
claims and expenses attributable to the unexpired periods of policies in force at the balance sheet date
exceeds the unearned premiums provision in relation to such policies (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 future investment return on investments held to back the
unearned premiums and unexpired claims provisions.

Deferred acquisition costs

Acquisition costs, comprising commission and other costs related to the acquisition of new insurance
contracts, the renewal of existing insurance contracts and the deferral of other costs directly related and
incremental to successful acquisition of a new or renewed insurance contract, are deferred to the extent that
they are afttributable to premiums unearned at the balance sheet date.

Deferred acquisition costs are amortised over the period in which the related premiums are earned.

The reinsurers' share of deferred acquisition costs is amortised in the same manner as the underlying asset.
Amortisation is reported in the technical account.

Commissions receivable on outwards reinsurance contracts are amortised over the term of the outwards
reinsurance premiums and deferred to the extent that they are atiributable to outwards reinsurance
premiums unearned as at the balance sheet date.

Reinsurance assets

The Syndicate cedes insurance risk in the normal course of business. Reinsurance assets represent balances
due from reinsurance companies. Amounts recoverable from reinsurers are estimated in a manner consistent
with the outstanding claims provision or seftled 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.

~ StarStone S_yndi_cofe ]SBI-Annuol Réporf and financial Statements
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Notes (continued)

3. Significant accounting policies (continued)

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
statement of profit or loss. Insurance receivables are derecognised 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 paid or payable 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: Recognition and Measurement (as adopted for use in the EU) o account for alll
of its financial instruments.

Classification

The Syndicate classifies its financial assets into the following categories: Redeemable fixed interest securities,
deposits with credit institutions and shares and other variable yield securities. All of these assets are classified
as fair value through profit and loss.

The Syndicate determines the classification of its financial assets on initial recognition.

Recognition

Financial instruments are recognised when the Syndicate becomes a party to the contractual provisions of
the instrument. Financial assets are derecognised if the Syndicate’s contractual rights to the cash flows from
the financial assets expire or if the Syndicate transfers the financial asset to another party without retaining
control of substantially ail risks and rewards of the asset.

Purchases and sales of financial assets are recognised and derecognised, as applicable, on the frade date,
i.e. the date that the Syndicate commits itself to purchase or sell the asset.

Measurement

Redeemable debt securities and other fixed-income securities are classified as fair value through profit or loss
and are initially measured 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.

* StarStone Syn&icofe 1301 Annual Report and Financial Statements
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Notes (continued)

3. Significant accounting policies (continued)

Deposits with credit institutions are also classified at fair value through profit or loss and are held at cost as the
best measure for fair value. These typically consist of callable on-demand deposits with very short maturities,
which are not always held to maturity, and cash letters of credit (LOCs).

Shares and other variable yield securities and units in unit trusts consist of collective investment schemes and
private equity investments. These are also designated on initial recognition as an asset to be measured at fair
value with fair value changes recognised in profit or loss account at subsequent reporting periods. Realised
gains and losses are also recognised through profit and loss account.

Offsetting

Financial assets and financial liabilities are offset and the net amount presented in the balance sheet when,
and only when, the Syndicate currently has a legal right to set off the amounts and intends either to settle on
a net basis or to realise the asset and seftle the liability simultaneously.

Cash and cash equivalents

Cash and cash equivalents includes cash at bank and in hand as well as short-term deposits with credit
institutions. These consist of collateralised cash LOCs with a restriction of one month or less and highly liquid
short-term investments with maturity of less than 90 days from the date of acquisition.

Cash at bank and in hand on the statement of financial position includes only cash and balances at central
banks and loans and advances to banks repayable on demand.

Cash and cash equivalents are carried at amortised cost in the statement of financial position.

Investment return

Investment income comprises interest income, dividends receivable and realised investment gains.
Investment return comprises investment income and movements in unrealised gains and losses on financial
instruments at fair value through profit or loss, less investment management expenses, interest payable,
realised losses and impairment losses.

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

Investment return is initially recorded in the non-technical account. A transfer is made from the non-technical
account to the general business technical account. Investment return has been allocated to the technical
account in respect of actual investment return on investments supporting the general insurance technical
provisions and member balances. Any investment returns on investments that relate to undistributed profits
on closed years remain in the non-technical account.

Financial liabilities
The Syndicate’'s financial liabilities consist of insurance creditors, intercompany balances and trade payables.

All financial liabilities are recognised initially at fair value. Intercompany balances are repayable on demand
and are typically settled within one year. Intercompany balances are subsequently measured at amortised
cost should they remain unsettled over a year. A financial liability is derecognised when the obligation under
the liability is discharged or expires.
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Notes (continued)

3. Significant accounting policies (continued)

Foreign currencies
The Syndicate’'s functional currency and its presentation currency are GBP.

Transactions in foreign currencies are translated to the functional currency using the exchange rates at the
date of the transactions. The Syndicate's monetary assets and liabilities denominated in foreign currencies
are franslated into the functional currency at the rates of exchange at the balance sheet date. Non-
monetary assets and liabilities denominated in foreign currencies that are measured at fair value are
retranslated to the functional currency at the exchange rate at the date that the fair value was determined.
Non-monetary items denominated in foreign currencies that are measured at historic cost are translated to
the functional currency using the exchange rate at the date of the transaction.

Differences arising on translation of foreign currency amounts relating to the insurance operations of the
Syndicate are included in the non-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 (currently at 20%) 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.

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 have been included
in the balance sheet under the heading ‘other debtors'.

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

Pension costs

StarStone Group operates a defined contribution scheme. Pension contributions relating to Syndicate staff
are charged to the Syndicate as incurred and are included within net operating expenses.

~ StarStone Syr_wdico‘re 1301 Annual Report and Financial Statements
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Notes (continued)

4. Risk and capital management

introduction and overview

This note presents information about the nature and extent of insurance and financial risks to which the
Syndicate is exposed, the Managing Agent's objectives, policies and processes for measuring and managing
insurance and financial risks, and for managing the Syndicate's capital.

Risk management framework

The Board of Directors of the Managing Agent has overall responsibility for the establishment and oversight of
the Syndicate's risk management framework. The Board has established a Risk Committee to oversee the
operation of the Syndicate’s risk management framework and to review and monitor the management of
the risks to which the Syndicate is exposed. The Risk Committee has delegated oversight of the management
of aspects of insurance risks to the StarStone Underwriting and Reserving Committees, which are responsible
for developing and monitoring insurance risk management policies, and the management of aspects of
financial risks to the StarStone Investment Committee, which is responsible for developing and monitoring
financial risk management policies.

The Risk Committee reports regularly to the Board of Directors on its activities. The StarStone Underwriting and
Reserving Committees and the StarStone Investment Committee report regularly to the Risk Committee on
their activities.

The risk management policies are established to identify and analyse the risks faced by the Syndicate, to set
appropriate risk limits and controls, and to monitor risks and adherence to limits.

Management of insurance risk

A key component of the management of underwriting risk for the Syndicate is a disciplined underwriting
strategy that is focused on delivering the business plan, which sets out targets for volume, pricing, line sizes
and retention by class of business. Product pricing is designed to incorporate appropriate premiums for each
type of assumed risk. The underwriting strategy includes underwriting limits on the Syndicate's total exposure
to specific risks together with limits on geographical and industry exposures. The aim is to ensure a well-
diversified book is maintained with no over exposure in any one geographical region.

Contracts can contain a number of features which help to manage the underwriting risk such as the use of
deductibles, or capping the maximum permitted loss, or number of claims (subject to local regulatory and
legislative requirements)

The Syndicate makes use of reinsurance to mitigate the risk of incurring significant losses linked 1o one event
or catastrophe, including excess of loss and quota share reinsurance. Where an individual exposure is
deemed surplus to the Syndicate's appetite additional facultative reinsurance is also purchased.

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

The Managing Agent's in-house actuaries perform a reserving analysis on a quarterly basis liaising closely with
underwriters, claims and reinsurance technicians. The aim of this exercise is to produce a probability-weighted
average of the expected future cash outflows arising from the settlement of incurred claims. These projections
include an analysis of claims development compared to the previous 'best estimate’ projections. The output
of the reserving analysis is reviewed by external consulting actuaries.
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4. Risk and capital management (continued)
Management of insurance risk (continued)

The StarStone Underwriting and Reserving Committees perform a comprehensive review of the projections,
both gross and net of reinsurance. Following this review the StarStone Underwriting and Reserving Committees
make recommendations to the Risk Committee and the Managing Agent's Board of Directors of the amount
of claims provisions to be established.

Concentration of insurance risk

The Syndicate's exposure to insurance risk is well diversified. The following table provides an analysis of the
geographical breakdown of its written premiums by class of business.

Marine Fire and
Accident L ik other Third
aviation . .
and and damage party Miscellaneous Reinsurance
Year 2019 Health to liability
transport
property
£'000 £'000 £'000 £'000
UK - 258 856 3 199 347 1,683
France 1 (12) (679) - - 10 (680)
Germany - (10) m - - 166 155
Giher (42) 607 376 60 604 4417 6,022
Europe
us (186) 2,097 6,579 294 255 3,808 12,849
Other 9,746 36,758 23,452 12,578 6,418 66,424 155,376
Total 9.519 39,698 30,583 12,937 7,476 75,192 175,405
MOTNE Fire and
Accident < other Third
aviation . :
and Sy damage party  Miscellaneous Reinsurance
Year 2018 Health to liability
tfransport
property
£'000 £'000 £'000 £'000
UK 73 115 1,511 4] 342 718 2,800
France 27 (3) 1,791 3 10 25 1,853
Germany - 50 113 15 - 66 244
e 340 2,981 528 184 1,224 2,703 7,960
Europe
N (15) 831 19,616 3,999 264 6,431 31,126
Other 9,830 56,927 35,913 14,425 9,761 77,677 204,533
Total 10,255 60,901 59,472 18,667 11,601 87,620 248,516

The Other category includes policies with worldwide risk exposures.
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Notes (continued)

4. Risk and capital management (continued)
Sensitivity to insurance risk

The liabilities established, which includes claims outstanding and claims incurred but not reported (IBNR),
could be significantly lower or higher than the ultimate cost of settling the claims arising. This level of
uncertainty varies between the classes of business and the nature of the risk being underwritten and can arise
from developments in case reserving for large losses and catastrophes, or from changes in estimates of IBNR.
A five per cent increase or decrease in the ultimate cost of setting claims arising is considered to be
reasonably possible at the reporting date.

A five percent increase or decrease in total net claims liabilities would have the following effect on profit or
loss and equity:

2019 2018
5percent 5Spercent Spercent 5percent
increase decrease increase decrease
R 010]0) £'000 £'000 £'000
Accident and health (370) 370 (256) 256
Marine, aviation and transport (5.891) 5,891 (6.882) 6,882
Fire and other damage to property (3.443) 3,443 (3.710) 3.710
Third party liability (2.14¢8) 2,146 (1,754) 1,754
Miscellaneous (278) 278 (153) 153
Total (12,128) 12,128 (12,755) 12,75

Financial risk

The focus of financial risk management for the Syndicate is ensuring that the proceeds from its financial assets
are sufficient to fund the obligations arising from its insurance contracts. The goal of the investment
management process is to optimise the risk-adjusted investment income and risk-adjusted total return by
investing in a diversified portfolio of securities, whilst ensuring that the assets and liabilities are managed on a
cash flow and duration basis.

Credit risk

Credit risk is the risk of financial loss to the Syndicate if a counterparty fails to discharge a contractual
obligation.

The Syndicate is exposed to credit risk in respect of the following:

debt securities;

reinsurers' share of insurance liabilities;
" amounts due from intermediaries;
" amounts due from reinsurers in respect of settled claims;
® cash and cash equivalents; and

" other debtors and accrued interest.

StarStone Syndicate 1301 _Annf)oﬁer_orT_ond Financial Statements
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4. Risk and capital management (continued)

Credit risk (continued)

The nature of the Syndicate's exposures to credit risk and its objectives, policies and processes for managing
credit risk have not changed significantly from the prior year.

Management of credit risk

The Syndicate's credit risk in respect of debt securities is managed by placing limits on its exposure to a single
counterparty, by reference to the credit rating of the counterparty. Financial assets are graded according
to current credit ratings issued by rating agencies such as Standard and Poor's. The Syndicate has a policy
of investing mainly in government issued and government backed debts. The Syndicate does not currently
invest new monies in speculative grade assets.

The Syndicate limits the amount of cash and cash equivalents that can be deposited with a single
counterparty and maintains an authorised list of acceptable cash counterparties.

The Syndicate's exposure to intermediaries and reinsurance counterparties is monitored by the individual
business units as part of their credit control processes. All intermediaries must meet minimum requirements
established by the Syndicate. The credit ratings and payment histories of intermediaries are monitored on a
regular basis.

The Syndicate assesses the creditworthiness of all reinsurers by reviewing public rating information and by
internal investigations. The impact of reinsurer default is regularly assessed and managed accordingly.

Exposure to credit risk

The carrying amount of financial assets and reinsurance assets represents the maximum credit risk exposure.
The Syndicate does not hold any collateral as security or purchase any credit enhancements (such as
guarantees, credit derivatives and netting arrangements that do not qualify for offset).
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4. Risk and capital management (continued)

Exposure to credit risk (continued)

The following table analyses the credit rating by investment grade of financial investments, reinsurers' share
of claims outstanding, debtors arising out of direct insurance and reinsurance operations, cash at bank and
in hand, and other debtors and accrued interest that are neither past due, nor impaired.

A BBB <BBB Not rated Total

Year 2019 Total
£'000 £'000 £'000 £'000 £'000

Financial investments
Shares and other variable yield
securities and units in unit trusts
Debt securities and other fixed

32,278 12,851 43,488 12,403 9,017 4,561 114,598

income securifies 13,783 6,524 6,699 4,304 - - 31,312
Loans with credit institutions - - 766 - - - 766
Deposits with credit institutions - - 2,058 - - - 2,058
Overseas deposits 9,042 4,723 3,400 989 822 - 18,976
Reinsurers’ share of claims . 18,701 110,877 i i 37 129,615

outstanding
Debtors arising out of direct

. : - - - - - 34,097 34,097
insurance operations

2:::g::o:|;ising out of reinsurance . 2791 17.739 N i 9 20469
Cash at bank and in hand - - 5,399 - - - 5,399
Other debtors and accrued interest - - - - - 6,252 6,252
Total 55,103 45522 190,426 17,696 9,839 44,956 343,542

A Not rated

Year 2018 Total

£'000 £'000
Financial investments
Shares and other variable yield

. . . 2,327 1,866 74,450 21,146 - 9,234 109,023
securities and units in unit trusts
Degi secviliignand gineyxed 97 16,638 9277 6,149 - 6,844 39,005
income securities
Loans with credit institutions - - - - - - -
Deposits with credit institutions - - 2,024 - - - 2,024
Overseas deposits 5,348 1,207 876 1,278 - 2,798 11,507
Reinsurers” share of claims - 11917 41,677 3941 - 76,325 133,860
outstanding
Debfors arising OL_JT of direct i i i i . 112,617 112,617
insurance operations
Debfor.s arising out of reinsurance i ) i i i 37.841 37841
operations
Cash at bank and in hand - - 5,058 - - - 5,058
Other debtors and accrued interest - - - - - 4,866 4,866
Total 7,772 31,628 133,362 32,514 = 250,525 455,801
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Notes (continued)

4. Risk and capital management (continued)

Exposure to credit risk (continued)

At 31 December 2019, the largest concentration of credit risk in the Syndicate's debt security portfolio was in
governments bonds amounting to £14.0 million (2018: £18.9 miillion).

The Syndicate has concentrations in its debt securities portfolio through its holdings of structured securities
(including mortgage backed securities). The Syndicate does not have any investments with exposure to
peripheral Eurozone countries.

Financial assets that are past due or impaired

The Syndicate has debtors arising from direct insurance and reinsurance operations that are past due but not
impaired at the reporting date.

These debtors have been individually assessed for impairment by considering information such as the
occurrence of significant changes in the counterparty's financial position, patterns of historical payment
information and disputes with counterparties. An analysis of the carrying amounts of past due or impaired
debtors is presented in the table below. The debtors arising from reinsurance operations excludes accepted
reinsurance debtors of £31.2 million (2018: £26.2 million).

Debtors arising from Debtors arising from
direct insurance reinsurance

Year 2019 operations operations

£'000 £'000

Past due but not impaired financial assets:

Past due by:
Up to 3 months 9.246 -
Three to Six Months 4,336 -
Six Months to one year 7,034 -
Greater than one year 4,663 -
Past due but not impaired financial assets - 25,279 -

Impaired financial assets - -

(:;ross Yolue of past due and impaired 25,279
financial assets
Less: individually assessed impairment

allowances .

Net carrying value of past due and

: ] . . 25,279 -
impaired financial assets

Neither past due nor impaired financial 34,097 20,469
assefs B o

Net carrying value 59,376 20,469
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Notes (continued)

4. Risk and capital management (continued)

Financial assets that are past due or impaired (continued)

Debtors arising from Debtors arising from
direct insurance reinsurance

Year 2018 operations operations

£'000 £'000

Past due but not impaired financial

assets:

Past due by:
Up to 3 months 8,385 985
Three to Six Months 4,127 -
Six Months to one year 10,340 57
Greater than one year 6,981 1,941

Past due but not impaired financial assets | 29,833 2,983

Impaired financial assets -

Qross \_/alue of past due and impaired 29,833 2983
financial assets

Less: individually assessed impairment
allowances

Ne’r c.orrylr_wg voulpe of past due and 29 833 2983
impaired financial assets

Neither past due nor impaired financial 112.617 37.841
assets

Net carrying value 142,450 40,824

Liquidity risk

Liquidiity risk is the risk that the Syndicate will encounter difficulty in meeting obligations arising from its
insurance contracts and financial liabilities. The Syndicate is exposed to daily calls on its available cash
resources mainly from claims arising from insurance contracts.

The nature of the Syndicate's exposures to liquidity risk and its objectives, policies and processes for managing
liquidity risk have not changed significantly from the prior year.

Management of liquidity risk

The Syndicate's approach to managing liquidity risk is to ensure, as far as possible, that it will always have
sufficient liquidity to meet its liabilities when they fall due, under both normal and stressed conditions, without
incurring unacceptable losses or risking domage to the Syndicate's reputation.
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Notes (continued)

4. Risk and capital management (continued)
Management of liquidity risk (continued)

The Syndicate's approach to managing its liquidity risk is as follows:

" Forecasts are prepared and revised on a regular basis to predict cash outflows from insurance contracts
over the short, medium and long term;

" Assetspurchased by the Syndicate are required to satisfy specified marketability requirements;
" The Syndicate maintains cash and liquid assets to meet daily calls on its insurance conftracts;

" The Syndicate regularly reviews its contingency funding plans to ensure that adequate liquid financial
resources are in place to meet obligations as they fall due in the event of reasonably foreseeable
abnormal circumstances.

The maturity analysis presented in the table below shows the remaining contractual maturities for the
Syndicate’s insurance contracts and financial instruments. For insurance contracts, the contractual
maturity is the estimated date when the gross undiscounted contractually required cash flows will occur. For
financial assets and liabilities it is the earliest date on which the gross undiscounted cash flows (including
contractual interest payments) could be paid assuming conditions are consistent with those at the reporting
date. The actual timing of future settlement cash flows may differ materially from the disclosure below.

Undiscounted net cash flows

Year 2019

Financial investments:
Shares and other variable yield

Carrying

amount

£'000

Less than
1 year

£'000

[-2
years

£'000

2-5
years

£'000

More
than 5
years

£'000

securities and units in unit trusts 114,598 Hpee 114,598 ) ) )
Debt securities 31,312 31,312 1,707 2,614 25,662 1,329
Deposits with credit institutions 2,824 2,824 2,824 - - -
Overseas deposits 18,976 18,976 18,976 - - -
g‘:")’\‘:::)‘:: share of fechnical 147,323 147,323 46731 38498 47,715 14,379
Debtors and accrued interest 117,271 117,271 117,267 4 - -
Cash at bank and in hand 5,399 5,399 5,399 - - -
Total assets _4;7,703 437,703 307,502 41,116 73,377 15,_7(; _
Technical provisions 454,377 454,377 191,475 104,825 128,988 29,089
Deposits received from reinsurers 40,342 40,342 40,342 - - -
Creditors 45,344 45,344 45,344 - - -
Total liabilities 3 _51;),(;63 277,161 104,825 128,988 29,089

540,063
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Notes (continued)

4. Risk and capital management (continued)
Management of liquidity risk (continued)

Undiscounted net cash flows

Carrying ! Less than -2 ﬂ?lc\;r)\rz

Year 2018 cash 2-5 years
amount 1 year years

flows years
£000 £'000 £'000 £'000 £'000 £'000

Financial investments:

Shares and other variable yield

- e . 109,023 109,023 109,023 - - -
securities and units in unit trusts

Debt securities 39,005 39,005 931 1,883 31,397 4,794

Deposits with credit institutions 2,024 2,024 2,024 - - -

Overseas deposits 11,507 11,507 11,507 - - -
E‘f{;@f:g: share of technical 185620 185620 27580 36088 99783 22,169
Debtors and accrued interest 214,338 214,338 214,247 91 - -
Cash at bank and in hand 5,058 5,058 5,058 - - -
Total assets _ _566_,5;5 566,575 370,370 38,062 131,180 26,963
Technical provisions 508,522 508,522 81,280 135,653 233,690 57,899
Creditors 165,215 165,215 165,215 - - -
Total liabilities 673,737 673,737 246,495 135,653 233,690 57,899_

In the above tables, the majority of debt securifies, are included in the "2-5 years' column. In practice cash
could be redlised through the sale of the Syndicate's investments in debt securities. The disclosure does not
take account of premiums received from new business written which can be used to pay claims arising.

Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument or insurance contract will
fluctuate because of changes in market prices. Market risk comprises three types of risk: interest rate risk,
currency risk and other price risk.

The objective of market risk management is to manage and control market risk exposures within acceptable
parameters, while optimising the return on risk. The nature of the Syndicate exposures to market risk and its
objectives, policies and processes for managing market risk have not changed significantly from the prior
year.

Management of market risks

For each of the major components of market risk the Syndicate has policies and procedures in place which
detail how each risk should be managed and monitored. The management of each of these major
components of major risk and the exposure of the Syndicate at the reporting date to each maijor risk are

addressed on pages 36 to 38,

StarStone Syndicate 1301 Annual Rep_)b}‘r and Financial Statements

35



S

STARSTONE

Notes (continued)
4. Risk and capital management (continued)
Interest rate risk

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

Interest rate risk arises primarily from the Syndicate's financial investments, cash and overseas deposits. The
risk of changes in the fair value of these assets is managed by primarily investing in short-duration financial
investments and cash and cash equivalents. The StarStone Investment Committee monitors the duration of
these assets on a regular basis.

Currency risk

The Syndicate writes business primarily in Sterling, Euro and US dollar and is therefore exposed to currency risk
arising from fluctuations in the exchange rates of Sterling against these currencies. The foreign exchange
policy is fo maintain assets in the currency in which the cash flows from liabilities are to be settied.

The table below summarises the carrying value of the Syndicate's assets and liabilities, at the reporting date:

EUR usbD AUD Total

Year 2019

£'000 £'000 £'000 £'000

Financial investments
Shares and other variable

yield securities and units in 1,320 38,945 62,459 11,874 - 114,598
unit trusts

Pebi securlhe's-and other fixed 9.676 i 21,636 N N 31,312
income securities

.I.oa-ns/.Deposﬂs with credit 766 ) 2,058 N i 2,824
institutions

Overseas deposits 5,353 - 1,829 2,811 8,983 18,976

17,115 38,945 87,982 14,685 8,983 167,710

Relnsurers’ share of technical 6,146 12,123 122,208 3,504 3,342 147,323

provisions

::i“;:l’;‘;‘fe‘:“d [SineUrdncs 8,689 (21,926) 118,635 (1,130) 6751 111,019
Cash at bank and in hand 1,356 1,914 678 - 1,451 5,399
Other assets 2,751 2,534 19,989 663 2,183 28,120
Total assets B _36,057 33,590 349,492 17,722 _22,710 459,571
Technical provisions 27,417 49,870 350,596 10,046 16,448 454,377
Deposits received from reinsurers - - 40,342 - - 40,342
'F;‘:;’:b’::: AHCeinsvance (7,916) (161) 44350 1,039 4,766 42,078
Other creditors 5,148 334 2,376 374 64 8,294
Total liabilities 24,649 50,043 ) 437,664 11459 21 ,27_8 545,093
Net assets/(liabilities) 11,408 (16,453) _(88,1 72) 6,263 1,432 (85,522)
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Notes (continued)

4. Risk and capital management (continued)

Currency risk (continued)

GBP EUR usD CAD AUD Total

Year 2018
£'000 £'000 £'000 £'000 £'000 £'000

Financial investments
Shares and other variable
yield securities and units in 4,602 43,122 49,293 12,006 - 109,023
unit frusts
Debt securities and other fixed

. . 11,345 - 27,660 - - 39,005

income securities

!.oqns/_DeposVrs with credit ) _ 2024 i ) 2024

institutions

Overseas deposits 4,018 - 1,297 2,534 3,658 11,507

19,965 43,122 80,274 14,540 3,658 161,559

Reinsurers' share of technical 10,590 17,822 148,845 4463 3900 185620
provisions
Insurance and reinsurance 10,216 42,635 145437 2206 8978 209472
receivables
Cash at bank and in hand 1,951 297 972 - 1,838 5,058
Other assets 4,397 4,587 21,744 1,310 2,194 34,232
Total assets 47,119 108,463 397,272 22,519 20,568 595,941
Technical provisions 32,464 72,223 374,869 13,544 15,422 508,522

Deposits received from reinsurers - - - - - -

Insurance and reinsurance payables {3.150) 37.514 119,588 3,559 5.807 163,318
Other creditors 7711 1,521 7,746 673 117 17,768
Total liabilities 37,025 111,258 502,203 17,776 21,346 689,608

Net assets/(liabilities) 10,094  (2,795) (104,931) 4743 (778)  (93,667)
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Notes (continued)

4. Risk and capital management (continued)

Sensitivity analysis to market risks

An analysis of the Syndicate’s sensitivity to interest rate and other price risk is presented in the table below.
The table shows the effect on profit or loss of reasonably possible changes in the relevant risk variable,
assuming that all other variables remain constant, if that change had occurred at the end of the reporting
period and had been applied to the risk exposures at that date.

2019 2018
Profit or loss Profit or loss

for the year for the year
£'000 E000)

Interest rate risk
+ 50 basis points shift in yield curves (1,330) (1,263)
- 50 basis points shift in yield curves 1,330 1,263

Currency risk

10 percent increase in GBP/euro exchange rate 1,496 254
10 percent decrease in GBP/euro exchange rate (1,828) (311)
10 percent increase in GBP/US dollar exchange rate 8,016 9,539
rlc(J)J[SercenT decrease in GBP/US dollar exchange (9.797) (11,659)

Market price risk
5 percent increase in market prices 7,678 4,142

5 percent decrease in market prices (7,678) (4.142)

The impact of the reasonably possible changes in the risk variables on Members' balances would be the
same, since the Syndicate recognises all changes in recognised assets and liabilities in profit or toss.

A 50 basis point increase (or decrease) in yield curves and a 5% increase (or decrease) in investment market
prices have been selected on the basis that these are considered to be reasonably possible changes in these
risk variables over the following year.

The sensitivity analysis demonstrates the effect of a change in a key variable while other assumptions remain
unchanged. However, the occurrence of a change in a single market factor may lead to changes in other
market factors as a result of correlations.

The sensitivity analyses do not take into consideration that the Syndicate's financial investments are actively
managed. Additionally, the sensitivity analysis is based on the Syndicate's financial position at the reporting
date and may vary at the time that any actual market movement occurs. As investment markets move past
pre-determined tfrigger points, action would be taken which would alter the Syndicate's position.
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Notes (continued)

4. Risk and capital management (continued)

Operational risk

This is the risk that errors caused by people, processes or systems lead to losses to the Syndicate. The Managing
Agent seeks to manage this risk through the use of detailed procedure manuals and a structured programme
of compliance testing of processes and systems.

Group risk

This is the risk that changes in group strategy or the fortunes of other group companies will lead to losses to
the Syndicate. This risk is reviewed quarterly as part of the regular review processes.

Regulatory risk

The Managing Agent is required to comply with the requirements of the Prudential Regulation Authority, the
Financial Conduct Authority and Lioyd's. Lloyd's requirements include minimum standards and those imposed
on the Lloyd's market by overseas regulators, particularty in respect of US situs business. Regulatory risk is the
risk of loss owing to a breach of regulatory requirements or failure to respond to a regulatory change. The
Managing Agent monitors regulatory developments and assesses their impact on agency policy and
procedures. In addition, the agency carries out a compliance monitoring programme.

Capital management

Capital framework at Lloyd's

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

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

Although, as described below, Lloyd's capital setting processes use a capital requirement set at Syndicate
level as a starting point, the requirement to meet Solvency Il and Lioyd's capital requirements apply at overall
and member level only respectively, not at Syndicate level. Accordingly, the capital requirement in respect
of Syndicate 1301 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 ullimate run-off of underwriting liabilities (SCR 'to ultimate'). The
Syndicate must aiso calculate its SCR at the same confidence level but reflecting uncertainty over a one year
time horizon (one year SCR) for Lioyd'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.
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Notes (continued)

4. Risk and capital management (continued)

Lloyd's capital setting process (continued)

A Syndicate may be comprised of one or more underwriting members of Lioyd's. Each member is liable for
its own share of underwriting liabilities on the Syndicates on which it is participating but not other members'
shares. Accordingly, the capital requirements that Lloyd's sets for each member operates on a similar basis.
Each member's SCR shall thus be determined by the proportion of the member's share of the Syndicate SCR
to ultimate'. Where a member participates on more than one Syndicate, a credit for diversification is
provided to reflect the spread of risk, but consistent with determining an SCR which reflects the capital
requirement to cover a 1 in 200 loss 'to ultimate' for that member. Over and above this, Lioyd's applies a
capital uplift to the member's capital requirement, known as the Economic Capital Assessment (ECA). The
purpose of this uplift, which is a Lloyd's not a Solvency Il requirement, is fo meet Lioyd's financial strength,
licence and ratings objectives. The capital uplift applied for 2019 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 Lioyd's specifically for that
member (funds atf Lloyd's), assets held and managed within a Syndicate (funds in Syndicate), or as the
member's share of the members' balances on each Syndicate on which it participates. Accordingly, all of
the assets less liabilities of the Syndicate, as represented in the members' balances reported on the balance
sheet on page 16, represent resources available to meet members' and Lioyd's capital requirements.

5. Analysis of underwriting result

An analysis of the underwriting result before investment return and profit/{loss) on foreign exchange is
presented in the table below:

Gross Gross Gross Gross
premiums premiums claims operating

Reinsurance

Year 2019 balance

written earned incurred expenses

£'000 £'000 £'000 £'000 £'000

Direct insurance

Accident and heaith 9,519 9,470 (7,901) (3,562) (1,198)  (3.191)
fr":r:is’;;"i""°" e 39,698 50,578  (48,995)  (15,907) 1,622 (12,702)
Er’zp"e“”‘idhe’ damage fo 30,583 45834  (40,810)  (13,050) 2,632 (5,394)
Third party liability 12,937 15892  (37,837) (2,854) 8,471  (16,328)
Miscellaneous 7,476 7,529 (4,974) (826) (1,848) (119)
100,213 129,303 (140,517)  (36,199) 9,679  (37,734)
Reinsurance 75,192 77,352 (48,871)  (25,996) (8,160)  (5,675)
Total 175405 206,655 (189,388)  (62,195) 1,519 (43,409)
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Notes (continued)
5. Analysis of underwriting result (continued)
Gross Gross Gross (€] (o113

premiums premiums claims operating
written earned incurred expenses

Reinsurance

Year 2018 balance

£'000 £'000 £'000 £'000 £'000

Direct insurance

Accident and health 10,255 9,124 (5,471) (3,153) (1,705) (1,205)
?"o””e' aiielion are 60,901 62,104  (79.882)  (15014) (2,564)  (35,356)
ransport
S;gse”r?yomer damage to 59,472 53,675  (53,890)  (13,155) (4990)  (18,360)
Third party liability 18,667 15058 (49,751) (1,629) 13290  (23,032)
Miscellaneous 11,601 6,652 (5,113) (1,577) (1,248) (1,286)
160,896 146,613  (194,107) (34,528 2783  (79.239)
Reinsurance 87,620 83296  (62,430)  (23,009) (13,064)  (15,207)
Total 28516 229909  (256537)  (57.537) (10281)  (94,446)

No gains or losses were recognised in profit or loss during the year on buying reinsurance (2018: nil).

The gross premiums written for direct insurance by geographical risk exposure is presented in the table below:

2019 2018

£'000 £'000
United Kingdom 1,316 2,082
Other European Union Member States 2 5,886
Us 9,041 24,695
Other countries 89,854 128,233
Total gross premiums written - 100,213 160,896

The Other category includes policies with worldwide risk exposures.
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Notes (continued)

6. Claims

Adverse movements of £18.5 million {2018: £22.1 milion adverse) in the past year's provision for claims
outstanding, net of expected reinsurance recoveries, are included in claims incurred, net of reinsurance.
These arose in respect of the following classes of business:

2019 2018
£'000 E000)
Accident and health (2,056) (791)
Marine, aviation and transport (5.264) {7.969)
Fire and other damage to property 56 (6,178)
Third party liability (16,126) (1,816)
Miscellaneous (583) (239)
Reinsurance 5,492 (5,102)
(18,483) (22,095)
7. Net operating expenses

2019 2018

£'000 £'000

Acquisition costs:

Brokerage and commissions 44,796 52,720
Other acquisition costs 9,619 9,161
N g4,415 61,881

Change in deferred acquisition costs (6,257) 3,032
Administrative expenses 16,153 24,634
Members' standard personal expenses 2,595 4,561
Reinsurance commissions and profit participation (4,711) (36,571)
Net operating expenses _ 62,195 57,537

Total written commissions for direct insurance business for the year amounted to £40.5 million (2018:
£40.6million).

The majority of administrative expenses are incurred by the UK services company and are recharged to the
Syndicate in line with Group policy. As the Syndicate increases the amount of premium written and earned,
costsrecharged to the Syndicate increase. Also included in administrative expenses is the Syndicate's charge
for share based remuneration costs which vary according to the share price of Enstar Group Limited. During
the year, the Enstar Group Limited share price has increased.

The member's standard personal expenses are included within administrative expenses and include Llioyd's
subscriptions, New Central Fund contributions and Managing Agent's fees.
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Notes (continued)

7. Net operating expenses (continued)

Administrative expenses include:

2019 2018
£'000 £'000
Auditor's remuneration:
fees payable to the Syndicate’s auditor for the audit of these 30 30
financial statements
fees payable to the Syndicate's auditor for the audit of
285 306
regulatory returns
fees payable to the Syndicate's auditor and its associates in 160 160

respect of other services pursuant to legislation

8. Key management personnel compensation

The directors of StarStone Underwriting Limited received the following aggregate remuneration charged to
the Syndicate and included within net operating expenses:

2019 2018

£'000 £'000
Directors’ emoluments 679 1,006
Contribution to pension schemes 49 31
Total . 728 1,037_

No other compensation was payable to key management personnel.

The active underwriter received the following aggregate remuneration charged to the Syndicate and
included within directors’ emoluments above.

2019 2018
£'000 E00)0]
Emoluments 214 325

9. Staff numbers and costs

All staff are employed by Enstar (EU) Limited. The average number of persons employed by Enstar (EU) Limited,
but working for the Syndicate during the year, analysed by category, was as follows:

2019 2018
Administration and finance
Underwriting 43 38
Claims 12 11
Total 1 78

~ StarStone gyndicofa 301 Annual Report and Financial Statements
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Notes (continued)

9. Staff numbers and costs (continued)

The following amounts were recharged by Enstar (EU} Limited through the managing agency to the Syndicate
in respect of payroll costs:

2019 2018
£'000 £'000
Wages and salaries 11,871 14,577
Social security costs 1,636 1,725
Other pension costs 810 1,066
Other 357 650

14,674 18,018

10. Investment return

The investment return transferred to the technical account from the non-technical account comprises the
following:

2019 2018
£'000 £'000
Investment income:
Interest and dividend income 1,886 2,050
Realised gains 1,098 50
Unrealised gains on investments 5,104 578
Investment expenses and charges:
Investment management expenses, including interest (19) (21)
Losses on the realisation of investments (155) (625)
Unrealised losses on investments (2,110) (532)

Investment return transferred to the technical account from

the non-technical account (5.804) (1.500)

Total investment return - -

The Syndicate's focus is on liquidity and the preservation of capital. The investment policy is to invest
predominantly in high quality, short dated bonds. The maturity profile of the portfolio reflects the short tail
nature of the underwriting commitments, the currency mix is matched to that of the net liabilities and there is
no exposure to equities.

~ StarStone S_yndi_cofe_l 301 Annual Report and Financial Statements
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10. Investment return (continued)

The total income, expenses, net gains or losses, including changes in fair value, recognised on all financial
assets and financial liabilities comprises the following:

2019 2018
£'000 £'000
Financial assets at fair value through profit or loss 3,937 {529)
Financial assets at amortised cost:
Interest income 1,886 2,050
Impairment losses on debtors - B
Financial liabilities at amortised cost:
Interest expense - -
Investment management expenses, excluding interest (19) (21)
Total investment return 5,804 1,500

The table below presents the average amounts of funds in the year per currency and analyses by major
currency the average investment yields in the year.

2019 2018
£'000 £'000
Average amount of Syndicate funds available for
investment during the year
Sterling 20,194 23,868
Euro 42,139 37,258
US dollar 36,273 37,482
Canadian dollar 3,398 3.850
Australian dollar 7,965 3,167
Total funds available for investment, in sterling 109,969 105,625
Total investment return 5,804 1,500
Annual investment yield
Sterling 1.79% 0.15%
Euro 7.66%  -0.25%
US dollar 4.43% 3.64%
Canadian dollar 9.15% 4.43%
Australian dollar 3.70% 0.64%
Total annual investment yield, in sterling 5.28% 1.42%
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11. Financial investments

Carrying value Cost

2019 2018 2019
£'000 £'000 £'000

Shares and other variable yield securities

o . 114,598 109,023 113,012 109,023
and units in unit trusts

Debt securities and other fixed income
securities

Government and supranational securities ‘ 14,042 18,945 14,245 18,915i

31,312 39,005 31,758 39,280

Asset backed securities | - - - -

Mortgage backed instruments [ 4,602 2,679 4,627 2,637

Corporate bonds ‘ 12,668 _17,381 12,886 17,728 |
Loans and deposits with credit institutions 2,824 2,024 2,824 2,024
Overseas deposits as investments 18,976 11,507 18,976 11,507
Total financial investments _1 67,710 161,559 166,570 161,834

The table below presents an analysis of financial investments by their measurement classification.

2019 2018

£'000 £'000
Financial assets measured at fair value
through profit or loss
Eggnmol assets measured at amortised 117.422 111,047

Total financial investments 167,710 161,559

50,288 50,512

The Syndicate classifies its financial instruments held at fair value in its statement of financial position using a
fair value hierarchy, as follows:

“ Level | - Quoted prices (unadjusted) in active markets for identical assets or liabilities
* Level 2 - Prices based on recent transactions in identical assets (either unadjusted or adjusted)

" Level 3 - Prices determined using a valuation technique
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11. Financial investments (continued)

The table below analyses financial instruments held at fair value in the Syndicate's statement of financial
position at the reporting date by its level in the fair value hierarchy.

2019 Level 1 Level2 Llevel 3 Total
£'000 £'000 £'000 £'000

Shares 'an.d oih'er variable yield securities 46,419 68,179 - 114,598

and units in unit trusts

Debt fgcurlhes and other fixed income i 31,312 i 31,312

securities

Loans and deposits with credit institutions 2,824 - - 2,824

Overseas deposits 4,698 14,278 - 18,976

Total 53,941 113,749 - 167,710

2018 Level 1 Level2 Level3 Total

£000 £'000 £'000 £'000
Shares gnq other variable yield securities 109.023 i 109,023
and units in unit frusts
Debt‘s.ecurmes and other fixed income 36,326 2679 . 39.005
securities
Loans and deposits with credit institutions - 2,024 - 2,024
Overseas deposits 8,727 2,780 - 11,507
Total 154,076 7.483 - 161,559

Information on the methods and assumptions used to determine fair values for each major category of
financial instrument measured at fair value is provided below.

Debt securities are generally valued using prices provided by external pricing vendors. Pricing vendors will
often determine prices by consolidating prices of recent trades for identical or similar securities obtained from
a panel of market makers into a composite price. The pricing service may make adjustments for the elapsed
time from a frade date to the valuation date to take into account available market information. Lacking
recently reported trades, pricing vendors will use modelling techniques to determine a security price.

Some government and supranational securities are listed on recognised exchanges and are generally
classified as level 1 in the fair value hierarchy. Those that are not listed on a recognised exchange are
generally based on composite prices of recent trades in the same instrument and are generally classified as
level 2 in the fair value hierarchy.

Corporate bonds, including asset backed securities, that are not listed on a recognised exchange or are
traded in an established over-the-counter market are also mainly valued using composite prices. Where
prices are based on multiple quotes and those quotes are based on actual recent fransactions in the same
instrument the securities are classified as level 2, otherwise they are classified as level 3 in the fair value
hierarchy.

The fair values for all securities in the fixed maturity investments portfolio are independently provided by the
investment accounting service providers, investment managers and investment custodians, each of which
utilise internationally recognised independent pricing services.
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11. Financial investments (continued)

Enstar Group record the unadjusted price provided by the investment accounting service providers,
investment managers or investment custodians and validate this price through a process that includes, but is
not limited to:

(i) comparison of prices against alternative pricing sources;

(i) quantitative analysis (e.g. comparing the quarterly return for each managed portfolio to its target
benchmark};

(i) evaluation of methodologies used by external parties to estimate fair value, including a review of the
inputs used for pricing;

(iv) comparing the price to Enstar Group's knowledge of the current investment market.

Enstar Group have on-going due diligence processes with respect to the other investments carried at fair
value and their managers. These processes are designed to assist in assessing the quality of information
provided by, or on behalf of, each fund and in determining whether such information continues to be reliable
or whether further review is warranted. Certain funds do not provide full tfransparency of their underlying
holdings; however, Enstar Group obtain the audited financial statements for funds annually, and regularly
review and discuss the fund performance with the fund managers to corroborate the reasonableness of the
reported net asset values.

At the reporting date all debt instfruments were valued using valuation techniques based on observable
market data.

12. Debtors arising out of direct insurance operations

2019 2018

£'000 £'000

Amounts due from intermediaries:
Due within one year 59,372 142,418

Due after one year e 4 32
59,376 142,450

The movement in debtors arising out of direct insurance operations is due to a change in classification of
balances to creditors arising out of direct insurance operations. There is no impact on the net assets of the
Syndicate.

13. Debtors arising out of reinsurance operations

2019 2018
£'000 £'000
Amounts due within one year 51,642 466,964
Amounts due after one year 1 58

51,643 67,022

The movement in debtors arising out of reinsurance operations is due to a change in classification of balances
to creditors arising out of reinsurance operations. There is no impact on the net assets of the Syndicate.
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14. Deferred acquisition costs

2019

£'000
Balance at 1 January 29,366 24,292
Incurred costs deferred 44,796 52,720
Amortisation (50,964) (47,555)
Effect of movements in exchange rates (1,330) (91)
Balance at 31 December | 21,868 29,366—

15. Claims development

Claims development is shown in the tables below, both gross and net of reinsurance ceded, on an
underwriting year basis. Balances have been translated at exchange rates prevailing at 31 December 2019
in all cases.

2011 2012 2017 2018 2019 Total

£'m £'m £'m £'m £'m £'m

Pure underwriting year - Gross

Estimate of ultimate gross

claims

at end of underwriting year 296 262 50.6 496 624 702 1173 98.7 535

one year later 56.1 526 84.6 869 1063 1426 233.6 1792

two years later 623 53.7 81.6 862 1163 160.9 2570

three years later 588 524 80.7 83.1 1272 166.8

four years later 58.7 527 814 90.1 138.7

five years later 58.9 523 800 8946

Six years later 590 532 842

Seven years later 58.7 544

Eight years later 58.7

Less gross claims paid 580 526 753 755 93.0 1323 1564 689 1.3

Gross ultimate claims reserve 0.7 1.8 8.9 141 457 345 100.6 1103 522 3688
Gross ultimate claims reserve 33

for 2010 and prior years

Gross claims reserves 372.1
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15. Claims development (continued)

2011 2012 2013

Pure underwriting year - Net

2014

2017

2018

¥

STARSTONE

20