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Strategic Report of the Directors

The Directors of Travelers Insurance Company Limited (the
“Company”) present their strategic report for the year ended
31 December 2015.

Principal activities

The principal activity of the Company is the transaction of
commercial lines general insurance business in the UK and
Ireland.

Overview

Travelers Insurance Company Limited (“TICL”) reported
a£38.4mloss in 2015 (2014 £9.8m loss) and a 131.3%
combined ratio (2014 116.0%). The poor result reflects the
impact of the December floods and a frequency of large losses
that greatly exceeded our normal expectations. The floods
cost the Company £23m, adding 10.8 pts to its 2015 combined
ratio. Large losses added 24.3 points to the combined ratio
(2014 11.4pts). Our primary focus in 2016 will be to return the
Company to underwriting profitability.

Financial results

Gross written premiums reduced by 5.6% to £234.4m (2014
£248.4m). The major drivers of this reduction were the

final stage of the deliberate underwriting action taken to
address renewal business in certain underperforming areas
of our local authority portfolio, the impact of FX rates on

our Ireland premiums and lower new business levels in 2015.
Whilst renewal retention was stronger in 2015, reflecting the
actions taken in 2014 to reduce our exposure to large local
authorities, rate change whilst positive was down on 2014 and
new business levels were also down as fewer opportunities
presented themselves in what was a challenging new business
market.

The loss for the year did include a modest release from prior
year reserves of £0.7m (2014 £14.4m increase). Excluding
prior year reserve development the combined ratio was 131.7%
(2014 109.6%).

The investment return reduced to £17.9m (2014 £24.5m),
reflecting the continued low interest rate environment and
the impact of higher yielding bonds maturing to be replaced
by lower yielding bonds. We continue to invest wholly in high
quality corporate and government bonds with an average credit
quality of AA+ (2014 AA+). We do not plan on any material
changes to this investment strategy. We expect low investment
returns to persist for the foreseeable future, which underlines
the importance of increasing underwriting profits to achieve
our target level of returns. Investments under management
total £1.10bn (2014 £1.16bn).
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New products and services

We continued our product development programme with
the addition of a large corporate accounts team and a team
focused on developing our D&O offering.

Trading environment

The trading environment remained challenging in 2015. We
achieved positive rate change, but this was only modestly
ahead of claims inflation trends. Our focus in 2016 will be on
returning the Company to underwriting profitability. This will
involve taking appropriate underwriting and pricing actions

to achieve our profitability targets on those portfolios not
currently delivering the required level of return and focusing
our sales efforts on growing those lines where we are currently
achieving appropriate returns.

Capital management

During 2015 we did not pay a dividend (2014 £nil). Although
our capital position has reduced, our financial strength
remains strong with net assets of £440.9m (2014 £487.1m).
As of 23 March 2016 our financial strength ratings are A
(excellent) from A.M. Best, and AA from Standard and Poor’s.
The Company is continuing to be in full compliance with its
regulatory capital requirements under the Solvency Il regime
which commenced on 1 January 2016.

Key performance indicators (KPIs)

The KPIs the Directors use to manage the business are
discussed in the Financial Results section of the Strategic
Report above.

Principal risks and uncertainties

The Board sets the risk appetite and reviews it on a formal basis
annually as part of the business planning process. It reviews

it on an ongoing basis as part of its regular business review
processes. The Company has a Board Risk and Remuneration
Committee and an Executive Risk Committee which meet
regularly to review and update risks and issues arising from the
risk register and to monitor performance against risk appetite
using a series of key risk indicators. The principal risks and
uncertainties facing the Company are as set out below.

Insurance risk

Insurance risk relates to underwriting, claims management and
the risk that arises from the inherent uncertainties as to the
occurrence, amount and timing of insurance liabilities.
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Strategic Report of the Directors continued

Insurance risk continued

The Company manages insurance risk by setting an appetite
annually through the business planning process, which sets
down targets for underwriting volumes, pricing sufficiency
and retentions by class of business. Management monitors
performance against the business plan throughout the year.
The Company uses catastrophe modelling software to model
maximum probable loss from catastrophe exposed business.
Reserve adequacy is monitored through quarterly internal
actuarial review. The Underwriting Risk Committee oversees
underwriting risk and the Finance Committee oversees
reserving risk.

Credit risk

The primary source for credit risk arises from the risk of
default by one or more of the Company’s reinsurers or
investment counterparties. The Company operates a rigorous
policy for the rating and selection of reinsurers and managing
the quantum of exposure ceded to an individual reinsurer.
The Company has a conservative appetite to investment
counterparty credit risk. Exposures to individual counterparties
are monitored against agreed limits and the overall investment
portfolio has an average credit quality of AA+. The Finance
Committee oversees this risk type.

Market risk

The primary source of market risk is the risk of adverse
movements in net assets due to movements in interest rates,
currency rates and the market value of securities. Market risk
exposures are monitored through the Finance Committee.

Operational risk

The primary source of operational risk is the failure of people,
processes or systems. These risks are managed through well
documented policies and procedures, sound internal control
processes and business continuity management procedures.
Operational risks are monitored by the Operational Risk
Committee.

Regulatory risk

Regulatory risk comprises the failure to comply with relevant
regulations and laws. During the year the Company was in

full compliance with the capital requirements imposed by its
regulator, the Prudential Regulation Authority. There were no
changes in the Company’s approach to capital risk management
during the current or prior year. The Company is continuing to
be in full compliance with its regulatory capital requirements
under the Solvency Il regime which commenced on 1 January
2016.

Conduct risk

Conduct risk is the risk that the Company (or its agents) will
fail to pay due regard to the interests of its customers or will
fail to treat them fairly at all times. Conduct risk exposures are
monitored through the Executive Risk Committee.

Liquidity risk

Liquidity risk is the risk that the Company is unable to meet
operational cash flow requirements. Liquidity risk is monitored
through the Finance Committee.

On behalf of the board
Matthew Wilson
Chief Executive Officer

Travelers Insurance Company Limited

23 March 2016



Directors’ Report

The Directors present their annual report together with
the financial statements for the 12 months ended 31
December 2015.

Principal activities
The principal activity of the Company is contained within the
Strategic Report.

Business review

An analysis of the performance of the Company is contained
within the Strategic Report and the results for the financial year
are set out on pages 7 and 8.

Directors and directors’ interests

All the directors set out on page 2 served throughout the year,
except where noted otherwise. Keith Purvis resigned on 30
June 2015.

Disclosure of information to the auditors

The directors who held office at the date of approval of this
Directors’ Report confirm that, so far as they are aware, there
is no relevant audit information of which the Company’s
auditor is unaware; and each director has taken all the steps
that ought to have been taken as a director to be aware of any
relevant audit information and to establish that the Company’s
auditor is aware of that information.

Audit Committee

The Board has an established Audit Committee (the
“Committee™). The Committee meets at least three times a
year. The Committee comprises the independent non-executive
directors. Mr McKean was Chairman of the Audit Committee
until 25 March 2015, at which point he stepped down and Mr
Coughlan assumed the role of Chairman. The Committee’s
terms of reference require it to take an independent view

of the Company’s external financial reporting, accounting
policies and practices. It also considers the appointment and
fees, both audit and non-audit, of the external auditors. The
Committee also reviews the annual plans of both the external
and internal auditors and reviews reports received from both
in respect of their findings. The Chief Financial Officer, Head
of Internal Audit and the Company Secretary usually attend
the Committee meetings. At least once a year the Committee
meets, both on its own and with the external auditors, without
any executive management present.
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Going concern

The Company has considerable financial resources together
with prudent investment guidelines, a high quality of invested
assets, sound underwriting procedures, strong controls

and risk mitigating processes, (including, but not limited

to, reinsurance) and the support of a financially strong
parent company. As a consequence, the Directors believe
that the Company is well placed to manage its business risks
successfully. The Directors are confident that the Company
has adequate resources to continue in operational existence
for the foreseeable future. Accordingly, they continue to
adopt the going concern basis in preparing the annual financial
statements.

Indemnity insurance

The Directors benefited from qualifying third party indemnity
provisions in place during the financial year and at the date of
this report.

Supplier payment policies

All third party supplier invoices are settled on the Company’s
behalf by Travelers Management Limited, an affiliate of the
Company. The average payment terms are disclosed in that
company’s accounts. The Company also has a management
agreement with Travelers Management Limited, who employs
the Company’s personnel. The employment policies are also
disclosed in that company’s accounts.

Environment

The Company does not have a major direct environmental
impact as it operates in a service based, non-manufacturing
industry. However, it is aware of its environmental
responsibilities. The Company has invested substantial sums
towards making its systems and processes paperless. Also
recycling facilities are available for all office waste.

Political contributions
Political contributions were nil during 2015 (2014 £nil).

Reappointment of Auditors

Pursuant to section 487 of the Companies Act 2006 the
auditors will be deemed to have been reappointed and KPMG
LLP will therefore continue in office.

5
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Directors’ Report continued

Statement of Directors’ responsibilities in respect
of the Strategic Report, the Directors’ Report and
the financial statements

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

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

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

a ) select suitable accounting policies and then apply them
consistently;

b ) make judgments and estimates that are reasonable and
prudent;

C ) state whether applicable Accounting Standards have been
followed, subject to any material departures disclosed and
explained in the financial statements;

d ) prepare the financial statements on the going concern
basis, unless it is inappropriate to presume that the
Company will continue in business.

The Directors are responsible for keeping adequate accounting
records that are sufficient to show and explain the Company’s
transactions and disclose with reasonable accuracy at any

time the financial position of the Company and enable them

to ensure that the financial statements comply with the
Companies Act 2006. They have general responsibility for
taking such steps as are reasonably open to them to safeguard
the assets of the Company and to prevent and detect fraud and
other irregularities.

The Directors are responsible for the maintenance and
integrity of the corporate and financial information included
on the Company’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

John Abramson

Company Secretary

Exchequer Court, 33 St. Mary Axe
London EC3A 8AG

23 March 2016
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Profit and Loss Account : Technical Account
- General Business

For the year ended 31 December 2015

2015 2014

Restated

Note £000 £000

Gross premiums written 6 234,354 248,387
Outward reinsurance premiums (25,518) (36,405)

Net premiums written 208,836 211,982

Change in the gross provision for unearned premiums 22 7,725 9,173

Change in the provision for unearned premiums, reinsurers’ share 22 (2,627) 3,860

Earned premiums, net of reinsurance 213,934 225,015

Allocated investment return transferred from the non-technical account 17,900 24,491

Claims paid:

Gross amount (273,499) (207,254)

Reinsurers’ share 85,831 8,262

(187,668) (198,992)

Change in the provision for claims:

Gross amount 22 62,325 (23,898)
Reinsurers’ share 22 (59,268) 58,287
3,057 34,389

Claims incurred, net of reinsurance (184,611) (164,603)

Net operating expenses 9 (96,363) (96,437)

Change in claims equalisation provision 21,22 3,890 (288)

Balance on the technical account 5 (45,250) (11,822)

The notes on pages 13 to 37 form part of these financial statements.
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Profit and Loss Account : Non-Technical Account

For the year ended 31 December 2075

2015 2014
Restated
Note £000 £000
Balance on the general business technical account (45,250) (11,822)
Investment income 8 33,030 36,449
Investment expenses and charges 10 (15,130) (11,958)
17,900 24,491
Allocated investment return transferred to the general business technical account (17,900) (24,491)
Other income 11 (308) 617
Loss on ordinary activities before tax 12 (45,558) (11,205)
Tax on loss on ordinary activities 14 7,158 1,430
Loss for the financial year (38,400) (9,775)

The notes on pages 13 to 37 form part of these financial statements.
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Statement of Comprehensive Income/(Loss)

For the year ended 31 December 2015

2015 2014

Restated

Note £000 £000
Loss for the financial year (38,400) (9,775)

Unrealised (losses)/ gains on investments 15 (10,322) 9,167
Tax on unrealised (losses)/ gains on investments 14 1,899 (1,833)

Currency translation gains on foreign currency net investments 804 179
Taxation on currency translation gains 14 (147) (37)
Total comprehensive loss (46,166) (2,299)

The notes on pages 13 to 37 form part of these financial statements.

9
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Statement of Changes in Equity

For the year ended 31 December 2015

2014 Restated

At 1 January 2014

Loss for the financial year

Other gains recognised in other comprehensive loss

Unrealised gains on investments, net of tax

Currency translation differences on foreign
currency net investments, net of tax

Closing equity at 31 December 2014

2015

Loss for the financial year

Share
capital

£000
203,822

203,822

Other (losses)/gains recognised in other comprehensive loss

Unrealised losses on investments, net of tax
Currency translation differences on foreign
currency net investments, net of tax

Closing equity at 31 December 2015

203,822

Share
premium

£000
699

699

699

Profit and
loss account

£000
293,734
(9,775)

142

284,101

(38,400)

657

246,358

Revaluation
reserve

£000
(8,902)

7,334

(1,568)

(8,423)

(9,991)

Total
equity

£000
489,353
(9,775)

7,334
142

487,054

(38,400)

(8,423)
657

440,888

The profit and loss account includes £10,751,000 (2014 £7,631,000) realised losses, net of tax which has been transferred from

the revaluation reserve.

The notes on pages 13 to 37 form part of these financial statements.
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Balance Sheet

As at 31 December 2015

2015 2014
Note £000 £000
ASSETS
Investments
Investments in group undertakings 31 - -
Other financial investments 15 1,100,881 1,163,396
Reinsurers’ share of technical provisions
Provision for unearned premiums 22 8,749 11,375
Claims outstanding 22 62,293 122,351
71,042 133,726
Debtors
Debtors arising out of insurance operations 16 29,256 37,062
Debtors arising out of reinsurance operations 17 7,806 2,969
Other debtors 18 659 2,791
37,721 42,822
Other assets
Deferred tax asset 19 24,392 16,476
Cash at bank and in hand 22,325 34,853
46,717 51,329
Prepayments and accrued income
Accrued interest 12,895 12,242
Deferred acquisition costs 22 13,362 13,839
26,257 26,081
TOTAL ASSETS 1,282,618 1,417,354

The notes on pages 13 to 37 form part of these financial statements.
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Balance Sheet wntined

As at 31 December 2015

2015 2014
Note £000 £000
LIABILITIES
Capital and reserves
Called up share capital 20 203,822 203,822
Share premium account 699 699
Profit and loss account 246,358 284,101
Revaluation reserve (9,991) (1,568)
Shareholders’ funds attributable to equity interests 440,888 487,054
Technical provisions
Provision for unearned premiums 22 120,615 128,694
Claims outstanding 22 671,120 741,003
Claims equalisation provision 21,22 13,140 17,030
804,875 886,727
Creditors
Creditors arising out of insurance operations 24 3,938 5,153
Creditors arising out of reinsurance operations 9,929 16,832
Other creditors including taxation and social security 25 19,098 17,296
32,965 39,281
Accruals and deferred income 26 3,890 4,292
TOTAL LIABILITIES 1,282,618 1,417,354

These financial statements were approved by the Board of Directors on 23 March 2016 and were signed on its behalf by:
Mike Gent
Chief Financial Officer

23 March 2016

Travelers Insurance Company Limited
Registered in England No 1034343

The notes on pages 13 to 37 form part of these financial statements.
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Notes to the Financial Statements

1  Basis of preparation

Travelers Insurance Company Limited (“TICL”) (the “Company”) is a limited liability company incorporated in
England. Its registered office is at Exchequer Court, 33 St Mary Axe, London EC3A 8AG. The financial statements

of the Company have been prepared in accordance with the provisions of section 396 of the Companies Act 2006,
including applying the requirements set out in Schedule 3 of the Large and Medium-sized Companies and Groups
(Accounts and Reports) Regulations 2008 relating to insurance companies. The Company’s financial statements have
been prepared in compliance with Financial Reporting Standard 102 - “The Financial Reporting Standard applicable in
the UK and Republic of Ireland” (“FRS 102”), as issued in September 2015, and Financial Reporting Standard 103 -
“Insurance contracts” (“FRS 103”), as issued in March 2014. The Company transitioned from previously extant UK
GAAP to FRS 102 and FRS 103 with effect from 1 January 2015. Comparative figures have been restated accordingly.
An explanation of how the transition to FRS 102 has affected the financial position and result for the year is provided
in note 32.

The financial statements have been prepared on the historical cost basis, except for financial assets held for sale that
are measured at fair value.

The financial statements of TICL were approved for issue by the Board of Directors on 23 March 2016. The financial
statements have been prepared in accordance with applicable accounting standards. The financial statements have
been presented in Sterling, rounded to the nearest thousand pounds.

The Company is exempt by virtue of s401 of the Companies Act 2006 from the requirement to prepare group
financial statements. These financial statements present information about the Company as an individual undertaking
and not about its group.

The Company’s ultimate parent undertaking, The Travelers Companies Inc. (“TRV”) includes the Company in

its consolidated financial statements. The consolidated financial statements of TRV are prepared in accordance

with U.S. Generally Accepted Accounting Principles (“U.S. GAAP”), as promulgated by the Financial Accounting
Standards Board (FASB), subject to the accounting-related rules and interpretations of the Securities and Exchange
Commission (SEC). The TRV consolidated financial statements are available to the public and may be obtained from
this Company’s registered address.

Consideration was given to the Application Guidance for FRS 100 in preparing these financial statements. The
Company is considered to be a qualifying entity and has applied the exemptions available under FRS 102 in respect of
the following disclosures:

- Reconciliation of the number of shares outstanding from the beginning to the end of the period;
- Cash flow statement and related notes; and
- Key management personnel compensation.

The Company has considerable financial resources together with prudent investment guidelines, a high quality of
invested assets, sound underwriting procedures, strong controls and risk mitigating processes (including, but not
limited to, reinsurance) and the support of a financially strong parent company. As a consequence, the Directors
believe that the Company is well placed to manage its business risks successfully. The Directors are confident that the
Company has adequate resources to continue in operational existence for the foreseeable future. Accordingly, they
continue to adopt the going concern basis in preparing the annual financial statements.

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

to the Financial Statements cwntines

Significant accounting policies

The principle accounting policies applied in the preparation of these financial statements are set out below. The most
critical individual components of these financial statements that involve the highest degree of judgement or most significant
assumptions and estimations are set out in note 3 below.

Basis of accounting for underwriting activities
All classes of business are accounted for on an annual basis.

Gross written premiums

Under the annual basis of accounting, written premiums, gross of commission payable to intermediaries, comprise the
premiums on contracts entered into during a financial year, regardless of whether such amounts may relate in part to a later
financial year, exclusive of taxes and duties levied on premiums.

Premiums written include estimates for pipeline premiums (premiums written but not reported to the business by the
balance sheet date) and adjustments to premiums written in prior accounting periods.

Unearned premiums

The provision for unearned premiums comprises the amount representing that part of gross premiums written which is
estimated to be earned in subsequent financial years, computed separately for each insurance contract using the daily pro-
rata method, adjusted if necessary to take into account the risk profile of the contract. The reinsurance share of unearned
premium is calculated with reference to the risk profile of the individual reinsurance contracts.

Acquisition costs

Acquisition costs comprise the expenses of acquiring the insurance policies written during the financial year. Acquisition
costs are charged to the accounting periods in which the related premiums are earned. Deferred acquisition costs represent
the proportion of acquisition costs incurred which corresponds to the proportion of gross premiums written which are
unearned at the balance sheet date.

Classification of insurance contracts

An insurance contract is one under which the Company has accepted significant insurance risk from the policyholder by
agreeing to compensate the policyholder if a specified uncertain future event adversely affects the policyholder. These
contracts remain in force until all rights and obligations are extinguished or expire.

Claims incurred

Claims incurred include all claims and claim settlement expense payments made in respect of the financial year, and the
movement in the provision for outstanding claims and settlement expenses, including the claims incurred but not reported
provision, during the year.

Claims outstanding
The provision for outstanding claims represents the Company’s estimate of the ultimate cost of settling claims that have
occurred by the balance sheet date but not yet been finally settled.

In addition to the inherent uncertainty of having to forecast the ultimate costs of those claims that have occurred but not yet
been advised to the Company as at the balance sheet date, there is also the considerable uncertainty regarding the eventual
final costs of the claims that have been reported by the balance sheet date but which remain unsettled. As a consequence

of these uncertainties the Company has to apply sophisticated estimation techniques to determine the appropriate level of
claims provisions.

In overview, claims provisions are determined based upon prior claims experience, knowledge of market conditions and
trends, and the terms and conditions of the underlying policies of insurance.



TRAVELERS 2015 ANNUAL REPORT AND ACCOUNTS 15

Notes to the Financial Statements contined

2  Significant accounting policies continued

Claims outstanding continued
A variety of different statistical techniques are used by the Company’s in-house actuaries to determine the appropriate level
of provision to carry. These methods include the following:

- Chain ladder development of paid and incurred claims, where claims to date for each accident year are extrapolated based
upon the historical development patterns of earlier years;

- Estimates based upon the projection of claims’ numbers and average costs;
- Expected loss ratios;

- Bornhuetter Ferguson method, which combines use of expected loss ratios, for the more recent and underdeveloped
accident years, and the chain ladder projection of incurred claims data for earlier years.

All projections are carried out separately for each country, product and line of business.
Large claims are identified and reserved for separately.

Where possible, the Company adopts multiple techniques to estimate the required level of provision. This assists in giving
a greater understanding of the trends inherent in the data being projected and setting the range of possible outcomes.
The most appropriate estimation technique is then selected taking into account the characteristics of the business class
under consideration.

In arriving at the level of claims provisions a margin is carried over and above the actuarial best estimate so that no
adverse run or deviation is envisaged.

Establishing an appropriate level of claims provision is inherently uncertain. The degree of uncertainty will vary by product
and line of business according to the characteristics of the insured risk. The level of uncertainty is also influenced by a
number of factors such as claims cost inflation, judicial trends and legislative changes. As a consequence of this uncertainty
the eventual cost of settling outstanding claims can vary substantially from the initial estimates.

Reinsurance ceded

Premiums payable in respect of reinsurance ceded are recognised in the period in which the reinsurance contract incepts.
Premiums are expensed over the period of the underlying reinsurance contract. A reinsurance asset is recognised to reflect
the amount estimated to be recoverable under the reinsurance contracts in respect of the gross provision for losses
reported under insurance contract liabilities. The amount recoverable is reduced where there is an event after the initial
recognition that provides objective evidence that the Company may not receive all amounts due under the reinsurance
contract. If there is such objective evidence the Company reduces the carrying amount of the reinsurance asset to its
recoverable amount and recognises the impairment loss in the profit and loss account.

Equalisation provisions
Equalisation provisions have been established in accordance with the requirements of chapter 1.4 of the Prudential Source
Book of Insurers to mitigate exceptional high loss ratios for classes of business displaying a high degree of claims volatility.

Unexpired risks

Provision is made for unexpired risks where the claims and administrative expenses likely to arise after the end of the financial
year in respect of contracts concluded before that date are expected to exceed the unearned premiums provision in relation
to such policies after deduction of any acquisition costs deferred. Provision for unexpired risks is calculated after taking into
account relevant investment income. Unexpired risk surpluses and deficits are aggregated where the business classes are
managed together.

Financial assets and liabilities
In applying FRS 102, the Company has chosen to apply the recognition and measurement provisions of IAS 39 Financial
Instruments: Recognition and Measurement (as adopted for use in the EU).
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Notes to the Financial Statements contined

2  Significant accounting policies continued
Financial assets and liabilities continued

Classification

The accounting classification of financial assets and liabilities determines the way in which they are measured and changes in
those values are presented in the statement of profit and loss or other comprehensive income. Financial assets and liabilities
are classified on their initial recognition. Subsequent reclassifications are permitted only in restricted circumstances.

Debt and other fixed-income securities are designated as available for sale and initially recognised at fair value plus any
transaction costs. After initial measurement, these assets are subsequently measured at fair value.

Interest earned whilst holding available for sale financial assets is reported as interest income using the Effective Interest
Rate (EIR) method. Foreign exchange gains or losses resulting from changes in the amortised cost of available-for-sale debt
security investments are also recognised in profit and loss. Other fair value changes, including other foreign exchange gains
or losses, are recognised in other comprehensive income and accumulated in the revaluation reserve.

If an available-for-sale investment is sold or impaired, the cumulative gain or loss accumulated in the revaluation reserve is
reclassified to profit or loss. Impairment losses on available-for-sale financial assets are recognised by reclassifying the losses
accumulated in the revaluation reserve to profit or loss. The cumulative loss that is reclassified from other comprehensive
income to profit or loss is the difference between the acquisition cost, net of any principal repayment and amortisation, and
the current fair value, less any impairment loss recognised previously in profit or loss. Changes in cumulative impairment
losses attributable to the application of the effective interest method are reflected as a component of interest income.

If, in a subsequent period, the fair value of an impaired available-for-sale debt security increases and the increase can be
related objectively to an event occurring after the impairment loss was recognised, the impairment loss is reversed through
profit or loss and otherwise it is reversed through other comprehensive income. Any subsequent recovery in the fair value of
an impaired available-for-sale equity security is recognised in other comprehensive income.

Deposits with credit institutions, debtors and accrued interest are classified as loans and receivables.

Recognition

Financial instruments are recognised when the Company becomes a party to the contractual provisions of the instrument.
Financial instruments are derecognised if the Company’s contractual rights to the cash flows from the financial instruments
expire or the Company transfers the financial asset to another party without retaining control of substantially all risks and
rewards of the asset. A financial liability is derecognised when its contractual obligations are discharged, cancelled, or expire.

Identification and measurement of impairment

The Company conducts a periodic review to identify invested assets having other than temporary impairments. Some of
the factors considered in identifying other than temporary impairments include: (1) whether the Company intends to sell
the investment or whether it is more likely than not that the Company will be required to sell the investment prior to an
anticipated recovery in value; (2) the likelihood of the recoveries in full of the principal and interest (i.e., whether there is
a credit loss); (3) the financial condition, near-term and long-term prospects for the issuer, including the relevant industry
conditions and trends, and implications of rating agency actions and offering prices.

At each reporting date the Company assesses whether there is objective evidence that financial assets that are not invested
assets are impaired. Financial assets are impaired when objective evidence demonstrates that a loss event has occurred
after initial recognition of an asset, and that the loss event has an impact of the future cash flows on the asset that can be
estimated reliably.

Objective evidence that financial assets are impaired includes observable data that comes to the attention of the Company of
any significant financial difficulty of the issuer, or significant changes in the environment in which the issuer operates.

All impairment losses are therefore recognised in full in the profit and loss.

Offsetting

Financial assets and liabilities are set off and the net amount presented in the balance sheet when, and only when, the
Company has a legal right to set off the amounts and intends either to settle on a net basis or to realise the asset and settle
the liability simultaneously.
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Significant accounting policies continued

Investment return
Interest income is recognised as it accrued in the income statement, using the EIR method. Realised gains or losses represent
the difference between net sales proceeds and purchase price.

Investment income, realised gains and losses and investment expenses and charges are allocated to the general business
technical account in full.

Unrealised gains and losses on investments represent the difference between the fair value at the balance sheet date and
their purchase price. Movements in unrealised investment gains and losses during the year comprise the increase/decrease
in the reporting period in the value of the investments held at the reporting date and the reversal of unrealised investment
gains and losses recognised in earlier reporting periods in respect of investment disposals of the current period. Movements
in unrealised investment gains and losses are reported in the statement of other comprehensive income.

Functional currencies
The functional currency of the Company is Sterling, with the exception of the branch operations in Ireland, Holland, France
and Germany for which the functional currency is Euro.

Foreign currency translation

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the date of
the transaction. Foreign exchange gains and losses resulting from such transactions and from the retranslation of balance
sheet items at the year end exchange rates are recognised in the non-technical account.

For the branches that have a functional currency different to the Sterling presentational currency, the results and financial
position are translated into Sterling as follows: Balance sheet items are translated at the closing rate as at the balance sheet
date. Income statement items are translated at average monthly exchange rates. All resulting exchange differences are
recognised as in the statement of comprehensive income.

Deferred tax

Deferred tax is provided in full, using the liability method, on temporary differences arising between the tax bases of assets
and liabilities and their carrying amounts in the financial statements. Deferred tax is determined using tax rates and laws that
have been enacted or substantially enacted by the balance sheet date. Deferred tax assets are recognised to the extent that it
is probable that future taxable profits will be available against which the temporary differences can be utilised.

Use of critical judgements, assumptions and estimates

The preparation of financial statements requires the use of significant judgements, assumptions and estimates. The Directors
consider the accounting policies for determining the valuation of insurance liabilities, the valuation of investments and the
valuation of deferred tax assets as being the most critical to an understanding of the Company’s result and financial position.

The most critical estimate included within the Company’s balance sheet is that in respect of losses incurred but not reported.
The total gross estimate within the Company’s balance sheet as at 31 December 2015 was £339.4m (2014 £329.8m).
Estimates for losses incurred but not reported are continually being re-evaluated based on the Company’s claims experience,
developments in the broader industry and expectations of changes in future years. There is though the risk that material
adverse changes to this estimate in future years may have a critical impact on the Company’s reported performance and
financial position.

The Company classes its investments as available for sale and carries those investments at fair value with unrealised gains
and losses being reported through other comprehensive income. Fair value for securities quoted in active markets is the bid
price exclusive of transaction costs. For assets where no active market exists, fair value is determined by referring to recent
transactions. Fair value changes are recognised immediately through equity.

Significant assumptions are required in valuing the Company’s deferred tax asset. The determination and finalisation of
agreed tax assets may not occur until several years after the balance sheet date and consequently the tax asset receivable
may differ from those presently recorded in the financial statements. To the extent that the taxable losses carried forward
exceed taxable temporary timing differences, it is necess