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Individual employees in situ prior to this change will not be disadvantaged by it since, on a transitional basis, they will 

benefit from the banding which preserves their current Hardy contribution level. Over time, however, the new approach will 

serve to reduce Hardy’s cost of pension provision.  The Hardy Group’s normal retirement age is 65.

Executive directors participate in the pension arrangements on the standard terms offered to all employees.  

Total shareholder return

The following graph illustrates the performance of the Hardy group, based on total shareholder returns, compared to two 

indices.  These indices were chosen as follows:

•	 the FTSE all-share so as to review the Hardy group’s performance in the context of the market’s best known index;   

	 and

•		 the FTSE small cap to reflect Hardy’s inclusion in the index with effect from December 2002.  

Service contracts and letters of appointment

The service contract details for Hardy Group executive directors are set out below.  In an attempt to balance the benefits to 

the Group of longevity of notice period, with the potential cost associated with the termination of an employment contract, 

only executive directors have contracts which require 12 months notice of termination on either side.  All other contracts 

of employment issued by the Group have notice periods of 6 months or less.   

Executive Service Contracts

	 Service contracts	 Date of contract		  Notice period	

	 PJ Gage*	 16.05.2007		  12 months

	 JD MacDiarmid	 11.04.2005		  12 months 

	 BJ Merry	 11.04.2005		  12 months

 	 AJ Walker*	 01.01.2002		  12 months
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Non-Executive Letters of Appointment

  

	 Letters of appointment	 Date of letter of appointment		  Unexpired term	

	 DP Mann	 02.12.2008		  35 months

	 RD Abbott*	 01.08.2006		  N/A

	 IE Ivory*	 01.01.2006		  N/A

	 BS Thomas*	 17.03.2007		  N/A

	 PW Bailie	 02.12.2008		  23 months

	 AH Dunkle	 02.12.2008		  35 months

	 JM Cusack	 02.12.2008		  11 months

			

*	 These directors were on the Board of HUG plc which, until 7 February 2008, was the holding company of the Group.   

	 They are not directors of HUB Ltd but are included in the table above for completeness.

Copies of the executive directors’ service contracts and the non-executives’ letters of appointment are available for 

inspection at the Group’s registered office.

It has been agreed that the period of appointment for each non-executive director would be varied to ensure that they did 

not all retire from the Board at the same time.  The terms of each appointment are therefore:

Julian Cusack – 1 year with effect from 2 December 2008

Paul Bailie – 2 years with effect from 2 December 2008

David Mann and Allan Dunkle – 3 years with effect from 2 December 2008

AUDITED INFORMATION

Directors’ remuneration

2008	 Fees	 Benefits	 Share of	 Total

			  and basic	 in kind	 HUB

			  Emoluments		  profit *1

			  £	 £	 £	 £

				 

RD Abbott*2	 30,000	 -	 -	 30,000

P Bailie *3	 33,781	 -	 -	 33,781

J Cusack*3	 33,781	 -	 -	 33,781

A Dunkle*3	 33,781	 -	 -	 33,781

PJ Gage*2	 250,000	 4,990	 492,527	 747,517

IE Ivory*2	 30,000	 -	 -	 30,000

JD MacDiarmid	 186,000	 4,132	 273,626	 463,758

DP Mann	 30,000	 -	 -	 30,000

BJ Merry	 265,000	 5,589	 547,252	 817,841

BS Thomas*2	 32,500	 -	 -	 32,500

AJ Walker*2	 265,000	 5,633	 547,252	 817,885

			  1,189,843	 20,344	 1,860,657	 3,070,844

*1	 The bonus is determined by reference to the 2008 year end profit before tax.  The percentages applicable to PJ Gage,  

	 JD MacDiarmid, BJ Merry and AJ Walker, were 1.35%, 0.75%, 1.5% and 1.5% respectively.  

*2	 These directors were on the Board of HUG plc which, until 7 February 2008, was the holding company of the Group.   

	 They are not directors of HUB Ltd but are included in the table above for completeness.

*3	 The fees of the Bermuda-based non-executive directors are paid in US dollars and have been translated into sterling  

	 using the average rate of exchange for the 2008 year.

DIRECTORS’ REMUNERATION REPORT - Continued
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2007	 Fees	 Benefits	 Share of	 Total

			  and basic	 in kind	 HUG

			  Emoluments		  profit *1

			  £	 £	 £	 £

RD Abbott	 30,000	 -	 -	 30,000

PJ Gage	 230,000	 3,129	 343,062	 576,191

IE Ivory	 30,000	 -	 -	 30,000

JD MacDiarmid	 175,000	 2,789	 205,837	 383,626

DP Mann	 30,000	 -	 -	 30,000

BJ Merry	 250,000	 3,691	 411,675	 665,366

BS Thomas	 32,500	 -	 -	 32,500

AJ Walker	 250,000	 4,084	 411,675	 665,759

			  1,027,500	 13,693	 1,372,249	 2,413,442

*1	 The bonus is determined by reference to the 2007 year end profit before tax.  The percentages applicable to PJ Gage,  

	 JD MacDiarmid, BJ Merry and AJ Walker, were 1.25%, 0.75%, 1.5% and 1.5% respectively.  

The basic emoluments of PJ Gage, JD MacDiarmid, BJ Merry and AJ Walker relate to executive services provided to the 

Group and its subsidiaries.

The emoluments for all of the non-executive directors are in respect of fees payable in their capacity as non-executive 

directors of HUG or HUB as appropriate.

Benefits-in-kind to executive directors consist of healthcare cover, travel and life insurance.

Outside appointments

Non-executive directors are free to undertake outside appointments as they see fit, having regard to time commitments 

and the potential for conflicts of interest.  They retain any fees payable in respect of such appointments.  Executive 

directors are not encouraged to accept any substantive non-executive appointments unless these involve participation in 

Lloyd’s committees or other bodies which are directly of relevance and benefit to Hardy.  Fees from outside appointments 

of this kind are normally payable to the Hardy Group, rather than being retained by the employee concerned.  Fees of 

£31,500 payable to BJ Merry in 2008 in her capacity as a member of the Council of Lloyd’s were paid to Hardy. 

Pension contributions

The contributions made in respect of the executive directors during the year are set out below:

					    2008	 2007

					    £	 £

PJ Gage *			   62,500	 57,500

JD MacDiarmid			   37,200	 30,625

BJ Merry			   66,250	 62,500

AJ Walker* 			   79,500	 75,000

			

	  			     245,450	 225,625

*	 These directors were on the Board of HUG plc which, until 7 February 2008, was the holding company of the Group.   

	 They are not directors of HUB Ltd but are included in the table above for completeness.

No contributions were made on behalf of any non-executive directors.

The total cost to HUB for the pension arrangements in respect of all employees, including executive directors, amounts 

to £1,336,922 being 12% of total remuneration including all bonuses and benefits (2007: £1,093,502: 10% of total 

remuneration).
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Share options

	 Director	 1 Jan 2008	 Options	 Options	 31 Dec	 Exercise	 Issue	 Lapse	 Scheme

			   Granted	 Exercised	 2008	 Price £	 Date	 Date	

	 JD MacDiarmid	 10,060	 -	 -	 10,060	 2.485	 31/3/04	 31/3/14	 Approved

	 JD MacDiarmid	 4,639	 -	 -	 4,639	 2.01	 02/5/06	 02/5/09	 SAYE

	 BJ Merry	 4,639	 -	 -	 4,639	 2.01	 02/5/06	 02/5/09	 SAYE

	 AJ Walker*	 4,639	 -	 -	 4,639	 2.01	 02/5/06	 02/5/09	 SAYE

	 P J Gage*	 -	 3,533	 -	 3,533	 2.66	 30/4/08	 30/4/11	 SAYE

*	 These directors were on the Board of HUG plc which, until 7 February 2008, was the holding company of the Group.  

	 They are not directors of HUB Ltd but are included in the table above for completeness.

No options were exercised by directors during the year.  

The total number of shares which are currently subject to option under the approved and unapproved schemes are set 

out below: 

Date of issue	 Option price	 Approved	 Unapproved	 SAYE

29 March 1999	 1.375	 5,818	 -	 -

04 April 2001	 1.275	 6,275	 -	 -

25 April 2002	 1.675	 17,910	 8,358	 -

01 July 2003	 2.175	 29,196	 17,012	 -

31 March 2004	 2.485	 43,660	 21,126	 -

02 May 2006	 2.01	 -	 -	 69,952

02 May 2007	 2.607	 -	 -	 14,494

30 April 2008	 2.66	 -	 -	 17,338

Total shares subject to option		  102,859	 46,496	 101,784

The mid-market price of the Group’s shares at the end of the year was £2.62 per share (2007: £2.92) and the high and 

low prices for the 2008 year were £3.16 and £2.09 respectively.

Deferred annual bonus scheme awards

The interests of the executive directors in the deferred annual bonus scheme are set out below:

		 Director	 Number of shares 		  Maximum matching

			  purchased 		  potential

					    (number of shares)

		  2006	 2007	 2008	 2006	 2007	 2008

	 PJ Gage*	 -	 34,736	 38,402	 -	 34,736	 38,402

	 JD MacDiarmid	 16,386	 14,912	 23,041	 16,386	 14,912	 23,041

	 BJ Merry	 36,451	 29,825	 46,083	 36,451	 29,825	 46,083

	 AJ Walker*	 29,553	 29,825	 46,083	 29,553	 29,825	 46,083

 

*	 These directors were on the Board of HUG plc which, until 7 February 2008, was the holding company of the Group.   

	 They are not directors of HUB Ltd but are included in the table above for completeness.

The shares purchased are held in trust until matching occurs, the level of any matching being determined over a three year 

period as described earlier in this report.  The scheme commenced in 2006, and the first vesting of matching shares will 

occur in 2009.  The performance criteria have been met in full, so there will be maximum matching.

DIRECTORS’ REMUNERATION REPORT - Continued
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Performance share plan

Awards made to executive directors under the performance share plan are set out below:

					    2007	 2008

					    No. of shares	 No. of shares

	 PJ Gage*			   60,954	 69,962

	 JD MacDiarmid			   46,378	 52,052

	 BJ Merry			   66,254	 74,160

	 AJ Walker*			   66,254	 74,160

*	 These directors were on the Board of HUG plc which, until 7 February 2008, was the holding company of the Group.   

	 They are not directors of HUB Ltd but are included in the table above for completeness.

These awards represent the maximum number of shares which are capable of vesting after a three year period, subject to 

meeting the plan’s performance conditions.

Approval of Directors’ Remuneration Report

The Directors’ Remuneration Report was approved on 26 February 2009. 
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Introduction

Whilst domiciled and operating from Bermuda, the Board of HUB is committed to maintaining the standards of corporate 

governance established by the Financial Reporting Council in the UK under the  Combined Code.  This report and the 

Directors’ Remuneration Report together explain how the Group has applied the principles of the Combined Code during 

2008.  In the opinion of the Group, it is operating in accordance with the principles on which the Code is based.  

Hardy’s overall approach to governance is to address both the requirements of the Code itself and to take an enterprise-

wide approach to risk management, taking into account best practice from the insurance industry and the broader 

business community.

Attendance record of the directors at the Board and Committees

			  Board	 Audit	 Nomination	 Remuneration

		  No. of	 No.	 No. of	 No.	 No. of	 No.	 No. of	 No.

		  Meetings	 Attended	 Meetings	 Attended	 Meetings	 Attended	 Meetings	 Attended

DP Mann	 *5	 5	 2	 2	   1	 1	 3	 3

P Bailie	 5	 5	 2	 2	 *1	 1	 3	 3

J Cusack  **	 5	 4	 *2	 2	 1	 1	 3	 3

A Dunkle	 5	 5	 2	 2	 1	 1	 *3	 3

JD MacDiarmid	 5	 5						    

BJ Merry	 5	 5						    

*	 Chairman

**	 Senior independent director

The column headed “number of meetings” indicates the number of meetings held for which each director was eligible  

to attend.

Four quarterly Board meetings were held in 2008, with a further one arranged to address, amongst other matters, the sign 

off on the HUG accounts. In addition, a planning and strategy session was held in May.  The subsidiary operating board 

(HUA) held six scheduled meetings during 2008.

As senior independent director, Julian Cusack was available to look into concerns or issues raised by Hardy shareholders, 

as well as taking an independent view of the performance of the Chairman.  The Board also attended the Shareholders 

lunch, held in the UK, during which they were available for discussions with shareholders.

The Board exercises control over all strategic and operational aspects of the business.  In practice, it delegates some of 

its powers to committees and also to the board of its wholly owned subsidiary, HUA.  There are nevertheless a number of 

matters which are reserved exclusively for decision by the Board and these are reviewed and updated at least annually.  

For information, they are scheduled in detail on the Hardy website.

Directors’ Responsibility

The Board is very aware of its duty to produce a balanced assessment of the financial activities of the business which it 

does through formal financial statements and also via other public reports.  It attempts to do this thoroughly and openly, 

with particular emphasis on ensuring that the reports are not misleading and that they provide meaningful information for 

the reader.  The Board also recognises its duty to the Bermuda Monetary Authority (“BMA”), to Lloyd’s and to the Financial 

Services Authority (“FSA”) to maintain its financial systems in accordance with, and to the standards laid out in, relevant 

regulations and guidance, recognising that any such systems are designed to manage rather than eliminate the risk of 

failure to achieve business objectives.  The Board recognises that this framework can only provide reasonable assurance 

against material misstatement or loss.  

The auditor’s responsibility for reporting on the financial statements and on the manner in which the directors have 

discharged their obligations is set out in the Independent Auditor’s Report to the Members of Hardy Underwriting Bermuda 

Limited on pages 52 and 53.

Corporate governance report
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The day-to-day management of the underwriting business is delegated to HUA, the board of which is responsible to 

Lloyd’s, the FSA and to the Group board for monitoring the proper performance of the underwriting business.  In carrying 

out this responsibility, the HUA board has regard to the regulatory framework within which the business operates.  

The Board is supported by the Company Secretary who has responsibility for ensuring that appropriate information, 

which is adequate to enable the Board to discharge its duties and to oversee the business effectively, is provided by 

the committees and by the executive team on a timely basis.  In addition, Board members are able to take independent 

professional advice on any matter at the company’s expense, subject to prior notification to (but not approval of) the 

Chairman of the Audit Committee.

All Board members are regularly provided with a memorandum of their responsibilities as directors of a listed company 

and also of their duties of disclosure, confidentiality and collective responsibility.  The terms of reference of Board members 

are available for inspection at the company’s registered office.  Furthermore, the contracts of employment of the executive 

directors and the appointment letters of the non-executive directors are available for inspection, including at annual 

general meetings.

Board members are actively encouraged to maintain and, where necessary, to upgrade their skills and knowledge base 

so as to ensure that they remain effective in the performance of their duties.

Board evaluation

Evaluation of the performance of the Group boards and committees is subject to a formal board evaluation questionnaire.

 

Effectiveness was assessed in 2008 via this evaluation process which addressed a number of issues, including the extent 

to which:

•	 the Board has met the specific annual objectives which it set itself;

•	 the Board has furthered its strategic aims; and 

•	 the Board has assessed, managed and mitigated the risks which the business faces.

The questionnaire also addresses the quality of decision making, adequacy and appropriateness of the Board’s skill mix, 

together with communications and relationships amongst Board members and between the Board and its stakeholders.

The conclusion from the reviews was that both the Board and committees perform well against the objectives set and are 

working effectively in meeting both business and regulatory needs.

The satisfaction levels of stakeholders in the business are an important part of the success criteria taken into account by 

the Board and accordingly, feedback from stakeholders is routinely sought.

Any areas where the evaluation process suggests that improvements could be made are fed into the current year’s 

objectives and into the Group risk register.  

For individual directors, performance evaluation is undertaken by reference to their contribution and overall performance as 

compared to their responsibilities and duties.  For executive directors and for the Chairman, this is supported by a formal 

appraisal process under which specific objectives are set and monitored.  The Chairman is responsible for overseeing the 

evaluation process and the senior independent director is responsible for the evaluation of the Chairman.

Board appointment and re-election

The Nomination Committee is responsible for recommending board appointments and re-elections. Accordingly, it 

recommended the renewal of all the non-executive directors’ terms of office in December 2008. The Board is satisfied 

that all of these individuals have sufficient time available to commit to their HUB Board duties and that such duties 

are fulfilled adequately and has, therefore, accepted this recommendation. Apart from the executive directors, whose 

time commitments to the Group are 100%, there are no contractual arrangements in place as regards minimum time 

commitments for non-executive directors.  Nevertheless, as can be seen from the table above, the time allocation by 

non-executives for attendance at Board meetings or committee meetings is very good, with non-executives making 

themselves available as required.    



 50  |  Report & Accounts 2008

In accordance with the Company’s Bye-Laws, one third of the directors of the company must retire at each Annual 

General Meeting.  Paul Bailie and Jamie MacDiarmid will stand down at the HUB annual general meeting on 20 May 

2009 and, being eligible, will offer themselves for re-election by the shareholders.  They both continue to make a valuable 

contribution and the Board is, therefore, recommending them for re-election at the AGM in May.

Board independence

All non-executive directors who served during 2008 were independent.

David Mann was independent at the time of his appointment to the Group Board on 22 June 2005 and on appointment 

as Chairman with effect from 1 January 2006.  We understand that Pensions Investment Research Consultants Ltd 

(“PIRC”) takes the view that a chairman, once appointed, can no longer be considered to be independent and that he is 

therefore ineligible to be a member of the Audit or Remuneration Committee.  We take the opposite view and believe that 

an individual of David’s standing and business acumen can only add to the proceedings at such committees and that the 

business would be considerably poorer without his involvement.

All of the directors have disclosed fully their other commitments and non-executive directorships.  There are no such 

commitments or business relationships which have the potential to create unmanageable conflicts, nor which have the 

ability to intrude upon the directors’ obligations to HUB.  Julian Cusack, Paul Bailie and Allan Dunkle all retain any earnings 

which arise in respect of their other directorships.  Fees earned by Barbara Merry by virtue of her position as a member of 

the Council of Lloyd’s are retained by the Group.  

Principal Committees

As referred to above, some of the Board’s powers are delegated to key committees, the most important of which are 

reviewed briefly below.  

Finance Committee

The Finance Committee is chaired by the Finance Director, and also includes the Chief Executive.

 

The Finance Committee meets quarterly and focuses on overseeing the key financial issues affecting the business.  It 

provides recommendations on the Group’s investment strategy, asset allocation, investment performance and foreign 

exchange exposure.  It also assists the Board in monitoring key performance indicators, including expenditure, cash flows 

and working capital.  

 

Finance Committee meetings are routinely attended by Hardy’s investment advisers, Meridian Investment Performance 

Services, who provide support and benchmark analysis in relation to investment performance as well as giving investment 

advice.  Our main investment managers also attend meetings periodically to report on the performance of investments 

and the market in general.  

Audit Committee

The senior independent director chairs the Audit Committee, the membership of which is restricted to non-executive 

directors.  

The external auditors, KPMG, usually attend meetings and, if appropriate and necessary, the executive directors also 

attend.  In practice, meetings routinely include the Chief Executive and Finance Director.  The committee reviews and 

reports to the Board on the company’s financial statements. Its role in monitoring the integrity of the financial statements 

is performed by detailed analysis of the primary statements and by challenging and probing the executive team and the 

external auditors.  The external auditors have direct access to the committee, without the presence of the executive 

directors, for independent discussion.

Of increasing significance to the business, the Committee also takes responsibility for oversight of the company’s internal 

financial control and risk management systems.  This includes Hardy’s Individual Capital Assessment model, as required 

by the FSA and Lloyd’s, and the development and maintenance of the company’s risk register.  The group internal auditor 

has a direct reporting line to the Chairman of the Audit Committee and presents to the committee in person at least 

annually in addition to providing quarterly written reports and copies of all internal audit reports.  

Corporate governance report - continued
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As reported last year, the Committee is responsible for making recommendations to the Board as regards the appointment 

and remuneration of the external auditors.  The Committee is not averse to using the external auditors for non-audit work 

but would normally request that major projects or issues be subject to a tender process.  Accordingly, KPMG would not be 

specifically excluded from providing non-audit services but would need to demonstrate, by reference to objective criteria, 

that it would be most likely to provide the best service and value for money.  

Furthermore, at all times, the Committee is conscious of the need to balance KPMG’s experience and knowledge of the 

business with the maintenance of auditor independence.  During 2008, fees of £103,000 were paid to KPMG for non audit 

services.  These included £48,000 for tax advisory and compliance services, £46,000 for regulatory advisory services, and 

£9,000 for other advisory work.

Nomination Committee

The Nomination Committee is chaired by Paul Bailie and it includes all of the non-executive directors.  

It is responsible for succession planning and for identifying and nominating candidates for directorships on the Board.  

There is a formal procedure in place for senior appointments within the business and particularly for Board appointments.  

The key is to identify the responsibilities and duties associated with the role and to ensure that potential candidates are 

competent in that regard, and that they thoroughly understand the obligations placed upon them.

The Nomination Committee is also involved in the renewal of non-executive directors’ letters of appointment, both for the 

HUB Board and for subsidiary company boards. 

  

Remuneration Committee 

The Committee’s responsibilities are addressed in the Directors’ Remuneration Report.

Going concern

The Board has satisfied itself that the Group has adequate resources to continue in operation for the foreseeable future.  

These financial statements are accordingly prepared on a going concern basis.

Summary

The directors are responsible for the maintenance and integrity of the corporate and financial information included on the 

company’s website.

The regime in place within the Group is considered by the Board to be appropriate for the current and planned scale of 

operations.  The Board considers it appropriate to continue to outsource certain key functions, namely syndicate book-

keeping and investment management, on the grounds that, to do otherwise, would add unnecessary cost and complexity 

to the organisation.

The Board has satisfied itself that the Group has been fully compliant with the Combined Code throughout 2008.  
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Report of the independent registered public accounting firm to the Board of Directors 

and the shareholders of Hardy Underwriting Bermuda Limited

We have audited the accompanying consolidated financial statements of Hardy Underwriting Bermuda Limited (‘the 

Company’) on pages 54 to 97 which comprise the consolidated balance sheet as at 31 December 2008 and the 

consolidated income statement, consolidated statement of changes in equity and consolidated cash flow statement for 

the year then ended, and a summary of significant accounting policies and other explanatory notes. 

In addition to our audit of the consolidated financial statements, the Directors have engaged us to audit the information in 

the Directors’ Remuneration Report that is described as having been audited, which the Directors have decided to prepare 

(in addition to that required to be prepared) as if the Company were required to comply with the requirements of Schedule 

7A to the UK Companies Act 1985.

Management’s responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in 

accordance with International Financial Reporting Standards as adopted by the EU.  This responsibility includes designing, 

implementing and maintaining internal controls relevant to the preparation and fair presentation of financial statements 

that are free from material misstatements, whether due to fraud or error, selecting and applying appropriate accounting 

policies, and making accounting estimates that are reasonable in the circumstances.

Auditors’ responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit and, under 

the terms of our engagement letter, to audit the part of the Directors’ Remuneration Report that is described as having  

been audited. 

We conducted our audit in accordance with International Standards on Auditing.  Those standards require that we comply 

with relevant ethical requirements and plan and perform the audit to obtain reasonable assurance as to whether the 

financial statements and the part of the Directors’ Remuneration Report to be audited are free of material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated 

financial statements and the part of the Directors’ Remuneration Report to be audited.  The procedures selected depend 

on our judgement, including the assessment of the risks of material misstatement of the financial statements and the part 

of the Directors’ Remuneration Report to be audited, whether due to fraud or error.  In making those risk assessments, we 

consider internal control relevant to the entity’s preparation and fair presentation of the consolidated financial statements 

and the part of the Directors’ Remuneration Report to be audited in order to design audit procedures that are appropriate 

in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.  

An audit also includes evaluating the appropriateness of accounting principles used and the reasonableness of accounting 

estimates made by management, as well as evaluating the overall presentation of the consolidated financial statements 

and the part of the Directors’ Remuneration Report to be audited. 

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

In addition to our audit of the consolidated financial statements, the Directors have engaged us to review their Corporate 

Governance Statement as if the Company were required to comply with the Listing Rules of the Financial Services Authority 

in relation to those matters.  We review whether the Corporate Governance Statement reflects the Company’s compliance 

with the nine provisions of the 2006 Combined Code specified for our review by those rules, and we report if it does not.  

We are not required by the terms of our engagement to consider whether the Board’s statements on internal control cover 

all risks and controls, or to form an opinion on the effectiveness of the Group’s corporate governance procedures or its 

risk and control procedures. 

Independent auditors’ Report to the members of hardy  
underwriting Bermuda limited
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We also read the other information contained in the Report and Accounts and consider whether it is consistent with 

the audited financial statements.  We consider the implications for our report if we become aware of any apparent 

misstatements or material inconsistencies with the financial statements.  Our responsibilities do not extend to any  

other information.

Opinion

In our opinion:

•	 the consolidated financial statements give a true and fair view of the consolidated financial position of the Company  

	 as at 31 December 2008, and of its consolidated financial performance and its consolidated cash flows for the year  

	 then ended in accordance with International Financial Reporting Standards as adopted by the EU; and 

•	 the part of the Directors’ Remuneration Report which we were engaged to audit has been properly prepared in  

	 accordance with Schedule 7A to the UK Companies Act 1985, as if those requirements were to apply to  

	 the Company.

KPMG
Hamilton, Bermuda

26 February 2009
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				    Year ended	 Year ended

			   Notes	 31 December 	 31 December

				    2008	 	 2007

				    £’000		 £’000

				  

Insurance premium revenue		  5	 153,740		 129,940

Reinsurance premiums		  5	 (32,941)	 (21,340)

Net insurance premium revenue			   120,799		 108,600

				  

Financial income		  6	 7,790		 6,234

Other operating income		  7	 284		 587

Net income			   128,873		 115,421

				  

Claims incurred		  8	 (89,632)	 (58,892)

Reinsurers’ share of claims incurred		  8	 19,991		 8,617

Net claims incurred			   (69,641)	 (50,275)

				  

Expenses incurred in insurance activities 		  9	 (23,571)	 (37,160)

Other operating expenses		  10	 (10,853)	 (7,752)

Total operating expenses		  	 (104,065)	 (95,187)

				  

Operating profit		  	 24,808		 20,234

Finance charges 		  12	 (1,715)	 (1,966)

				  

Profit before tax			   23,093		 18,268

Income tax expense		  13	 (3,592)	 (4,674)

				  

Profit for the year			   19,501		 13,594

				  

Earnings per share (pence)				  

Basic		  14	 55.4		 38.4

Diluted		  14	 53.8		 38.4

				  

All of the operations relate to continuing activities during the current and previous year.

CONSOLIDATED INCOME STATEMENT
For the year ended 31 December 2008
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CONSOLIDATED balance sheet
As at 31 December 2008

				    As at	 As at

			   Notes	 31 December 	 31 December

				    2008	 2007

				    £’000	 £’000

				  

Assets				  

Intangible assets		  16	 15,509	 15,509

Property, plant and equipment		  17	 1,868	 1,648

Reinsurance assets				  

- Reinsurers’ share of outstanding claims		  26	 37,167	 30,240

- Reinsurers’ share of unearned premium		  26	 9,687	 7,999

Deferred acquisition costs		  19	 24,423	 20,060

Trade and other receivables		  20	 83,982	 53,452

Current income tax assets			   6,784	 4,970

Prepayments and accrued income			   3,204	 1,884

Investments at fair value		  21	 129,758	 109,491

Cash and cash equivalents		  22	 105,070	 63,919

				  

Total assets			   417,452	 309,172

				  

Equity				  

Share capital 		  23	 7,152	 7,142

Share premium		  23	 -	 42,258

Contributed surplus		  23	 42,349	 -

Other reserves		  24	 2,348	 1,504

Retained earnings			   49,880	 34,304

				  

Total equity			   101,729	 85,208

				  

Liabilities				  

Financial liabilities – subordinated debt		  25	 20,256	 14,643

Insurance liabilities				  

- Outstanding claims		  26	 146,299	 99,897

- Unearned premium		  26	 92,325	 73,294

Deferred income tax liabilities		  27	 8,471	 9,833

Trade and other payables		  28	 41,914	 23,668

Current tax liabilities		  29	 6,458	 2,629

Total liabilities			   315,723	 223,964

Total equity and liabilities			   417,452	 309,172

Net assets per share (£)		  30	 £2.90	 £2.42

Net tangible assets per share (£)		  30	 £2.45	 £1.98

				  

The financial statements were approved on 26 February 2009 and signed on behalf of the Board.

Barbara J Merry		 Jamie D MacDiarmid

Chief Executive		 Finance Director
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			   Share 	 Share	 Contributed	 Other	 Retained	 Total

			   capital 	 Premium	 Surplus	 reserves	 earnings

		  Note	 £’000	 £’000	 £’000	 £’000	 £’000	 £’000

Shareholders’ equity at 		  7,142	 42,258	 -	 1,504	 34,304	 85,208

1 January 2008							     

Proceeds of shares issued in relation		  10	 91	 -	 -	 -	 101

to share options exercised	

Share-based payments	 24	 -	 -	 -	 992	 -	 992

Employee Benefit Trust holding	 24	 -	 -	 -	 (148)	 -	 (148)

Transfer on reverse acquisition 	  	 -	 (42,349)	 42,349	 -	 -	 -

Profit for the year		  -	 -	 -	 -	 19,501	 19,501

Dividends	 15	 -	 -	 -	 -	 (3,925)	 (3,925)

Shareholders’ equity at 	 	 7,152	 -	 42,349	 2,348	 49,880	 101,729

31 December 2008		

For the year ended 31 December 2007

				    Share 	 Share	 Other	 Retained	 Total

				    capital 	 Premium	 reserves	 earnings

			    Note	 £’000	 £’000	 £’000	 £’000	 £’000

Shareholders’ equity at 			   7,103	 41,925	 2,395	 25,374	 76,797

1 January 2007							     

Sale of own shares			   -	 -	 1	 -	 1

Proceeds of shares issued in relation			   39	 333	 -	 -	 372

to share options exercised	

Share-based payments		  24	 -	 -	 416	 -	 416

Employee Benefit Trust holding		  24	 -	 -	 (1,308)	 -	 (1,308)

Profit for the year			   -	 -	 -	 13,594	 13,594

Dividends		  15	 -	 -	 -	 (4,664)	 (4,664)

Shareholders’ equity at 31			   7,142	 42,258	 1,504	 34,304	 85,208

December 2007

		

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY 
For the year ended 31 December 2008
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		  Year ended	 Year ended

		  31 December 	 31 December

		  2008	 2007

		  £’000	 £’000

				  

Profit before tax		  23,093	 18,268

		

Depreciation of property, plant and equipment		  455	 293

Interest and equity dividend income		  (8,885)	 (7,776)

Net unrealised gains on investments		  (2,288)	 795

Foreign exchange gains		  (23,625)	 148

Share-based payments		  992	 416

Finance charges		  1,715	 1,966

Change in underwriting balances		  36,704	 18,958

Sales / (purchases) in investments		  4,564	 (33,417)

(Increase) in debtors and prepayments		  (2,852)	 (1,935)

Increase in creditors and accruals		  12,955	 2,066

			 

Cash generated from / (utilised by) operations		 42,828	 (218)	

		

Interest received		  8,827	 7,706

Equity dividend received		  58	 70

Disposal of own shares		  -	 1

Income tax paid		  (2,680)	 (2,304)

			 

Net cash generated from operating activities		  49,033	 5,255

			 

Cash flows from investing activities			 

Purchase of property, plant and equipment		  (674)	 (1,202)

			 

Cash used in investing activities		  (674)	 (1,202)

			 

Cash flows from financing activities			 

Dividends paid		  (3,925)	 (4,664)

Cash received from issue of shares		  101	 372

(Purchase) of own shares		  (148)	 (1,308)

Finance charges		  (1,715)	 (1,966)

			 

Net cash from financing activities		  (5,687)	 (7,566)	

			 

Net increase / (decrease) in cash and cash equivalents	 42,672	 (3,513)

			 

Cash and cash equivalents at beginning of year		  63,919	 67,274

Effect of exchange rate fluctuations on cash and cash equivalents	 (1,521)	 158

Cash and cash equivalents at end of year		  105,070	 63,919

				  

CONSOLIDATED CASH FLOW STATEMENT
For the year ended 31 December 2008
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1	Summa ry of significant accounting policies

Hardy Underwriting Bermuda Limited is a company domiciled in Bermuda. The financial statements of the Company for 

the twelve month period ended 31 December 2008 relate to the Company and its subsidiaries (together referred to as the 

“Group”).  The financial information has been prepared in accordance with Bermudian law.

The principal accounting policies applied in the presentation of these financial statements are set out below.  These 

accounting policies have been consistently applied to all the years presented, unless otherwise stated.

The financial statements are presented in pounds sterling, rounded to the nearest thousand, unless otherwise stated.

	 a.	 Basis of preparation

		S  tatement of compliance

	

		  The group consolidated financial statements are prepared in accordance with International Financial Reporting  

		  Standards (“IFRS”) as adopted by the European Union (“EU”) that are effective at 31 December 2008.

		  Hardy Underwriting Bermuda Limited was incorporated under the laws of Bermuda on 17 October 2007.  With  

		  effect from 6 February 2008, under a scheme of arrangement involving a share exchange with the members of  

		  Hardy Underwriting Group plc, the company became the new holding company of the Hardy Group. 

		  Throughout the period from incorporation to 6 February 2008, Hardy Underwriting Bermuda Limited was a  

		  shell company with no material revenues or assets and did not constitute a “business” as defined by IFRS 3  

		  Business Combinations.  Consequently, due to the relative values of both companies, the shareholders of Hardy  

		  Underwriting Group plc immediately before the share exchange, in effect acquired 100 per cent of the share  

		  capital of Hardy Underwriting Bermuda Limited on completion of the transaction. 

		  In order to appropriately reflect the substance of the transaction outlined above, the new holding company has  

		  been accounted for using the reverse acquisition principles outlined in IFRS 3.  Hardy Underwriting Group  

		  plc is deemed to be the acquirer for accounting purposes and the legal parent company, Hardy Underwriting  

		  Bermuda Limited, is treated as a subsidiary whose identifiable assets and liabilities are incorporated into the Group  

		  at fair value.   

		  The Group’s financial statements are issued in the name of the legal parent company, Hardy Underwriting Bermuda  

		  Limited.  As a consequence of applying reverse acquisition accounting, the results for the twelve months  

		  ended 31 December 2008 represent a continuation of the consolidated activities of Hardy Underwriting Group  

		  plc for the year ended 31 December 2008 together with those of Hardy Underwriting Bermuda Limited from 6  

		  February  2008.  The consolidated balance sheet as at 31 December 2008 reflects the issued share capital and  

		  contributed surplus of Hardy Underwriting Bermuda Limited.  The comparative figures are those of Hardy  

		  Underwriting Group plc, as originally reported for the year to 31 December 2007.  In accordance with Bermudian law  

		  the previously reported share premium reserve is presented as contributed surplus.  The comparative earnings per 

		  share are not altered by the application of IFRS 3.

		  The International Accounting Standards Board (IASB) has released amendments to a number of standards. All  

		  of those refered to below have not been early adopted but are expected to be of relevance in future accounting  

		  periods. They are not however, anticipated to have any significant impact on the future consolidated statements of  

		  the Group.

		  IAS 1 (amended) “Presentation of Financial Statements”

		  IFRS 2 (amended) “Share based payments”

		  IAS 23 (amended)  “Borrowing costs”

		  IAS 27 (amended) “Consolidated and Separate Financial Statements”

		  IAS 32 (amended) “Financial Instruments : Presentation”

		  IAS 39 (amended) “Financial Instruments: Recognition and Measurement – Eligible Hedged Items”

		  IFRIC 16 “Hedges of a Net Investment in a Foreign Operation”

Notes to the consolidated financial statements



Report & Accounts 2008  |  59

		  At the date of approval of these financial statements, IFRS 8 Operating Segments had been published by the IASB  

		  and adopted by the EU but was not yet effective.  The directors anticipate that the adoption of IFRS8 in future  

		  periods will have no material impact on the financial statements except for additional disclosures.

		  Measurement convention

	

		  The consolidated financial statements are prepared on the historical cost basis, as modified by the revaluation of  

		  financial instruments at fair value through the income statement.

		  Estimates

		  The preparation of financial statements in conformity with IFRS requires management to make judgements,  

		  estimates and assumptions that affect the application of policies and reported amounts of assets and liabilities,  

		  income and expenses.  The estimates and associated assumptions are based on historical experience and  

		  various other factors that are believed to be reasonable under the circumstances, the results of which form the  

		  basis of making the judgements about carrying values of assets and liabilities that are not readily apparent from  

		  other sources.  Actual results may differ from these estimates.  The areas involving a high degree of judgement  

		  or complexity, or areas where assumptions and estimates are so significant to the consolidated financial  

		  statements, are disclosed in note 2.

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

		  are recognised in the year in which the estimate is revised if the revision affects only that year, or in the year of the  

		  revision and future years if the revision affects both current and future years.

b.	Basis of consolidation

		  Subsidiaries are all entities over which the Group has the power, directly or indirectly, to govern their financial  

		  and operating policies so as to obtain benefits from their activities.  In assessing control, potential voting rights  

		  that presently are exercisable or convertible are taken into account.  The financial statements of subsidiaries  

		  are included in the consolidated financial statements from the date that control commences until the date that  

		  control ceases.

		  Intra-group transactions, balances and unrealised gains arising from intra-group transactions are eliminated in  

		  preparing the consolidated financial statements.

c.	Segmental reporting

		  A segment is a distinguishable component of the Group that is engaged either in providing products or services  

		  (business segment), or in providing products or services within a particular economic environment (geographical  

		  segment) and which is subject to risks and rewards that are different from those of other segments.

d.	Foreign currency translation

		  The functional currency used in the financial statements is sterling, being the currency of the primary economic  

		  environment of the Group.  The consolidated financial statements are presented in pounds Sterling, being the  

		  presentational currency for the Group.

		  Transactions in US dollars, Canadian dollars and Euros are translated into sterling at the average rates ruling  

		  during the reporting period.  Underwriting transactions denominated in other foreign currencies are translated into  

		  sterling using the exchange rates prevailing at the date of the transaction.

		  Monetary items are translated at rates of exchange ruling at the balance sheet date.  This creates a foreign  

		  exchange gain or loss between the net assets translated at closing rates and the profit for the period which  

		  is derived by reference to average rates.  The foreign exchange gain or loss is credited or charged to the  

		  income statement.
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		  Non-monetary assets and liabilities denominated in foreign currencies, including unearned premiums and deferred  

		  acquisition costs, are recorded in sterling at the rate prevailing at the time of initial recognition and are not  

		  subsequently restated.

		  The rates of exchange used in these financial statements are as follows:

	

		  Average exchange rates	 2008	 2007

				  

		  US dollar	 1.85	 2.00

		  Canadian dollar	 1.96	 2.15

		  Euro	 1.26	 1.46

 

		  Closing exchange rates	 2008	 2007

				  

		  US dollar	 1.44	 1.99

		  Canadian dollar	 1.77	 1.96

		  Euro	 1.03	 1.36

e.	Insurance contracts

		  Insurance contracts are those contracts that transfer significant insurance risk at the inception of the contract.   

		  Insurance risk is transferred when an insurer agrees to compensate a policyholder if a specified uncertain future  

		  event adversely affects the policyholder.

		  Insurance premium revenues

		  Insurance premium revenues comprise the proportion of premiums written that are earned in the period.

		  Gross premiums written represent premiums notified as due to the syndicate by brokers up to the balance sheet  

		  date in respect of contracts incepting in the financial year, including estimates for ‘pipeline premiums’, together  

		  with adjustments to premiums written in prior accounting periods.  Gross premiums written are stated before the  

		  deduction of commissions but are exclusive of taxes, duties levied on premiums and other deductions.  

		  Premiums are earned over the period of risk under the policy.  The provision for unearned premiums represents  

		  the proportion of gross premium written which is estimated to relate to exposures in subsequent financial periods.   

		  The provision is calculated separately for each insurance contract on the 24ths or 365ths basis.  Where the  

		  incidence of risk varies during the term of the contract and where this would have a material effect on earnings,  

		  the provision is based upon the estimated risk profile of the business written.

		  Premiums ceded to reinsurers are accounted for in the same accounting period as the related direct insurance or  

		  inwards reinsurance business except in relation to excess of loss contracts, where the premium is charged  

		  over the period of cover.  The provision for reinsurers’ share of unearned premiums represents that part of  

		  reinsurance premiums ceded which is estimated to be earned in subsequent accounting periods.

		  Claims and reinsurers’ share of claims

		  Claims incurred represent the cost of claims and claims handling expenses paid during the financial year, together  

		  with the movement in provisions for outstanding claims and future claims handling provisions.  Reinsurance  

		  recoveries are accounted for in the same period as the incurred claims for the related business.

		  The provision for claims outstanding comprises amounts set aside for notified claims and claims incurred but not  

		  reported (“IBNR”). The IBNR amount is based on estimates calculated using statistical techniques which are  

		  reviewed by external consulting actuaries. The techniques generally use projections, based on past experience,  

		  of the development of claims over time, to form a view of the likely ultimate claims to be experienced. In addition  

		  factors such as knowledge of specific events and terms and conditions of policies are taken into account.  For  

		  more recent underwriting, consideration is given to the variations in the business portfolio accepted and the  

		  underlying terms and conditions. Where a higher degree of volatility arises from projections, estimates may be  

		  based in part on rating and other models of the business accepted and on assessments of underwriting conditions.   
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		  The critical assumption used when estimating claims provisions is that past experience is a reasonable predictor  

		  of likely future claims development and that the rating and other models used to analyse current business are a  

		  fair reflection of the likely level of ultimate claims to be incurred.

		  The reinsurers’ share of provisions for claims is based on calculated amounts for outstanding claims and  

		  projections for IBNR, net of estimated irrecoverable amounts, having regard to the reinsurance programme in  

		  place for the class of business, the claims experience for the year and also the current security rating of the  

		  reinsurance companies involved. Statistical techniques are used to assist in making these estimates.

		  Every effort is made to ensure that all claims incurred are adequately provided for but adjustments may be  

		  necessary in later periods as a result of subsequent information and events.  Any adjustments to original provisions  

		  are made in the financial period in which the need for a change in provision becomes apparent.

		  Liability adequacy test

		  At each reporting date an assessment is made to determine whether recognised insurance liabilities are adequate.   

		  If that assessment shows that the carrying amount of insurance liabilities (less related acquisition costs) is  

		  inadequate in the light of estimated future cash flows, the entire deficiency is recognised in the income statement  

		  via firstly, the impairment of any associated deferred acquisition costs and, where these are fully depleted, via the  

		  provision for unexpired risks.  The provision for unexpired risks is calculated separately by reference to classes  

		  of business which are managed together, after taking into account relevant investment return.

f.	F inancial income

		  Financial income comprises interest income, dividend income and fair value gains and losses on financial  

		  instruments at fair value through profit or loss.  Fair value gains and losses include both those realised on disposal  

		  of financial instruments and those unrealised, representing the movement in the fair value of financial instruments  

		  at fair value through the profit or loss held at the reporting date. Dividend income is recognised when the  

		  shareholder’s right to receive the payment is established. Interest income on financial assets that are not classified  

		  at fair value through the profit or loss are recognised using the effective interest method.

g.	Other operating income

		  Other operating income includes the fees and profit commission charged by the Group to third party members of  

		  syndicate 382.  All such income is accounted for in the accounting period in which the service is rendered by  

		  reference to the stage of completion of the specific transaction, assessed on the basis of the actual services  

		  provided as a proportion of the total services to be provided.

h.	Expenses incurred in insurance activities

		  Expenses incurred in insurance activities are recognised on an accruals basis.  These comprise the Group’s share  

		  of syndicate operating expenses, acquisition costs and the direct costs of membership of Lloyd’s and other  

		  expenses attributable to the Group’s underwriting activities.

		  Acquisition costs include brokerage and expenses incurred in respect of insurance contracts written and  

		  incepting during the financial period.  They are allocated in accordance with the earnings pattern of the premiums  

		  on the underlying business.  Deferred acquisition costs represent the proportion of acquisition costs incurred in  

		  respect of unearned premiums at the balance sheet date. Deferred acquisition costs are only deferred to the  

		  extent that they are considered recoverable from future revenues.

i.	O ther operating expenses

		  Other operating expenses are recognised on an accruals basis.  They comprise operating expenses such as  

		  remuneration, office and administrative costs.
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j.	L eases

		  Costs in respect of operating leases are charged to the income statement on a straight-line basis over the  

		  lease term.

k.	Finance charges

		  Finance charges comprise interest payable on loans and fees and commissions charged for the utilisation of  

		  letters of credit. Interest payable on loans is charged to the income statement using the effective interest method.   

		  Fees paid for the arrangement of debt and letter of credit facilities are charged to the income statement over the  

		  life of the facility.

l.	T axation

		  The income tax expense comprises both current and deferred tax.

		  The tax currently payable is based on taxable income for the year.  Taxable income differs from profits accounted  

		  for in the income statement because it excludes items of income and expenditure that are taxable or deductible  

		  in other periods or are not subject to, or allowable for, taxation.  The Group’s liability for current tax is calculated  

		  using tax rates applicable at the balance sheet date.

		  Deferred tax is recognised using the balance sheet method, providing for temporary differences between the tax  

		  bases of dealing with assets and liabilities and their carrying amounts in the consolidated financial statements.   

		  Deferred tax is not recognised for temporary differences arising on the initial recognition of an asset or a liability in  

		  a transaction, other than a business combination, that at the time of the transaction affects neither accounting  

		  nor taxable profit or loss.  Deferred income tax is determined using tax rates (and laws) that have been enacted or  

		  substantively enacted by the balance sheet date and are expected to apply when the related deferred income tax  

		  asset is realised or the deferred income tax liability is settled. 

		  Deferred income tax assets are recognised to the extent that it is probable that future taxable profit will be  

		  available against which the temporary differences can be utilised.

m.	D ividend distribution

		  Dividends payable to the Group’s shareholders are recognised as a liability in the period in which the dividend is  

		  declared and appropriately approved.  Dividends are recognised in the statement of changes in equity.  Dividends  

		  declared after the balance sheet date, but before the financial statements are authorised, are not recognised but  

		  are disclosed in the notes to the financial statements.

n.	Employee benefits

		  (i) 	Pensions

			   Contributions to the Group’s defined contribution pension scheme are charged to the income statement  

			   when payable.

		  (ii) 	Share based payments

			   The Group operates a number of employee and executive share schemes.  The details of these schemes can  

			   be found in the Directors’ Remuneration Report.  Share options and share awards granted are measured at  

			   fair value on the date of grant and are expensed on a straight-line basis over the vesting period, with a  

			   corresponding increase in equity.  The amount recognised as an expense is based on the Group’s estimate of  

			   the number of shares that will eventually vest.

			   The Group uses option pricing models to assess the fair value of options granted to employees for all options  

			   issued after 7 November 2002.  At each balance sheet date the Group re-assesses the number of share  

			   options that are expected to vest.  Any adjustments are recognised through the income statement with a  

			   corresponding adjustment to equity over the remaining vesting period.
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			   The proceeds of any share options exercised, net of any directly attributable transaction costs, are credited to  

			   share capital and share premium.

o.	Intangible assets

		  Intangible assets comprise the costs of purchased syndicate capacity.  This capacity is considered to have  

		  an indefinite useful life represented by participation rights to membership of syndicate 382, since it is deemed that  

		  the benefits from that capacity have no foreseeable time limit.  Purchased syndicate capacity is capitalised at  

		  cost and is subsequently measured at cost less any impairment. The Board have considered the future prospects  

		  of the London insurance market and consequently believe that the ownership of the capacity by the group will  

		  provide economic benefit over an indefinite number of future periods. 

		  Purchased syndicate capacity is subject to an annual impairment test.  An impairment loss is recognised for the  

		  amount by which the asset’s carrying amount exceeds its recoverable amount.

p.	Property, plant and equipment

		  Property, plant and equipment is stated at cost less accumulated depreciation and any impairment.  Depreciation  

		  has been provided on a straight-line basis to write off the cost of fixed assets, less their residual values, over their  

		  estimated useful economic lives.  The rates used are as follows:

		  Office equipment		 25 per cent.

		  Computer equipment		 33 per cent.

		  Underwriting system		 20 per cent.

q.	Financial assets

		  Purchases and sales of financial assets are recognised on the trade date, which is when the Group commits to  

		  purchase or sell the asset.  Financial assets are recognised initially at fair value and, for instruments not at fair  

		  value through the income statement, include any directly attributable transaction costs. Subsequent to initial  

		  recognition, financial assets are measured as described below.

		  Financial assets are de-recognised when contractual rights to receive cash flows from the investment expire, or  

		  where the investments, together with substantially all the risks and rewards of ownership, have been transferred.

		  Investments

	

		  The Group designates its investments as fair value through the income statement.  Management determines the 

		  designation of investments on initial recognition. Investments are designated at fair value through the income  

		  statement as the Group manages its investments on a fair value basis in accordance with its documented risk  

		  management and investment strategies. 

		  Financial assets at fair value through the income statement are measured at fair value, with fair value changes  

		  being recognised in the income statement.  The fair values of listed investments are based on quoted bid prices  

		  at the close of business on the balance sheet date.

		  Trade and other receivables

		  Trade and other receivables are stated at amortised cost less impairment losses.

		

		C  ash and cash equivalents

	

		  Cash and cash equivalents represent cash balances, money market deposits lodged with banks and other short- 

		  term highly liquid investments purchased within 3 months of maturity.



 64  |  Report & Accounts 2008

r.	D erivative financial instruments

		  The Group’s only derivatives are forward exchange contracts, which are used to manage exposure to foreign  

		  exchange risk arising from insurance operations. Derivatives are recognised initially at fair value and attributable  

		  transaction costs are expensed as incurred. Subsequent to initial recognition, derivatives are measured at fair value  

		  with fair value changes being recognised in the income statement.  Fair value is the rate at which a forward exchange  

		  contract with equivalent terms could be entered into at the reporting date. The Group does not use any derivative  

		  financial instruments for speculative purposes.

		  Derivative financial assets and liabilities are included within investments (note 21) and trade and other payables (note  

		  28) respectively.

s.	Impairment (non-financial assets)

		  The carrying amount of the Group’s assets are reviewed at each balance sheet date to determine whether  

		  there 	is any indication of impairment.  If any such indication exists, the carrying value is reduced to the estimated  

		  recoverable amount by means of a charge to the consolidated income statement.

		  An impairment loss is reversed if there is new information which results in a change in the estimates used to  

		  determine the recoverable amount, being the higher of fair value less selling costs and value in use.  In assessing  

		  value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate  

		  which reflects current market assessments of the time value of money and the risks specific to the asset for which  

		  the estimate of future cash flows have not been adjusted.  

		  An impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed the carrying  

		  amount that would have been determined, net of depreciation, if no impairment loss had been recognised.

t.	S ubordinated debt

		  The long term loan is recognised initially at fair value, net of transaction costs incurred. The loan is subsequently  

		  stated at amortised cost. Any difference between the initial carrying amount and the redemption value is recognised  

		  in the income statement over the period of the borrowings using the effective interest method.

u.	Provisions

		  A provision is recognised in the balance sheet when the Group has a present legal or constructive obligation as a  

		  result of a past event, and it is probable that an outflow of economic benefits will be required to settle  

		  the obligation.

v.	Own shares

		  Investments in own shares are valued at their acquisition cost and are deducted from shareholders’ equity in the  

		  balance sheet.

2	C ritical accounting estimates and judgements in applying accounting policies

		  The Group makes estimates and assumptions that affect the reported amounts of assets and liabilities during the  

		  financial year.  Estimates are based on historical experience and other factors, including expectations of future  

		  events that are believed to be reasonable under the circumstances. Estimates and judgements in applying  

		  accounting policies are continually evaluated for appropriateness.

		  The Group’s estimates for reported and unreported losses and the resulting provisions and related reinsurance  

		  recoverables are continually monitored and formally reviewed quarterly and updated based on the latest available  

		  information.  Adjustments resulting from this review are reflected in income.  The process relies upon the basic  

		  assumption that past experience, adjusted for the effect of current developments and likely trends, is an appropriate  
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		  basis for predicting future events.  Estimation of claims provisions is a complex process, however, and significant  

		  uncertainty exists as to the ultimate settlement of these liabilities. Further details of the claims provision estimation  

		  process are set out in note 3.

 

		  Purchased syndicate capacity is considered to have an indefinite useful economic life as it entitles the Group to  

		  participate in the underwriting activities of syndicate 382 and the benefit from such participation has no foreseeable  

		  time limit.  The carrying value of the intangible asset is reviewed annually for impairment, by assessing the  

		  discounted cash flows arising from the asset.  

		  Financial investments held by the group at the reporting date are shown at fair value and the methods and  

		  assumptions used by the group to arrive at these values are described in note 1.

3	R isk management

		  The Group is exposed to risk through its underwriting activities and through the investment of funds generated  

		  from that underwriting and from its financial liabilities.  The primary risk is from underwriting, however, and the  

		  Group has therefore established a risk management framework, set in accordance with the Group’s risk appetite,  

		  which focuses on the material categories of risk emanating from this source i.e. insurance, credit, market and  

		  liquidity risks as well as the operational risks surrounding each of these.  

		I  nsurance risk

		  Insurance risk, in the most general sense, is the assumption of risk by an insurer from the individuals or organisations  

		  who are directly subject to the risk concerned.

		  There are inherent uncertainties in assuming insurance risk, some of which relate to the scope of coverage and  

		  the understanding of that scope by the insurer.  The principal uncertainty, however, is associated with frequency  

		  and severity of claims and with the potential for these to be greater than expected.  Insurance events must be  

		  subject to fortuity and are therefore, by their very nature, random as to number and size.

		  Insurers need to put in place strategies to cope with and manage uncertainties such as these and the framework  

		  utilised by Hardy is outlined below.

		  Management of underwriting risk

		  The Hardy group has developed a number of different strategies to manage underwriting risk.  These are  

		  fundamental to the philosophies of the business and serve to influence the shape of the underwriting portfolio,  

		  as follows:

		  diversification:  this has been achieved across and within classes of business, by unit numbers, by identification  

		  of specific niches, by a spread of individual risk size and by limiting geographical concentrations.  There has been  

		  a concerted plan towards further diversification since 2002 so as to improve the depth and scope of  

		  the portfolio.

		  price sensitivity:  Hardy underwriters focus on the pricing of each individual risk to satisfy themselves that the price  

		  is at or above the technical long run average price required to achieve a suitable profit margin.  Business is  

		  rejected if an adequate price is not achieved, so this approach has the potential to create income volatility  

		  throughout the underwriting cycle.  On the other hand, a focus on the profit margin is the key to long term  

		  sustained profitability.  Given the sensitivity to pricing, Hardy underwriters seek to lead risks wherever possible so  

		  as to be in a position to influence price.

		  predominantly short tail focus:  the underwriting portfolio is primarily focused on risks in respect of which 

		  the insured event, which gives rise to the physical damage or loss, occurs suddenly and is relatively  

		  easily quantifiable.  Claims in these circumstances are typically notified and settled relatively promptly.  A short tail  

		  portfolio of this type will also have the benefit that reserve deterioration and investment return will be of less  

		  significance and as far as the latter is concerned, will not normally be relied upon to produce a positive  

		  underwriting  result.  This contrasts with longer tail risks where ultimate claim cost takes longer to determine and is  

		  therefore  subject to greater uncertainty.  Reserve movements and investment returns are correspondingly  
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		  likely to be more  material.  Wherever possible, the Hardy approach is to avoid longer tail exposures.  The extent  

		  of the long tail risk is addressed under the class of business headings below.

		  The required approach to underwriting risk is communicated to individual underwriters via the overall parameters 

		  for underwriting set out in the business plan and also via specific underwriting authorities which ensure that risks  

		  are selected within the given template for the class of business.  A variety of internal processes and controls  

		  confirm that the authorities are being complied with in practice.

		  A brief review of how these principles apply to the major classes of business within the groups underwriting  

		  portfolio is set out below.

		  Marine and aviation

		  The Hardy aviation account includes both airline and general aviation business, with a specific focus on helicopter  

		  insurance.  The precise balance between the aviation sub-classes varies according to the rating environment.   

		  Hardy is primarily focused on writing the short tail physical damage aspect of coverage, although practicalities  

		  dictate that longer tail liability coverage is normally offered as part of a package.  Limits of indemnity for the  

		  liability coverage tend to be higher than the physical damage values and consequently the syndicate has developed  

		  a reinsurance programme to mitigate these peak exposures and to reduce the impact of the longer tail element  

		  of the aviation portfolio.

		  The marine account comprises two main sub-classes, marine hull and cargo & specie, both of which have a broad  

		  international spread.  The marine hull account is focused on smaller tonnage vessels, in particular on fishing  

		  vessels and harbour craft but also includes loss of hire business.  In recent years, a very small proportion of the  

		  marine book has been allocated to the energy account and the Group’s future involvement will vary depending  

		  upon the rating environment. 

		  The cargo & specie account is larger than the hull book in terms of premium income.  The account provides cover  

		  for a wide range of cargoes whilst in transit, and to a lesser extent whilst in store.  The specie element of the  

		  account includes jewellers block and fine art, focusing on smaller dealers and collections.

		N  on-marine property

		  The account is, essentially, divided into 2 elements; primary layer direct property business and excess layer direct  

		  and facultative business.

		  The primary direct property account is focused in the UK and has historically been primarily involved in insuring  

		  smaller commercial units.  With effect from 1st January 2009, a substantial account of high value residential  

		  properties has been added.  This account is written predominantly through delegated underwriting facilities.

		  From 2006, a facultative book, written on an excess of loss basis, has also been developed. Coverage provided  

		  within this account is for large industrial and commercial properties, where Hardy will underwrite a layer of cover  

		  excess of specific retention limits.  There is potential for this account to aggregate with coverage provided through  

		  the UK direct property and property treaty accounts so it is monitored closely through Hardy’s centralised  

		  catastrophe modelling function.

		  Property treaty

		  The property treaty account reinsures select clients around the world, with a specific focus on the US, the UK, the  

		  Caribbean and Japan.  The account has grown considerably since 2007 and rates have remained robust relative  

		  to those in most other sectors.  The property treaty business is controlled by reference to aggregate limits and the  

		  output from our loss modelling software, and whilst increasing the overall risk profile of the business it has been a  

		  major contributor to group profits for the last 2 years.  The property treaty team also write a small book of crop  

		  reinsurance which is largely non-aggregating with the other accounts.
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		S  pecialty lines

		  The specialty lines division comprises all of the other non-marine accounts underwritten, the most significant of  

		  which are financial institutions, political risks, terrorism and conveyancing. As well as being a key profit centre in its  

		  own right, the account also adds to the balance of the overall portfolio, helping to create the diversity needed to  

		  optimise the use of capital.

		  The financial institutions account provides coverage for a wide range of banks and financial institutions.  As with  

		  aviation business, there is often a need to offer both first and third party coverage but the Hardy account is,  

		  again, focused on the short tail element.  Approximately 80 per cent. of premium income generated is from  

		  first party covers, such as theft or employee infidelity, with the remaining 20 per cent. covering third party  

		  professional indemnity.  Professional indemnity is normally only offered in conjunction with the short tail element  

		  and is not offered on a stand alone basis.  The account is also focused away from the world’s largest institutions,  

		  and in particular does not offer liability coverage to the 30 or so largest banks. Instead there is a focus on small  

		  and mid-sized institutions and a more limited line size is offered in the United States.  The short tail focus of the  

		  account is reinforced by excluding directors and officers liability coverage altogether and by offering cover on a  

		  claims made basis only. 

		  The political risk book includes contract frustration, confiscation, trade credit and war on land.  Whilst individual  

		  claims can take a number of years to resolve fully, coverages within the account are predominantly short tail.   

		  Approximately two-thirds of the book is exposed for a maximum of twelve months, with only 3 per cent. exposed  

		  beyond three years.

		  The terrorism book covers a wide range of territories and has grown in recent years along with the perceived  

		  threat.  The aggregation of risk within small “blast zones” is a critical part of the control of this account.

		  The conveyancing account includes a wide range of products designed to facilitate the conveyancing process,  

		  the most notable being title insurance, and is aimed predominantly at the UK residential sector.  Whilst the account  

		  shares a number of characteristics with the mature classes of business underwritten by the syndicate, it allows  

		  Hardy to diversify through participation in a long tail class, without the uncertainties associated with many of the  

		  casualty classes.  Some covers offered in the class, particularly where they attach to the title of a property, are  

		  offered in perpetuity, but in practical terms the historical track record of the class would suggest that there is little  

		  claims activity beyond the five year point. 

		  The other smaller miscellaneous accounts include accident and health (which provides coverage for medical  

		  expenses, personal accident and kidnap and ransom), livestock & bloodstock and schemes business.  

	 	C ontrol of exposures

		  Measurement and control of exposures is the means by which volatility within the portfolio is constrained; it goes  

		  to the heart of the business’ appetite for risk since exposures are contained to a level which represents the  

		  extent to which we are prepared to bear a net loss.  Within an insurance business, concentrations of risk may arise  

		  from a single insurance contract or through a number of related contracts.  Whilst some level of claims activity  

		  from these concentrations is expected on a regular basis, certain events, or a series of events, may occur which 

		  stress the business financially.  Examples of such events are natural catastrophes such as earthquakes and  

		  windstorms.  The extent of the impact may also be very dependent on the size and location of the insured events. 

		  Control of concentrated exposures in hot spot locations is clearly vital and is the key to maximising the potential  

		  for good underwriting profit in loss free periods without, on the downside, over-exposing capital to the impact of  

		  large and costly events.  Factors which would impact the assumption of risk in these circumstances include an  

		  appropriate pricing of risk, a spread of risk across geographical territories and the availability, subject to cost,  

		  of a suitable reinsurance programme.  The focus on  limiting the effect of the potential downside of such  

		  catastrophic events cannot realistically address the significant scope for fluctuations between years, depending  

		  on the level of natural catastrophes. The Group determines the maximum total aggregate exposure to a range  

		  of events such as natural catastrophes and terrorism losses which it is prepared to accept.  Beyond this level, no  

		  further aggregate may be assumed.  At any point in time, the current aggregate exposure position for the  

		  underwriting portfolio is identifiable and is subject to regular reporting and monitoring.  The Group uses a number  
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		  of modelling tools for this purpose, the main objective of which is to simulate catastrophe losses so as to measure  

		  the effectiveness of the reinsurance programme and to confirm that the net exposure to which the Group is  

		  exposed has not exceeded the pre-determined limit.  A number of stress and scenario tests are also run using  

		  these models during the year.

    		 Management of reinsurance risk

		  The Hardy group has historically spent less, and utilised reinsurance less, than the average Lloyd’s business.  

		  The focus on adequacy of pricing generally means that the underwriting team is relatively happy to write most  

		  classes of business without significant levels of reinsurance.  The introduction of some of the new specialty lines  

		  and the expansion of the property treaty and D&F portfolios have resulted in a greater reinsurance spend in more  

		  recent times.  

		  As well as protecting the business against catastrophe exposure, reinsurance is also purchased to lay off risks  

		  which have characteristics which we do not wish to retain, for example, aviation liabilities and also to control net  

		  exposures on single risks or aggregations of risks.  Both proportional and non-proportional reinsurances are  

		  employed.  Facultative reinsurance may also be used in certain pre-determined circumstances for individually  

		  large lines.

		  Reinsurance is susceptible to credit risk and recoverables are therefore reported after an appropriate provision  

		  for potentially uncollectible items.  The financial condition of reinsurers is monitored on an ongoing basis and  

		  overall reinsurance arrangements are reviewed regularly, having regard to the results of the financial review.   

		  The Group has a committee that is responsible for assessing acceptable reinsurance counterparties and for  

		  monitoring reinsurance purchased against agreed parameters.  The erosion and ongoing adequacy of the  

		  reinsurance programme are also monitored within this formal committee structure.

		  Management of reserving risk

		  Hardy adopts a consistent philosophy and approach in quantifying the Group’s insurance liabilities.  Under this  

		  philosophy the Group seeks to provide a consistent level of confidence in the level of insurance liabilities over time,  

		  through estimating individual case reserves and the calculation of the ultimate cost of claims.  

		  Claims staff and underwriters are responsible for the setting of individual case reserves.  As the Group currently  

		  operates largely within the Lloyd’s market, the primary source of information for claims is the London Market  

		  bureau (Xchanging).  Information is also received directly from clients and brokers, which is used to complement  

		  the official advice of claims through Xchanging.  In the majority of instances this will serve to accelerate the  

		  recording of loss advices or bring the notified advice up to the Group’s own assessment where the notified value  

		  was originally considered insufficient. 

		  Due to the nature of insurance business there will be a time delay between the occurrence of an event, the  

		  reporting of that event to the insurer, the assessment of the quantum of the loss and then final settlement.  A provision  

		  for incurred but not reported (“IBNR”) claims is established to provide for the future notification or development  

		  of claims which have already occurred at each balance sheet date.  The Group uses a number of methodologies  

		  in estimating the provision for IBNR claims, which are highly dependent on the assumptions used.  These  

		  methodologies and assumptions will vary by class of business, underwriting year and method of acceptance.

		  Critical to the reserve setting process is the assumption that the past claims development experience can be  

		  used to predict the future claims development and hence the ultimate cost of claims.  Triangulation statistics  

		  which show the historical development of premiums and claims for each class of business and underwriting  

		  year are used to assist in the process of determining reserves.  Numerous other factors and assumptions are  

		  applied to the claims historical progression data to assist in setting these estimates.  The factors include changes  

		  over time to the business mix and method of acceptance within each class of business, rating and conditions,  

		  legislation and court awards, claims inflation and economic conditions.  By its nature the process involves a  

		  significant amount of judgement, although every effort is made to ensure that the process and resultant reserves  

		  are set on a consistent basis and will be sufficient to meet the cost of claims when they are finally settled. 
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		  There is a significant amount of uncertainty in the reserve established, which may be more or less than adequate.   

		  The level of uncertainty varies between classes of business and generally increases for longer tail classes of  

		  business.  Any change in the estimate of a reserve, or a settlement at a value other than the reserve provided,  

		  is recognised in the reporting period in which the change is identified.  The following table quantifies the impact on  

		  the Group’s profit before tax of a 1 per cent. variation in the claims reserve and combined ratio, which may be the  

		  result of one or several changes in the insurance risk variables.

				    Gross of reinsurance	 Net of reinsurance

				    £’000	 £’000

Pre-tax impact of a 1% variance in:		

claims liabilities as at 31 December 2008	 1,463	 1,091

combined ratio for year ending 31 December 2008	 1,537	 1,208

Pre-tax impact of a 1% variance in:		

claims liabilities as at 31 December 2007	 999	 697

combined ratio for year ending 31 December 2007	 1,299	 1,086

The following loss development tables provide information on historical claims development and illustrate the uncertainties 

and variability which are inherent in the reserve estimation process.
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Analysis of claims development – gross of reinsurance

											         

Underwriting year	 2001	 2002	 2003	 2004	 2005	 2006	 2007	 2008	 Total

				    £’000	 £’000	 £’000	 £’000	 £’000	 £’000	 £’000	 £’000	 £’000

100% syndicate values									       

Estimate of ultimate 	  

claims costs:										        

	

- at end of first year	 32,711	 38,261	 56,320	 98,556	 98,025	 86,036	 108,043	 115,444	 633,396

- one year later	 28,438	 33,324	 55,748	 110,691	 89,275	 73,422	 96,347		

- two years later	 27,366	 31,849	 51,796	 102,652	 82,500	 71,736			 

- three years later	 25,206	 30,580	 49,092	 104,781	 79,732				  

- four years later	 24,683	 28,028	 47,785	 103,376					   

- five years later	 24,378	 28,025	 46,927						    

- six years later	 23,947	 27,790							     

- seven years later	 23,528								      

Current estimate of 	 23,528	 27,790	 46,927	 103,376	 79,732	 71,736	 96,347	 115,444	 564,880

cumulative claims			 

Cumulative payments	 (22,704)	 (25,497)	 (42,651)	 (85,954)	 (70,878)	 (49,713)	 (47,602)	 (14,124)	(359,123) 

to date		

											         

Provision as at 31 	 824	 2,293	 4,276	 17,422	 8,854	 22,023	 48,745	 101,320	 205,757

December 2008	

											         

Reconciliation to 	  

balance sheet										        

	

Future claims	 -	 -	 -	 -	 -	 (498)	 (5,701)	 (49,500)	 (55,699)

Third party Names’ 	  

share of liabilities	 (75)	 (209)	 (389)	 (1,587)	 (807)	 (1,963)	 -	 -	 (5,030)

Group’s share as	   

at 31 December 2008	 749	 2,084	 3,887	 15,835	 8,047	 19,562	 43,044	 51,820	 145,028

Group’s share of liability in respect									         1,271 

of pre-2001 underwriting years	  

									       

Total gross liability included in									         146,299

the balance sheet										        

Notes to the consolidated financial statements 
- CONTINUED



Report & Accounts 2008  |  71

Analysis of claims development – net of reinsurance

											         

Underwriting year	 2001	 2002	 2003	 2004	 2005	 2006	 2007	 2008	 Total

				    £’000	 £’000	 £’000	 £’000	 £’000	 £’000	 £’000	 £’000	 £’000

100% syndicate values									       

Estimate of ultimate 	  

claims costs:										        

	

- at end of first year	 28,004	 33,147	 48,435	 79,531	 77,673	 66,425	 83,343	 94,519	 511,077

- one year later	 24,323	 28,829	 46,456	 81,403	 71,188	 63,821	 76,080		

- two years later	 23,378	 27,329	 42,723	 73,338	 65,408	 63,801			 

- three years later	 21,791	 26,419	 39,805	 69,979	 64,367				  

- four years later	 21,646	 25,109	 38,652	 68,236					   

- five years later	 21,294	 24,956	 37,547						    

- six years later	 20,750	 24,752							     

- seven years later	 20,329								      

Current estimate of 	 20,329	 24,752	 37,547	 68,236	 64,367	 63,801	 76,080	 94,519	 449,631

cumulative claims			 

Cumulative payments	 (19,697)	 (22,910)	 (35,344)	 (64,056)	 (56,668)	 (44,991)	 (34,066)	 (12,750)	(290,482) 

to date		

											         

Provision as at 31 	 632	 1,842	 2,203	 4,180	 7,699	 18,810	 42,014	 81,769	 159,149

December 2008	

											         

Reconciliation to 	  

balance sheet										        

	

Future claims	 -	 -	 -	 -	 -	 (500)	 (3,553)	 (43,752)	 (47,805)

Third party Names’ 	  

share of liabilities	 (57)	 (167)	 (201)	 (381)	 (702)	 (1,670)	 -	 -	 (3,178)

Group’s share as	   

at 31 December 2008	 575	 1,675	 2,002	 3,799	 6,997	 16,640	 38,461	 38,017	 108,166

Group’s share of liability in respect									         966 

of pre-2001 underwriting years	  

									       

Total net liability included									         109,132

in the balance sheet	  

			 

The analysis shows the Group’s estimate of the ultimate cost of claims at initial assessment and annually thereafter.  

An underwriting year basis, rather than an accident year basis, has been presented as this is used internally for the 

assessment of underwriting performance.  Data from all years has been restated at the 2008 closing rates of exchange to 

remove fluctuations caused by movements in foreign currency rates.  

Initially, each table reflects the position for the syndicates on a 100 per cent. basis, that is including the part of syndicate 

382’s business which was supported by third party members of Lloyd’s.  This eliminates the otherwise distortive effects 

of increases in the group’s ownership of syndicate 382’s underwriting capacity between underwriting years.  Syndicate 

38Twenty underwrote only for the 2007 and 2008 underwriting years and was supported 100 per cent. by the Group. 
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Each table then provides a reconciliation of the 100 per cent. syndicate level reserves to the liability provided in the Group’s 

balance sheet.  The adjustments have the effect of:

	 •	 converting the assessment of claims liabilities from an ultimate to an earned basis, by removing the estimated cost of  

		  future claims that are attributable to the unearned premium reserve;

	 •	 removing the proportion of the syndicate’s liabilities attributable to third party members of the syndicate; and
	

	 •	 including the Group’s share of liabilities for the pre-2001 underwriting years.

The effect of the Group’s approach to reserving is illustrated clearly in the tables, whereby the reserves initially established 

for each underwriting year in each successive calendar year prove to be surplus to requirements and are progressively 

released.  In aggregate for the last eight underwriting years, this overall reassessment of the initial estimate of the ultimate 

claims cost has generated a gross release of £68.5 million.  After taking reinsurance into account, the net surplus is £61.4 

million, representing 12.0 per cent. of the cost of all claims for these eight underwriting years.

The 2004 underwriting year is an exception to the normal pattern, because the reassessment of reserves in its second 

year of development resulted in an increase.  There were two principal reasons for this.  Firstly, a number of 2005 hurricane 

Katrina related claims reverted back to 2004, the impact being £3.5 million gross, or £2.5 million net of reinsurance.  

Secondly, ultimate premium income written attributable to the 2004 underwriting year was initially understated and the 

more positive views of income inevitably had an effect on reserve quantum.  The development of the 2004 underwriting 

year since then has followed the more normal pattern of releases.

Credit risk

Credit risk is the risk that a counterparty will be unable to pay in full when amounts fall due.  Key areas where the Group 

is exposed to credit risk are:

	 •	 reinsurers’ share of outstanding insurance liabilities

	 •	 amounts due from reinsurers in respect of claims already paid

	 •	 amounts due from insurance intermediaries	

	 •	 investment and deposit counterparties

	

The Group manages credit risk through the selection of approved counterparties.  The primary source of this risk is through 

reinsurance arrangements, which are designed to mitigate insurance risk.  This does not, however, discharge the Group’s 

liability as primary insurer.  If a reinsurer fails to pay a claim for any reason, the Group remains liable for the payment to the 

policyholder.  The creditworthiness of reinsurers and intermediaries is considered on a regular basis.  Although assessed 

credit ratings provided by recognised rating agencies are used together with other publicly available information, the 

primary assessment of reinsurers is undertaken by a specialist reinsurance analyst, whose recommendations form the 

basis of decisions taken by the Group as to creditworthiness and use of reinsurers.

Amounts due from insurance intermediaries largely relate to insurance and reinsurance premiums receivable.  These are 

receivable from policyholders through their agents, the financial strength of which do not tend to be graded.  Credit risk to 

these counterparties is considered very limited, and the Group has no significant experience of exposure to this risk.

The Group’s investment guidelines set out limits for the exposure to credit risk within the fixed income portfolios, both in 

terms of the aggregate amount of funds invested for each specific band of financial strength rating and of the maximum 

exposure to any one issuer.  The investment approach is embodied within the investment management agreements which 

the Group’s external investment managers operate within.  Compliance with the specified limits is regularly monitored. 

Generally the fixed income portfolio is conservative, with 80.2 per cent. of the year end balance being held in government 

and government agency securities (2007: 94.4 per cent.). The Group has no investments in asset or mortgage backed 

fixed income securities.
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The main assets subject to credit risk are analysed below, by reference to security ratings:

As at 31 December 2008								      

				    Reinsurance assets	 Amounts due from	 Fixed income	 Cash and cash

				    and amounts due 	 agents, brokers	 securities	 equivalents

				    from reinsurers 	 and intermediaries

				    on paid claims	  		

				    £’000	 £’000	 £’000	 £’000

Rated by S&P:				  

AAA			   -	 -	 114,083	 1,139

AA				    20,036	 -	 13,789	 15,396

A				    26,535	 -	 1,886	 88,535

BBB			   584	 -	 -	 -

BB and lower	 2,385	 -	 -	 -

Other			   -	 70,594	 -	 -

				    49,540	 70,594	 129,758	 105,070

As at 31 December 2007								      

				    Reinsurance assets	 Amounts due from	 Fixed income	 Cash and cash

				    and amounts due 	 agents, brokers	 securities	 equivalents

				    from reinsurers 	 and intermediaries

				    on paid claims	  		

				    £’000	 £’000	 £’000	 £’000

Rated by S&P:				  

AAA			   -	 -	 102,290	 10,331

AA				    9,952	 -	 1,939	 51,442

A				    19,118	 -	 669	 2,146

BBB			   2,244	 -	 -	 -

BB and lower	 693	 -	 -	 -

Other			   -	 49,973	 -	 -

				    32,007	 49,973	 104,898	 63,919

The carrying amount of the above assets at the balance sheet date represents the maximum credit risk exposure. As at 

the year end, the Group does not hold any investments in wrapped debt or other such fixed income securities. As such, 

the credit ratings above are entirely independent of the rating of any bond insurers. 

Reinsurance is only purchased from reinsurers with a rating of A- or better.  Reinsurers shown above with a lower rating 

have been downgraded since the date of purchase.

As at the year end the following provisions had been made against reinsurance assets and amounts due from reinsurers 

on paid claims:

						    

				    2008	 2007

				    £’000	 £’000

				  

AAA			   -	 -

AA				    317	 158

A				    448	 187

BBB			   28	 23

BB and lower	 583	 520

				  

				    1,376	 888
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Market risk

The Group is exposed to market risk as a result of movements in foreign exchange rates, interest rates and market prices.  

These risks arise from open positions in currency, interest rate and equity products, all of which are exposed to general 

and specific market movements.

Foreign exchange risk

The Group transacts insurance business in four main currencies (Sterling, Euro, US dollars and Canadian dollars).  Assets 

are held in each of these currencies to match the liabilities arising in each of these currencies, the main components being 

claims settlements to policyholders, reinsurance premiums ceded and operational expenses.

The Group is exposed to movements in foreign exchange where there is a mismatch between assets and liabilities in any 

of these currencies representing profits or losses recognised from the syndicate’s insurance operations.  The Group’s 

policy is to protect this exposure through the forward sale or purchase of US dollars, usually from the 12 to 18 month stage 

of development for any individual underwriting year.

The subordinated debt raised in US dollars is hedged through holding US dollar assets in Funds at Lloyds.

The following table summarises the net carrying value of financial instruments and monetary insurance balances by 

currency at 31 December 2008:

						      Sterling equivalent

				    US dollars	 Euros	 Sterling 	 Carrying value

						      and other	

				    £’000	 £’000	 £’000	 £’000

Reinsurers’ share of outstanding claims	 16,145	 7,090	 13,932	 37,167

Trade and other receivables	 49,001	 10,015	 24,966	 83,982

Investments	 54,965	 21,347	 53,446	 129,758

Cash and cash equivalents	 37,174	 2,598	 65,298	 105,070

Subordinated debt	 (20,256)	 -	 -	 (20,256)

Outstanding claims	 (79,059)	 (23,022)	 (44,218)	 (146,299)

Trade and other payables	 (27,434)	 (1,875)	 (12,605)	 (41,914)

Net carrying value of financial instruments 	 30,536	 16,153	 100,819	 147,508

and monetary insurance balances	

Net carrying value of non-monetary assets 	 (29,144)	 (4,155)	 (12,480)	 (45,779)

and liabilities	

Net exposure	 1,392	 11,998	 88,339	 101,729
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As at 31 December 2007			 

						        Sterling equivalent

				    US dollars	 Euros	 Sterling 	 Carrying value

						      and other	

				    £’000	 £’000	 £’000	 £’000

Reinsurers’ share of outstanding claims	 17,339	 9,248	 3,653	 30,240

Trade and other receivables	 31,152	 4,479	 17,821	 53,452

Investments	 45,732	 19,716	 44,043	 109,491

Cash and cash equivalents	 14,722	 3,655	 45,542	 63,919

Subordinated debt	 (14,643)	 -	 -	 (14,643)

Outstanding claims	 (57,449)	 (19,264)	 (23,184)	 (99,897)

Trade and other payables	 (7,294)	 (1,875)	 (14,499)	 (23,668)

Net carrying value of financial instruments and 	 29,559	 15,959	 73,376	 118,894

monetary insurance balances	

Net carrying value of non-monetary assets 	 (23,909)	 (3,836)	 (5,941)	 (33,686)

and liabilities	

Net exposure	 5,650	 12,123	 67,435	 85,208

Whilst the matching of liabilities with assets within the above currencies prevents economic exposure to currency risk, it 

does not prevent exchange gains and losses from being recognised in the income statement. This is because under IFRS 

non-monetary assets and liabilities (including unearned premium and deferred acquisition costs) are translated at historic 

rates while all other monetary assets and liabilities are translated at closing rates. This accounting treatment for, and the 

associated impact on, the income statement does not reflect the Group’s management of foreign currency exposure 

outlined above.

Assuming no hedging of currency and that all other variables remain constant, a 10 per cent. strengthening of sterling 

against the following currencies at 31 December would have decreased the Group’s pre-tax profits as shown below:

Effect on profit before tax

						      31 December 	 31 December

						      2008	 2007	

						      £‘000	 £‘000

		

US dollars				    (3,054)	 (2,956)

Euros					     (1,615)	 (1,596)

On the basis that all other variables remain constant a 10 per cent. weakening of sterling against the above currencies at 

31 December would have had an equal and opposite effect to the amounts shown above.

Interest rate risk

Interest rate risk is the risk that the value and future cash flows of a financial instrument will fluctuate because of changes 

in interest rates.  Given the Group’s investment strategy, there is a significant potential exposure to movement in market 

interest rates through the fixed income portfolio.  The magnitude of the change in the fair value of the fixed income portfolio 

will be higher for securities with a longer duration. The Group’s fixed income portfolio comprises fixed interest instruments 

only (2007 fixed interest only).
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The exposure to interest rate risk is controlled through the setting of appropriate benchmarks and limits for duration.  

Limits on duration are set both in terms of the average for each portfolio and for individual securities.  The actual durations 

measured in years for the fixed income portfolios were:

				    31 December	 31 December

				    2008	 2007

				    %	 %

				  

Sterling	 		

				  

0 to 1 years	 54%	 74%

1 to 2 years	 25%	 26%

2 to 3 years	 21%	 -

Over 3 years	 -	 -	

				    100%	 100%

				  

Average duration in years	 1.01	 0.45

Market value (£’000)	 53,445	 42,963

				  

Euro				  

				  

0 to 1 years	 39%	 82%

1 to 2 years	 42%	 18%

2 to 3 years	 19%	 -

Over 3 years	 -	 -

				    100%	 100%

				  

Average duration in years	 1.30	 0.50

Market value (£’000)	 21,347	 19,716

				  

US dollar			 

				  

0 to 1 years	 61%	 83%

1 to 2 years	 24%	 13%

2 to 3 years	 13%	 2%

Over 3 years	 2%	 2%

				    100%	 100%

				  

Average duration in years	 1.02	 0.50

Market value (£’000)	 54,965	 42,219

 

The Group is also exposed to interest rate risk through the subordinated loan notes.  The notes bear interest at a margin of 

330 basis points over US$ LIBOR, exposing the Group to higher finance charges through increases in underlying interest 

rates.  This risk is managed through the matching of the liability with fixed rate financial assets with a similar profile.

The Group does not hedge interest rate risk and assuming this continues and that all other variables remain constant an 

increase of 100 basis points in interest rates at 31 December would have decreased the Group’s pre-tax profits by an 

estimated £1,404,000 (2007: £528,000).   

On the basis that all other variables remain constant a decrease of 100 basis points in interest rates at 31 December would 

have had an equal and opposite effect to the amounts shown above.

Notes to the consolidated financial statements 
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Other price risk

The Group’s other price risk relates to financial assets whose value will fluctuate as a result of changes in market prices.

The main exposure in recent times has been through the Group’s investment in equity securities which at 31 December 

2007 represented 2.6 per cent. of the Group’s combined cash and investment holdings. The equity portfolio was sold in 

May 2008 and as at 31 December 2008 the Group had no exposure to equity securities. 

The Group manages price risk through its investment strategy, which includes limitations to the maximum allocation to 

equity and other asset classes, both in terms of an overall limit and individual holdings.  The investment strategy also sets 

out the principles governing the selection of securities and investment managers.  

   

Liquidity risk

Liquidity risk is the risk that cash may not be available, or that assets cannot be liquidated at a reasonable cost, to pay 

obligations when they fall due.  The Group is exposed to daily calls on its available cash resources mainly from claims 

arising through insurance and reinsurance contracts.  In respect of business underwritten in certain international regions 

there is a requirement to collateralise regulated trust funds in respect of gross insurance liabilities.  This puts an additional 

burden on the Group’s liquidity.

The table below summarises the maturity profile of the Group’s financial and insurance liabilities (including interest 

payments) based on remaining undiscounted contractual obligations, except for insurance liabilities, where the maturity 

profile is analysed by estimating the timing of the amounts to be recognised in the balance sheet.

As at 31 December 2008

				    Carrying 	 Within 1	 1-2  years	 3-5 years	 Over 5	 Total

				    value	 year			   years	

				    £’000	 £’000	 £’000	 £’000	 £’000	 £’000

Subordinated debt	 20,256	 -	 -	 -	 20,256	 20,256

Insurance contracts	 146,299	 57,057	 49,742	 19,019	 20,481	 146,299

Trade and other payables	 41,914	 41,914	 -	 -	 -	 41,914

									       

				    208,469	 98,971	 49,742	 19,019	 40,737	 208,469

As at 31 December 2007

				    Carrying 	 Within 1	 1-2  years	 3-5 years	 Over 5	 Total

				    value	 year			   years	

				    £’000	 £’000	 £’000	 £’000	 £’000	 £’000

Subordinated debt	 14,643	 -	 -	 -	 14,643	 14,643

Insurance contracts	 99,897	 47,951	 26,972	 13,986	 10,988	 99,897

Trade and other payables	 23,668	 23,488	 180	 -	 -	 23,668

								      

				    138,208	 71,439	 27,152	 13,986	 25,631	 138,208

The weighted average term to settlement for insurance contracts is 2.02 years (2007: 2.15 years).

The Board manages this risk by structuring its working capital to ensure that there are available cash resources or 

sufficiently liquid investments to meet expected cash flow requirements.  The Group’s investment guidelines are structured 

to ensure that syndicate investments can be liquidated at short notice and without capital loss, to meet higher levels of 

demand in exceptional circumstances.
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Liquid funds and cash flow forecasts are monitored regularly to ensure that the need for sufficient liquidity is balanced 

against investment return objectives.

Capital management

The capital position is being managed to take account of the Group’s long term needs and particularly of the underwriting 

cycle, since the variability of the Group’s exposures at different points in the cycle is a critical assessment in this context. 

The Board’s strategy is to ensure capital flexibility, tempered with the demands of regulatory and commercial necessity. 

The total capital managed by the Board is £106.5 million comprising net tangible assets of £86.2 million (2007: £69.7 

million) and subordinated debt of £20.3 million (2007: £14.6 million), being US$ 30 million of loan notes. 

The Group’s corporate member is required to hold capital at Lloyd’s which is held in trust in Funds at Lloyd’s (‘FAL’).  

The amount of capital required to be provided as FAL is determined by Hardy and Lloyd’s through the Individual Capital 

Assessment (‘ICA’) process, a risk based capital assessment based upon the syndicate’s specific circumstances.

The Group’s regulatory capital required for the 2008 year of account was £84.0 million (2007: £76.5 million), which was 

provided in the form of £57.7 million  in investments and cash , £20 million by means of a letter of credit (“LOC”) and £7.2 

million through solvency credits.  The LOC has been provided to Lloyd’s on behalf of the Group and is secured by means 

of a charge over the Group’s net assets.

The Group’s capital requirement increased significantly for the 2008 year of account, following the increase in the 

underwriting capacity of syndicate 38Twenty.  Although the absolute amount of capital required has increased, the capital 

requirement as a proportion of capacity increased only marginally to 45.4 per cent. for the 2008 year of account (2007 year 

of account: 43.7 per cent.).  This reflects an increase in the non-marine accounts which require more capital to underwrite 

per unit of premium. The Group complied fully with all regulatory capital requirements during the reporting period.

The Group utilised the remaining £15 million of the LOC facility to meet the increase in capacity for the 2009 year of 

account.  The fees for the LOC facility are fixed for the full period and may not be re-priced, even to reflect changes in 

market conditions.  

4	S egment information

Business segments

In 2007 the main business segments used for reporting purposes were aviation, marine and non-marine.  For 2008 four 

separate units were formed under the leadership of business unit managers, these being marine and aviation, specialty 

lines, non-marine property and property treaty Other non-underwriting activities of the Group and all financial income, 

which is not allocated to business segments, is included within “other” below.

Notes to the consolidated financial statements 
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The segment results for the year ended 31 December 2008 are as follows:

					     Marine 	 Specialty	 Non-	 Property	 Other	 Total

					     and	 lines	  marine 	 treaty

					     aviation		  property

					     £’000	 £’000	 £’000	 £’000	 £’000	 £’000

Gross premium written 		  47,866	 48,140	 26,165	 50,599	 -	 172,770

Net insurance premium revenue		  42,653	 28,872	 16,298	 32,976	 -	 120,799

									       

Financial income		  -	 -	 -	 -	 7,790	 7,790

Other operating income		  -	 -	 -	 -	 284	 284

Net income	 	 42,653	 28,872	 16,298	 32,976	 8,074	 128,873

										        

Net claims incurred		  (24,466)	 (17,674)	 (13,033)	 (14,468)	 -	 (69,641)

Expenses incurred in insurance activities	 (6,930)	 (8,578)	 (3,599)	 (4,464)	 -	 (23,571)

Other operating expenses		  -	 -	 -	 -	 (10,853)	 (10,853)

Total operating expenses		  (31,396)	 (26,252)	 (16,632)	 (18,932)	 (10,853)	 (104,065)

										        

Operating profit		  11,257	 2,620	 (334)	 14,044	 (2,779)	 24,808

Finance charges							       (1,715)

Profit before tax							       23,093

Taxation charge							       (3,592)

Profit after tax							       19,501

									       

Claims ratio (%)		  57.4%	 61.2%	 80.0%	 43.9%		  57.7%

Expense ratio (%)		  16.2%	 29.7%	 22.1%	 13.5%		  19.5%

Combined ratio (%)		  73.6%	 90.9%	 102.1%	 57.4%		  77.2%

The claims ratio is net claims incurred as a percentage of net insurance premium revenue.

 

The expense ratio is expenses incurred in insurance activities (excluding other operating expenses) as a percentage of net 

insurance premium revenue.
 

The combined ratio is the sum of the claims ratio and expense ratio.
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The segment results for the year ended 31 December 2007 are as follows:

					     Marine 	 Specialty	 Non-	 Property	 Other	 Total

					     and	 lines	  marine 	 treaty

					     aviation		  property

					     £’000	 £’000	 £’000	 £’000	 £’000	 £’000

Gross premium written 		  52,374	 38,569	 26,448	 30,143	 -	 147,534

Net insurance premium revenue		  50,486	 27,968	 12,577	 17,569	 -	 108,600

									       

Financial income		  -	 -	 -	 -	 6,234	 6,234

Other operating income		  -	 -	 -	 -	 587	 587

Net income			  50,486	 27,968	 12,577	 17,569	 6,821	 115,421

										        

Net claims incurred		  (21,889)	 (12,774)	 (9,585)	 (6,027)	 -	 (50,275)

Expenses incurred in insurance activities	 (15,792)	 (10,078)	 (5,895)	 (5,395)	 -	 (37,160)

Other operating expenses		  -	 -	 -	 -	 (7,752)	 (7,752)

Total operating expenses		  (37,681)	 (22,852)	 (15,480)	 (11,422)	 (7,752)	 (95,187)

										        

Operating profit		  12,805	 5,116	 (2,903)	 6,147	 (931)	 20,234

Finance charges							       (1,966)

Profit before tax							       18,268

Taxation charge							       (4,674)

Profit after tax							       13,594

									       

Claims ratio (%)		  43.3%	 45.7%	 76.2%	 34.3%		  46.3%

Expense ratio (%)		  31.3%	 36.0%	 46.9%	 30.7%		  34.2%

Combined ratio (%)		  74.6%	 81.7%	 123.1%	 65.0%		  80.5%

The segment assets and liabilities as at 31 December 2008 are as follows:

						      Marine 	 Specialty	 Non-	 Property	 Total

						     and aviation	 lines	 marine	 treaty		

								        property

						      £’000	 £’000	 £’000	 £’000	 £’000

										        

Assets attributable to business segments		  103,290	 102,871	 39,050	 73,109	 318,320

Other group assets							       99,132

Total assets							       417,452

										        

Liabilities attributable to business segments		  83,572	 98,010	 46,380	 39,729	 267,691

Other group liabilities							       48,032

Total liabilities							       315,723
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The segment assets and liabilities as at 31 December 2007 are as follows:

						      Marine 	 Specialty	 Non-	 Property	 Total

						     and aviation	 lines	 marine	 treaty		

								        property

						      £’000	 £’000	 £’000	 £’000	 £’000

										        

Assets attributable to business segments		  95,143	 66,478	 26,376	 31,232	 219,229

Other group assets							       89,943

Total assets							       309,172

										        

Liabilities attributable to business segments		  75,750	 56,141	 27,945	 25,624	 185,460

Other group liabilities							       38,504

Total liabilities							       223,964

Geographical segments

All business is underwritten in the UK, although the situs of the risk is analysed as follows:

								        Year ended	 Year ended

								        31 December 	 31 December

								        2008	 2007

								        £’000	 £’000

				  

UK							       	 24,543	 21,389

Other EC member states					     29,618	 15,266

United States of America				    	 34,621	 23,797

Other countries				    	 83,988	 87,082

				  

Gross premiums written				    	 172,770	 147,534

				  

The ‘other countries’ category includes risks which are worldwide with no significant concentration in any geographic  

region.

5	N et insurance premium revenue

								        Year ended		  Year ended

								        31 December 	 31 December

								        2008	 2007

								        £’000	 £’000

				  

Gross premiums written					     172,770	 147,534

Change in gross unearned premiums provision (note 26)			   (19,030)	 (17,594)

Gross earned premiums				    	 153,740	 129,940

				  

Premiums ceded to reinsurers				    	 (34,630)	 (24,223)

Change in ceded unearned premiums provision (note 26)			   1,689	 2,883

Ceded earned premiums				    	 (32,941)	 (21,340)

					   

Net insurance premium revenue					     120,799	 108,600
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6	F inancial income

							       Year ended	 Year ended

							       31 December 	 31 December

							       2008	 2007

							       £’000	 £’000

				  

Interest income cash and cash equivalents			   736	 1,783

Investment income on financial assets designated at fair value through the	  

income statement on initial recognition				 

   Interest income from fixed income securities			   8,091	 5,923

   Dividend income				    58	 70

				  

Fair value gains/(losses) on financial assets at fair value 	  

through the income statement				  

   Foreign exchange contracts				    (2,459)	 28

   Designated upon initial recognition (realised)			   337	 (326)

   Designated upon initial recognition (unrealised)			   1,027	 (1,244)

							       7,790	 6,234

				  

7	O ther operating income

							       Year ended	 Year ended

							       31 December 	 31 December

							       2008	 2007

							       £’000	 £’000

Managing agent fees from third party Names			   4	 27

Managing agent profit commission				    230	 449

Other income				    50	 111

							       284	 587

8	N et claims incurred

							       Year ended	 Year ended

							       31 December 	 31 December

							       2008	 2007

							       £’000	 £’000

				  

Claims paid				    71,056	 34,842

Movement in insurance liabilities (note 26)			   18,576	 24,050

Gross claims incurred				    89,632	 58,892

				  

Reinsurers’ share of claims paid 				    (20,020)	 (3,579)

Reinsurers’ share of movement in insurance liabilities (note 26)		  29	 (5,038)

Reinsurers’ share of claims incurred				    (19,991)	 (8,617)

				  

Net claims paid				    51,036	 31,263

Net movement in insurance liabilities				    18,605	 19,012

Net claims incurred				    69,641	 50,275
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9	E xpenses incurred in insurance activities

							       Year ended	 Year ended

							       31 December 	 31 December

							       2008	 2007

							       £’000	 £’000

Commission expenses payable				    32,908	 28,854

Other acquisition costs				    5,440	 5,259

Change in deferred acquisition costs				    (4,355)	 (4,495)

Total acquisition costs				    33,993	 29,618

				  

Foreign exchange gains 				    (18,920)	 (1,774)

Administrative expenses				    8,498	 9,316

				  

Expenses incurred in insurance activities			   23,571	 37,160

10	O ther operating expenses

							       Year ended	 Year ended

							       31 December 	 31 December

							       2008	 2007

							       £’000	 £’000

				  

Employee expenses excluding employee incentives		  2,676	 1,736

Employee incentives				    6,374	 4,050

Investment management fees				    55	 118

Other admin expenses				    1,543	 1,541

Foreign exchange loss				    205	 307

							       10,853	 7,752

				  

							       Year ended	 Year ended

							       31 December 	 31 December

							       2008	 2007

							       £’000	 £’000

 

Other administrative expenses includes fees paid to auditors as analysed below:

Audit of these financial statements				    50	 45

Audit of financial statements of subsidiaries pursuant to legislation	 144	 107

Other services pursuant to such legislation			   46	 31

Other services relating to tax				    48	 305

All other services				    9	 163

							       297	 651

				  

All the amounts shown above were paid to KPMG with the exception of £12,750 (2007: £12,000) which was paid to 

Mazars LLP. 
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11	E mployee benefit expense

							       Year ended	 Year ended

							       31 December 	 31 December

							       2008	 2007

							       £’000	 £’000

The aggregate director and staff expense for the group was:				  

Wages and salaries				    11,283	 8,237

Social security costs				    1,543	 1,143

Share-based payments				    992	 416

Pension costs				    1,518	 1,197

							       15,336	 10,993

Average number of employees employed by the Group during the year	 66	 53

 

12	F inance charges

									       

							       Year ended	 Year ended

							       31 December 	 31 December

							       2008	 2007

							       £’000	 £’000	

			 

Letter of credit charges				    579	 626

Subordinated debt interest				    1,136	 1,340

							       1,715	 1,966

 

13	I ncome tax expense

							       Year ended	 Year ended

							       31 December 	 31 December

							       2008	 2007

							       £’000	 £’000

				  

Current tax expense				  

Current year				    4,182	 326

Adjustments for prior years				    772	 (174)

							       4,954	 152

Deferred tax				  

Origination and reversal of temporary differences (note 27)		  (1,362)	 4,522

							       3,592	 4,674



Report & Accounts 2008  |  85

The tax charge for the year differs from the theoretical amount that would arise using the average UK corporate tax rate 

of 28.5%*.  The reasons for this difference are explained below.

							       Year ended	 Year ended

							       31 December 	 31 December

							       2008	 2007

							       £’000	 £’000

				  

Profit before tax				    23,093	 18,268

Income tax using the average UK corporation tax rate of 28.5%* (2007:30%)	 6,582	 5,480

				  

Income not subject to tax				    -	 (13)

Non-deductible expenses				    103	 (73)

Group entities subject to overseas tax at a lower rate		  (5,080)	 -

Change of deferred tax rate				    -	 (546)

Adjustment for deferred tax on intangible assets 			   1,215	 -

Under / (over) provision in prior years				    772	 (174)

				  

Tax charge for the year				    3,592	 4,674

				  

* The UK corporation tax rate changed from 30% to 28% with effect from April 2008.			 

	

14	E arnings per share

Basic	 					   

Basic earnings per share is calculated by dividing the profit after tax by the weighted average number of ordinary shares 

in issue during the year, excluding ordinary shares purchased by the Group and held as treasury shares.

				  

							       Year ended	 Year ended

							       31 December 	 31 December

							       2008	 2007

				  

Profit after tax for the year (£’000)				    19,501	 13,594

				  

							       Thousands	 Thousands

				  

Issued shares at 1 January				    35,712	 35,513

Effect of own shares held				    (561)	 (278)

Effect of shares issued in year				    46	 136

Weighted average number of ordinary shares in issue during year 	 35,197	 35,371

				  

Basic earnings per share (pence per share)			   55.4p	 38.4p

Diluted

Diluted earnings per share is calculated by adjusting the weighted average number of ordinary shares outstanding to 

assume conversion of all dilutive potential ordinary shares.  The Company has two categories of dilutive potential ordinary 

shares being share options and rewards of shares under the Groups share scheme. For share options, a calculation is 

made to determine the number of shares that could have been acquired at fair value (determined as the average annual 

market price of the Company’s shares) based on the monetary value of the subscription rights attached to outstanding 

share options.  The number of shares calculated as above is compared with the number of shares that would have been 

issued assuming the exercise of the options.  Diluted earnings per share are calculated using the same profits for the year 

as for basic earnings per share.
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							       Year ended	 Year ended

							       31 December 	 31 December

							       2008	 2007

							       Thousands	 Thousands

Weighted average number of ordinary shares in issue during year	 35,197	 35,371

Adjusted for share options and share schemes			   1,062	 51

Weighted average number of ordinary shares for diluted earnings per share 	 36,259	 35,422

				  

Diluted earnings per share (pence per share)			   53.8p	 38.4p

15	D ividends per share

							       Year ended	 Year ended

							       31 December 	 31 December

							       2008	 2007

							       £’000	 £’000

 

Interim dividend for year ended 31 December 2008 of 3.6p per share	 1,242	 -

Final dividend for the year ended 31 December 2007 of 7.7p per share	 2,683	 -

Interim dividend for the year ended 31 December 2007 of 3.3p per share	 -	 1,158

Final dividend for the year ended 31 December 2006 of 10.0p per share	 -	 3,506

							       3,925	 4,664

				  

The final 2008 dividend of 8.5p per share is to be proposed at the Annual General Meeting on 20 May 2009.  Since the 

new common shares arising from the placing and open offer will qualify for the dividend, the total amount of the dividend 

payable will be £4.38 million. 

16	I ntangible assets

Intangible assets comprise purchased capacity on syndicate 382.  It is considered to have an indefinite useful  

economic life. 
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17	 Property, plant and equipment

						      Office 	 Computer	 Total

						      equipment	 equipment		

						      £’000	 £’000	 £’000

Cost								      

As at 1 January 2007			   551	 1,302	 1,853

Additions				    47	 1,155	 1,202

Disposals				    (46)	 (95)	 (141)

As at 31 December 2007			   552	 2,362	 2,914

								      

Additions				    54	 620	 674

Disposals				    -	 -	 -

As at 31 December 2008			   606	 2,982	 3,588

								      

Depreciation					   

As at 1 January 2007			   104	 986	 1,090

Charge for the year			   134	 183	 317

Disposals				    (46)	 (95)	 (141)

As at 31 December 2007			   192	 1,074	 1,266

								      

Charge for the year			   141	 313	 454

Disposals				    -	 -	 -

As at 31 December 2008			   333	 1,387	 1,720

								      

Carrying amounts				  

At 31 December 2007			   360	 1,288	 1,648

At 31 December 2008			   273	 1,595	 1,868

18	R einsurance assets

							       As at	 As at

							       31 December 	 31 December

							       2008	 2007

							       £’000	 £’000

				  

Reinsurers’ share of unearned premium			   9,687	 7,999

Reinsurers’ share of outstanding claims			   38,289	 30,971

Impairment provision				    (1,122)	 (731)

Reinsurance assets (note 26)				    46,854	 38,239

				  

Amounts due from reinsurers in respect of claims already paid by the Group are included in trade and other receivables.

 

19	D eferred acquisition costs

							       2008	 2007

							       £’000	 £’000

				  

As at 1 January				    20,060	 15,564

Acquisition costs deferred in the year				    18,355	 15,123

Amortisation charged to income				    (13,992)	 (10,627)

As at 31 December				    24,423	 20,060
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20	T rade and other receivables

							       As at	 As at

							       31 December 	 31 December

							       2008	 2007

							       £’000	 £’000

				  

Receivables arising from direct insurance operations 		  17,943	 12,214

due from agents, brokers and intermediaries		

Receivables arising from reinsurance operations due 		  52,651	 37,759

from agents, brokers and intermediaries		

Reinsurance recoveries due from reinsurers			   12,373	 1,767

Other receivables 				    1,015	 1,712

							       83,982	 53,452

				  

Amounts due from reinsurers are stated after a provision for impairment of receivables from reinsurers of £254,000 (2007: 

£157,000).  All trade and other receivables are due within twelve months of the balance sheet date.

21	I nvestments

							       As at	 As at

							       31 December 	 31 December

							       2008	 2007

							       £’000	 £’000

Financial assets at fair value through the income statement 				  

  Designated upon initial recognition				    129,758	 109,491

				  

Financial assets at fair value through the income statement		

  Equity and other variable yield securities			   -	 4,593

  Debt and other fixed income securities			   129,758	 104,898

							       129,758	 109,491

The equity, variable yield securities, debt and fixed income securities are all listed on a recognised stock exchange.

				  

Hardy Re Limited (“HRe”), Hardy Underwriting Limited (“HU”) and Hardy Names Limited (“HN”), all wholly owned subsidiaries 

of Hardy Underwriting Bermuda Limited, have entered into Lloyd’s Deposit Trust Deeds under the terms of which they 

have deposited funds (cash and investments) with Lloyd’s, as security in respect of their underwriting business at Lloyd’s. 

During 2007 all funds were transferred from HN to HU. At the end of April 2008 the assets were then transferred to HRe. 

At 31 December 2008 the total deposited under the Trust Deeds, including cash, amounted to £76,312,269 (2007: 

£57,694,238) and the relevant investments together with income thereon represent the maximum contingent liability under 

the Trust Deeds.  HRe, HU and HN may, however, incur further liabilities pursuant to their underwriting activities at Lloyd’s 

which would need to be met from their other assets.

				  

In addition, on behalf of HU, the Company has deposited letters of credit with Lloyd’s totalling £35,000,000 (2007: 

£20,000,000).  These letters of credit have been issued by Lloyds Banking Group and Calyon and are secured on the 

assets of the Group. This facility gives the Group access to £35 million to support underwriting on the 2007, 2008 and 

2009 years of account.
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Total investments for the year ended 31 December 2008 have increased by £20,267,000 (2007: £34,815,000) and a 

breakdown of the increase is shown below:

							       2008	 2007

							       £’000	 £’000

				  

As at 1 January				    109,491	 74,676

Exchange differences on monetary assets			   22,543	 2,144

Additions					     281,150	 172,417

Sales and redemptions				    (285,713)	 (138,999)

Fair value unrealised gains and losses				    2,287	 (747)

As at 31 December				    129,758	 109,491

22	C ash and cash equivalents

							       As at	 As at

							       31 December 	 31 December

							       2008	 2007

							       £’000	 £’000

				  

Short-term bank deposits				    82,195	 50,266

Deposits with credit institutions				    22,875	 13,653

							       105,070	 63,919

				  

Included in cash and cash equivalents held by the Group are balances totalling £77,149,769 (2007: £42,649,017) which 

are not available to the Group because they are held within syndicate premium trust funds. 

23	S hare capital and premium

					     Number of 	 Ordinary	 Share	 Contributed	

					     shares	 shares	 premium	 surplus

					     Thousands	 £’000	 £’000	 £’000

								      

As at 1 January 2007		  35,513	 7,103	 41,925	 -

Issues in relation to share options exercised	 199	 39	 333	 -

								      

As at 31 December 2007		  35,712	 7,142	 42,258	 -

								      

Issues in relation to share options exercised	 48	 10	 91	 -

Transfer on reverse acquisition		  -	 -	 (42,349)	 42,349

								      

As at 31 December 2008		  35,760	 7,152	 -	 42,349

								      

As at 31 December the total authorised number of common shares is 50 million (2007: 50 million), with a par value of 20 

pence per share.  All issued shares are fully paid. 

In accordance with Bermudian law, an amount of £42,349,000 was reclassified as contributed surplus on the completion 

of the reverse acquisition of Hardy Underwriting Bermuda Limited.

At a special general meeting scheduled for 31 March 2009, the Group is proposing to increase the authorised common 

shares to 75 million. 
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24	O ther reserves

					     Own 	 Merger	 Other	 Share-based	 Total

					     shares	 reserve	  reserve	 payments		

					     £’000	 £’000	 £’000	 £’000	 £’000

					   

As at 1 January 2007		  (254)	 2,441	 75	 133	 2,395

Share-based payments (note 31)		  -	 -	 -	 416	 416

Employee benefit trust holding 		  (1,308)	 -	 -	 -	 (1,308)

Sale of shares in the year		  1	 -	 -	 -	 1

As at 31 December 2007		  (1,561)	 2,441	 75	 549	 1,504

										        

Share-based payments (note 31)		  -	 -	 -	 992	 992

Employee benefit trust holding 		  (148)	 -	 -	 -	 (148)

As at 31 December 2008		  (1,709)	 2,441	 75	 1,541	 2,348

									       

The merger reserve relates to the merger of HUG with HU on formation of the Group in 1996.

Other reserves were created following the capitalisation of reserves in HUA during 1998.

25	F inancial liabilities – subordinated debt

							       As at	 As at

							       31 December 	 31 December

							       2008	 2007

							       £’000	 £’000

Subordinated debt				    20,256	 14,643

				  

The Company issued a $30m subordinated bond on 19 September 2006.  The bond bears a variable interest rate set 

at three month US dollar LIBOR plus 3.3%.  The bond must be redeemed by no later than 15 September 2036 at the 

principal plus any accrued interest.  The Company has the option to redeem all or some of the bond at any time on or 

after 15 December 2011.  The subordinated debt is carried at amortised cost which closely approximates fair value. As 

the debt is held in US$ the movement in the exchange rate has meant that when re-valued to the reporting currency the 

subordinated debt is held on the balance sheet at a higher value than for the previous reporting period. No further capital 

has been added to the loan. 
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26	I nsurance liabilities and reinsurance assets

							       As at	 As at

							       31 December 	 31 December

							       2008	 2007

							       £’000	 £’000

Gross	 			 

Claims reported				    98,664	 62,986

Loss adjustment expenses				    2,818	 2,045

Claims incurred but not reported				    44,817	 34,866

Unearned premiums				    92,325	 73,294

Total gross insurance liabilities				    238,624	 173,191

				  

Recoverable from reinsurers				  

Claims reported				    28,963	 25,035

Claims incurred but not reported				    8,204	 5,205

Unearned premiums				    9,687	 7,999

Total reinsurers’ share of insurance liabilities			   46,854	 38,239

				  

Net				 

Claims reported				    69,701	 37,951

Loss adjustment expenses				    2,818	 2,045

Claims incurred but not reported				    36,613	 29,661

Unearned premiums				    82,638	 65,295

Total net insurance liabilities				    191,770	 134,952

				  

The gross liabilities for claims reported, loss adjustment expenses and claims incurred but not reported are net of expected 

recoveries from salvage and subrogation.  The amounts for salvage and subrogation at the end of 2008 and 2007 are 

not material.
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Movement in outstanding claims reserves

							       Gross	 Reinsurance	 Net

							       £’000	 £’000	 £’000

						    

Claims reported				    41,802	 (15,087)	 26,715

Loss adjustment expenses				    1,746	 -	 1,746

Claims incurred but not reported				    29,817	 (8,976)	 20,841

Total as at 1 January 2007				    73,365	 (24,063)	 49,302

								      

Increase in year				    24,050	 (5,038)	 19,012

Net exchange adjustments				    2,482	 (1,139)	 1,343

Total as at 31 December 2007				    99,897	 (30,240)	 69,657

						    

Claims reported				    62,986	 (25,035)	 37,951

Loss adjustment expenses				    2,045	 -	 2,045

Claims incurred but not reported				    34,866	 (5,205)	 29,661

Total as at 31 December 2007				    99,897	 (30,240)	 69,657

							     

Increase in year				    18,576	 29	 18,605

Net exchange adjustments				    27,826	 (6,956)	 20,870

Total as at 31 December 2008				    146,299	 (37,167)	 109,132

						    

Claims reported				    98,664	 (28,963)	 69,701

Loss adjustment expenses				    2,818	 -	 2,818

Claims incurred but not reported				    44,817	 (8,204)	 36,613

Total as at 31 December 2008				    146,299	 (37,167)	 109,132

Movement in provision for unearned premiums

							       Gross	 Reinsurance	 Net

							       £’000	 £’000	 £’000

						    

As at 1 January 2007				    55,700	 (5,116)	 50,584

Movement during 2007				    17,594	 (2,883)	 14,711

As at 31 December 2007				    73,294	 (7,999)	 65,295

Movement during 2008				    19,031	 (1,688)	 17,343

As at 31 December 2008				    92,325	 (9,687)	 82,638

27	D eferred income tax liability

									         2008	 2007

									         £’000	 £’000

				  

As at 1 January	 					     9,833	 5,311

(Credit) / charge in year (note 13)	 				    (1,362)	 4,522

				  

As at 31 December	 					     8,471	 9,833

				  

All liabilities relate to the recognition of underwriting profits.				  
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28	T rade and other payables

							       As at	 As at

							       31 December 	 31 December

							       2008	  2007

							       £’000	 £’000

				  

Arising out of direct insurance operations			   3,870	 657

Arising out of reinsurance operations				    25,325	 13,802

Other creditors				    10,080	 9,029

Derivative liabilities (foreign exchange contracts)			   2,639	 180

							       41,914	 23,668

				  

All trade and other payables are due within twelve months of the balance sheet date.

Trade and other payables (excluding derivative liabilities) are initially recognised at fair value and subsequently measured at 

amortised cost. Derivative liabilities are trading financial instruments and are measured at fair value.

29	C urrent tax liability

The current tax liability of £6,458,000 (2007: £2,629,000) represents the amount of income tax payable in respect of the 

current year and takes into account adjustments in respect of prior years.

	

30	N et assets per share

Net assets and net tangible assets per share are calculated based on the number of ordinary shares in issue at the year 

end, excluding ordinary shares purchased by the Group and held as treasury shares.

				  

							       Year ended	 Year ended

							       31 December 	 31 December

							       2008	  2007

							       £’000	 £’000

				  

Net assets					     101,729	 85,208

Intangible asset			   	 (15,509)	 (15,509)

Net tangible assets				    86,220	 69,699

				  

Issued shares at 31 December (number of shares ‘000s)		  35,760	 35,712

Effect of own shares held (number of shares ‘000s)			  (623)	 (572)

Issued shares after adjustment (number of shares ‘000s)		  35,137	 35,140

				  

Net assets per share				    £2.90	 £2.42

Net tangible assets per share				    £2.45	 £1.98
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31	S hare-based payments

During the year ended 31 December 2008, the Group had a number of long-term employee incentive schemes which are 

classified as equity settled share-based payments.

The compensation cost recognised in the income statement under IFRS 2, Share-based payments, is as follows:

				  

							       Year ended	 Year ended

							       31 December 	 31 December

							       2008	  2007

							       £’000	 £’000

				  

Deferred annual bonus scheme awards			   429	 206

SAYE options scheme				    12	 10

Performance share plan				    551	 200

							       992	 416

Approved and unapproved share option schemes

The schemes have been discontinued and the final awards were made during 2004.  The fair value of share options 

granted in 2004, determined by a binomial valuation model, was £42,358.  The significant inputs into the model are set 

out in the following table.  The volatility, measured at the standard deviation of expected share price returns, is based on 

statistical analysis of historical daily share prices.

						    

Share options granted on 			   31 March 	 31 March	 22 June

						      2004	 2004	 2004

						    

Number of options issued			   62,575	 53,521	 3,157

Share price at the date of grant			   £2.485	 £2.485	 £2.375

Exercise price			   £2.485	 £2.485	 £2.375

Standard deviation of expected share price returns		 20%	 20%	 20%

Option life				    10 years	 7 years	 10 years

Annual risk free interest rate			   4%	 4%	 4.25%

Dividend yield			   3.8%	 3.8%	 3.8%

Employee turnover			   5%	 5%	 5%

						    

Deferred annual bonus (“DAB”) scheme 

The DAB scheme was approved by shareholders in June 2005 and first launched in March 2006.  Awards of deferred 

shares and matching shares are made under the scheme.  Awards will be satisfied by the transfer of shares from the 

Group’s Employee Benefit Trust, which may acquire shares for this purpose by buying in the open market.  The Trustees 

have waived their entitlement to dividends on any shares acquired.

Awards of deferred shares are granted equivalent to the value of the annual bonus deferred divided by the share price 

on the date of grant.  Under the scheme all employees have the opportunity to defer up to 30% of their pre-tax annual 

bonus.  During the vesting period each participant is entitled to instruct the Trustee to vote on the deferred shares held 

on his or her behalf and is entitled to receive dividends, or dividend equivalent payments, which are paid in respect of 

deferred share awards.

Up to one matching share is awarded for every deferred share.  Matching shares will vest partly or in full on the third 

anniversary of the date of grant to the extent that certain performance conditions are met.  The performance conditions 

are described in full in the Directors’ Remuneration Report.  Matching shares do not receive the right to vote or receive 

dividends during the vesting period.
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The fair value of the matching share awards is measured as the market share price, adjusted to take into account the 

terms and conditions on which the shares are granted.  The fair value of the matching share awards granted during the 

year was £700,112 (2007: £522,212).

Save as you earn (“SAYE”) share option scheme 

The SAYE scheme was approved by shareholders in June 2005 and first launched in May 2006.

Under the scheme all employees have the opportunity to participate in a 3 year savings plan.  Participants can save up 

to £250 per month, which is used to purchase shares at a pre-determined discounted fixed option price.  For all scheme 

years to date, the discount was 10% off the market value of the group’s shares on the launch date. 

The fair value of the options granted under the scheme is estimated using the Black-Scholes option-pricing model.  The 

fair value of the options granted during the year was £6,349 (2007: £8,605).

The significant inputs into the Black-Scholes model are as follows:

								       Share options granted on

			    				    2 May 2006	 2 May 2007	 30 April 2008

						    

Number of options issued				    71,492	 15,697	 17,338

Share price at the date of grant				    £2.25	 £2.83	 £2.83

Exercise price				    £2.02	 £2.61	 £2.66

Standard deviation of expected share price returns			  15%	 20%	 20%

Option life					     3 years	 3 years	 3 years

Annual risk free interest rate				    4.5%	 4.5%	 4.5%

Dividend yield				    3.7%	 3.7%	 3.7%

Performance share plan (“PSP”)

The PSP scheme was approved by shareholders in May 2007 and first launched later that month.

Under the scheme a small number of senior employees receive awards of free shares, which will vest after three years 

subject to performance conditions and continued employment.

The performance measure is split into two separate and equal parts; one part having a net tangible asset (“NTA”) value 

condition and the other having a total shareholder return (“TSR”) condition.

For the NTA condition, full vesting will only occur at NTA per share growth of 45% above the Retail Price Index (“RPI”) over 

three years.  No vesting will occur below a 15% growth level, with a pro-rata vesting between these points.  The NTA per 

share is adjusted to add back dividends paid in the performance period.

For the TSR condition, performance is measured over three years against a comparator group of other Lloyd’s companies.  

Full vesting will occur on achievement of upper quartile performance.  No vesting will occur at median performance, with 

pro-rata vesting between upper quartile and median performance.

The fair value of the awards granted under the scheme has been estimated using appropriate valuation methodologies.  

With respect to the NTA condition the fair value has been calculated using assumptions about the likelihood of meeting the 

performance criteria based on the directors’ expectations in light of the Group’s business model and market conditions.

The fair value of the awards under the TSR condition has been estimated using a Monte-Carlo simulation model, which 

calculates a fair value based on a large number of randomly generated simulations of the Company’s share price.

The fair value of the awards granted during the year was £1,016,574 (2007: £898,804).
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The significant inputs into the valuation model are as follows:

Awards granted on 			   2 May 2007	 26 Mar 2008

						      NTA 	 TSR	 NTA	 TSR

						      condition	 condition	 condition	 condition

						    

Number of awards granted			   214,001	 214,001	 242,909	 242,909

Share price at the date of grant			   £2.78	 £2.78	 £2.71	 £2.71

Volatility of expected share price returns – 		  N/A	 19%	 N/A	 21%

Company	

Volatility of expected share price returns – 		  N/A	 26%	 N/A	 31%	

comparator group	

Correlation with comparator group			   N/A	 11%	 N/A	 20%

Expected life			   3 years	 3 years	 3 years	 3 years

Annual risk free interest rate			   N/A	 5.4%	 N/A	 4.0%

						    

32	 Post balance sheet events - Placing and open offer

On 27 February 2009 the Group announced that it was proposing to raise approximately £38.1 million, net of expenses, 

by way of a placing and open offer of new common shares at 245 pence per share on the basis of 46 new common shares 

for every 100 existing common shares.

33	C ommitments

Non-cancellable operating lease rentals are payable as follows:

							       Year ended	 Year ended

							       31 December 	 31 December

							       2008	  2007

							       £’000	 £’000

Less than one year				    159	 159

Between one and five years				    199	 358

							       358	 517

 

34	C ontingencies

There are no contingent assets or liabilities, except for deposits lodged with Lloyd’s as security in respect of the Group’s 

underwriting business at Lloyd’s (see note 21).

 

35	R elated parties

Directors of the Company and their immediate relatives control 3.78 per cent. of the voting shares of the Company. This 

excludes the shares held in the Hardy EBT.  The company considers that the directors are the key management personnel 

of the company in the context of the IAS 24 definition.

In addition to salaries, the Group also provides non-cash benefits to directors and executive officers, and contributes to 

a post-employment defined contribution pension plan on their behalf.  Directors also participated in the Group’s share 

option schemes.  Full details of all the elements of remuneration payable to the directors are contained in the Directors’ 

Remuneration Report. No other transactions took place between the Company and key management personnel. 



	 2008	 2007
Combined ratio	 77.2%	 80.5%

Gross written premium	 £172.8m	 £147.5m

Profit before tax	 £23.1m	 £18.3m

Basic earnings per share	 55.4p	 38.4p

Post tax return on equity	 22.9%	 17.7%

Net tangible assets per share	 245.4p	 198.3p

Total dividend	 12.1p	 11p

OPERATIONAL HIGHLIGHTS

•	 Redomiciled to Bermuda 
•	 Merger of syndicates 382 and 38Twenty creating four business units: marine  
	 and aviation, non-marine property, property treaty and specialty lines

CORPORATE HIGHLIGHTS

•		 Fully underwritten placing and open offer to raise £40.3 million (approximately  
	 £38.1 million, net of expenses).   

highlights
Financial

36	 Principal subsidiary companies of Hardy Underwriting Bermuda Limited

The Company owns 100 per cent. of the ordinary share capital in the following subsidiaries. 

		

Hardy Underwriting Group*			  UK Holding company

Hardy Re Limited*			  Bermudian Reinsurance company

Hardy Underwriting Limited			  UK corporate member of Lloyd’s

Hardy Names Limited			  UK corporate member of Lloyd’s

Hardy (Underwriting Agencies) Limited			 UK managing agent

Hardy Insurance Services Limited			  UK Service company

		

* held directly		
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