





























Credit Risk

Hardy has a low appetite for credit risk. Hardy considers
potential credit exposure in detail, and takes steps to ensure
high credit quality for counter-party balances. Forreinsurance
counter-parties, the maximum exposure is limited and the
financial situation of the reinsurer is continuously monitored.
Our Finance Committee also monitors investment counter-
parties within pre-agreed limits based on credit ratings.

Market Risk

Market risk, which includes interest rate, exchange rate and
other investment volatility, is also an area where Hardy has
historically had a low risk appetite. These exposures are
managed with a view to minimising the downside and our
expectations for positive returns from market risk are modest
over the cycle. Our approach includes liability matching,
currency hedging and low risk investment strategies. Overall,
Hardy’s market risk appetite seeks to minimise the potential
for adverse results to arise from market movements.

Operational, Group and Liquidity Risks

Hardy’s risk appetite for operational risk, group risk and
liquidity risk is focused on minimising the downside with
sufficient mitigating controls as are commensurate with the
cost of putting such controls in place.

Strategic Risk

This is the risk associated with the delivery of our business
strategy and also of its appropriateness against the
prevailing economic, legislative and political back-drop. We
have committed to growing the business whilst maintaining
a balance between the catastrophe and non-catastrophe
elements of the book. The growth of the business, whether
organic, in new territories or through acquisition, is reviewed
from a risk management perspective, with particular
consideration given to the change in the level of risk and
hence capital required for any strategy. Reputational risk,
caused by failure to meet our stated business strategy, is
managed through continual review and update of plans and
through regular communication with shareholders and other
stakeholders.

CATASTROPHE RISK APPETITE AND EXPOSURE
MANAGEMENT

In previous years’ reviews, there has been particular focus on
the work we were conducting in relation to catastrophe risk
appetite. This reflects the fact that, over the past 3 years,
as the non-marine element of the business has grown, the
proportion of our book with catastrophe exposure has also
grown significantly, increasing the catastrophe profile of the
business accordingly.

In order to manage catastrophe risk we have established
exposure management and catastrophe modelling teams
who combine the necessary dedication to detail with an
enthusiasm to embrace the available technologies in what
is an increasingly sophisticated area. These functions
began around the middle of 2006 when syndicate 38Twenty
was established, and we have focused on the continuing
enhancement of our capabilities ever since.

Our systems development has included a dedicated
exposure reporting system which extracts data from the AIR
catastrophe modelling software to create monthly reports on
current and planned levels of exposure as compared to risk
limits.  For 2010 we have licensed additional catastrophe
modelling software from RMS which will provide us with a
comparative view for the property treaty exposures. The
significant commitment of resources and funds to this area
reflects our view of the importance of adequately monitoring
and managing catastrophe risk now and in the future.

The enhancements in exposure management have allowed
us to refine further the analysis of our catastrophe risk
profile, including the ability to monitor the portfolio based on
occurrence limits by geographic region.

Following much discussion, the Board has set a tolerance
for the level of catastrophe risk emanating from the property
treaty and property direct and facultative accounts, which
are responsible for the majority of the catastrophe risk in the
business. Contributions from other lines of business are
currently excluded as they are generally low and are retained
within reinsurance protections although, going forward, they
will be included for completeness’ sake.

The tolerance level is a loss of no more than 30% of net
assets against any single event, net of reinsurance and
reinstatements, with a 1% chance of occurrence in the next
year (i.e. at a 1in 100 year level). This level was chosen for
three reasons: firstly it was reasonably aligned to our current
stated appetite, being the Lloyd’s prescribed realistic disaster
scenario (“RDS”) of 20% of capacity, and would ensure that
Hardy is in a strong position after a significant loss and able
to benefit from the anticipated post-loss hardening of the
market. It also aids comparison with our peers.
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Operating and financial review

Risk appetite, risk management and controls - continued

The table below shows the key catastrophe risk areas for
the business and the 1 in 100 year net loss amounts after
tax as at 1 January 2010:

Loss event Net loss %

post tax of limit
Atlantic windstorm £38.5m 86%
European windstorm £34.8m 77%
Japan windstorm £17.4m 39%
Japan earthquake £21.9m 49%
Limit (30% of net assets) £45.0m 100%

Whilst Hardy is now focusing on modelled risk limits, existing
controls in this area are also being maintained, namely the
use of aggregate limits (i.e. setting maximum policy limits by
country or region) and RDS limits.

The RDS limits have the advantage of simplicity and are
readily understood and comparable across the market. As
referred to above, Hardy, in common with many Lloyd’s
businesses, manages its exposures to limit the loss from any
one of the required scenarios to within 20% of underwriting
capacity, as required by Lloyd’s. For 2010 this RDS loss
limit is £ 60million, being 20% of the £ 300million capacity.

The following RDS are the most significant which could
affect the Group:

Modelled net Market

loss loss

Caribbean/US windstorm £44.9m £17bn
Gulf of Mexico windstorm £35.1m £70bn
Californian earthquake £28.7m £49bn
European windstorm £28.7m £19bn
Florida windstorm £27.4m £78bn

These scenarios are on a single loss basis. There is also the
risk of multiple events occurring in one calendar year. It is
worth noting that an actual loss of equivalent size to any of
the market losses shown above may cause Hardy a greater
or lesser loss than estimated, dependent on how the loss
affects our own portfolio of insureds.

PRICING AND RATE MONITORING

Along with exposure management, the pricing of insurance
risk is the other critical control in the business, and one
which Hardy has traditionally managed extremely well
across a number of cycles. The expansion of the business
(that already achieved and that planned for the coming
years) and the increasing reporting requirements around
performance management data have led us to develop
a formal business-wide rate monitoring system. This
system captures the benchmark price for each risk, being
that required to meet our business plan loss ratio. The
system also records various rate monitoring statistics,
which facilitate a review of price adequacy of the business
written and the rate change on renewal business. This
information is utilised in the reserving process. With
each class and sub-class of business having unique
characteristics, both in terms of rating approach and
accepted market practices, development of this system
has been a significant challenge which has generated an
enormous benefit for the business.

During 2009, we further embedded the rate monitoring
systeminto the business, focusing onimprovementsinrating
approaches for many lines of business, on consistency of
rate monitoring approaches and on the further development
of management information.

MANAGING CAPITAL REQUIREMENTS

The current formal quantification of risk is through the ICA
process as required by both the FSA and Lloyd’s. The
purpose of the ICA is to show the regulatory minimum
level of capital needed to cover the worst loss outcome
for the business, having regard to the risks which we
plan to underwrite, on a 1 in 200 year probability basis.
In other words, we need sufficient capital for the next 12
months with a 99.5% degree of certainty that this capital
will be adequate against all risks. Lloyd’s then applies an
uplift of 35% to our own assessment which is intended
to enhance the overall financial strength of Hardy and
Lloyd’s, contributing to a stronger rating from the external
rating agencies.
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HARDY’S INDIVIDUAL CAPITAL ASSESSMENT

ICA Capital i.e. 1 in 200 year estimate £116.2m

Capital Requirement including 35% uplift £156.9m

Net tangible assets including long term debt £154.5m

LOC facility available £50.9m ($82m)

Total available to meet capital requirement £205.4m (£154.5 + £50.9m) 2 3

The steps taken in 2009 to develop the risk management  risk management function in particular. We recognise that
function and to refine risk appetite and its communication  there is much work still to be done to ensure that Hardy

throughout the business have laid the groundwork for — achieves Solvency Il compliance and is able to maintain (@)
the further improvements required over the next years.  control over regulatory capital requirements. §
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Corporate social responsibility

SOCIAL ISSUES

EMPLOYEES

Our primary asset is our people. Engendering loyalty
and goodwill from the individual and more widely from
the extended Hardy family is critical to the success of the
business.

During 2009 we introduced a new performance
management framework and new contribution agreements
which communicate our core values to all employees and
their link to the company’s goals and objectives.

Hardy is committed to the well being of its staff and offers
an annual medical, comprehensive medical insurance and
provides gym membership, encouraging staff to make use
of it. Career breaks and sabbaticals are also available to
eligible staff.

During the year we have had a number of work experience
placements as well as two undergraduate interns, each for
an academic year. We have also participated in the Lloyd’s/
Cll/Tower Hamlets skills initiative for undergraduates.

Hardy is committed to providing staff with comprehensive
learning and development, both to support the specific needs
of the business and to facilitate personal development.

We are an equal opportunities employer and also take our
health and safety responsibilities seriously.

CHARITY AND COMMUNITY INVESTMENT

Hardy has an active Charity and Social Committee in the UK
which organises fund raising activities throughout the year
and supports its aims by encouraging employees to commit
time to the activities and by contributing to the funds raised.
From time to time, Hardy makes ad-hoc charitable donations
to worthy causes identified by employees, including where
employees themselves engage with a particular charity to
undertake a sponsored event. Employees also participate in
some of the Lloyd’s community programme’s activities.

The Group has recently approved a charitable giving
strategy for Bermuda and the formation of a separate
Charity Committee in Bermuda and will be able to report
on its activities more fully next year.

Hardy (Underwriting Agencies) Limited (HUA) operates a
Give As You Earn programme through the payroll and pays
the administrative charges associated with this.

ETHICAL ISSUES

THE MARKETPLACE AND ETHICAL MATTERS

Hardy recognises that its reputation and the loyalty of its
customers, stakeholders and business partners depends
on the confidence that both customers and producing

brokers have in our professional standards and service
levels. The Board is committed to maintaining the highest
ethical standards. It endorses the principles of its regulators
and Lloyd’s and provides guidance to its employees on
these matters through a series of internal policies and
procedures including a code of ethics, a conflicts policy, gifts
and hospitality policies, complaints procedures, Treating
Customers Fairly (TCF) and data protection policies, and
a policy and procedure document for the prevention of
financial crime.

Hardy’s strategy will not compromise the standards that we
have set for ourselves in this regard and we will continue
to operate in an ethical and transparent manner whilst
seeking to expand the business.

Hardy has always been committed to acting with integrity,
fairness and good judgement in all its dealings with
customers. Historically, the business written largely fell
outside of the strict confines of the FSA's TCF regime.
The introduction of our high net worth homeowners
account for 2009 has changed that, because we now see
significant income written where individuals are our end
customers. We have therefore formalised our TCF policy
and procedures which are designed to ensure a top culture
of TCF compliance. We will continue to develop these
procedures and the way in which we transact and monitor
business to promote TCF where applicable.

In common with others in the insurance industry, and the
wider commercial world, Hardy has taken the decision
on ethical grounds not to transact business in certain
territories around the world. At present these territories
comprise Myanmar (formerly Burma) and North Korea.
We will continue to monitor all jurisdictions from an ethical
perspective and will not hesitate to take action where we
consider continuation of business to be contrary to our
ethical standards.

ENVIRONMENTAL ISSUES

CLIMATE CHANGE

Hardy is a member of ClimateWise, a group of companies
and organisations in the insurance industry dedicated to
taking action on climate change and reporting publicly
on its own performance. Hardy continues to work on
improving its environmental awareness and policies.

Lloyd’s is also a signatory to ClimateWise and reports
separately on compliance in the Lloyd’s market including
with regard to Hardy (Underwriting Agencies) Ltd. In
addition as a member of the Association of Bermuda
Insurers and Reinsurers (“ABIR”) Hardy embraces its
recently published policy statement on climate change.

The ClimateWise principles provide a framework for
insurance companies worldwide to set out how they will



build climate change into their business operations. These
principles and the steps that Hardy has taken to date to
address the principles are set out below.

PRINCIPLE 1: LEAD IN RISK ANALYSIS

As a managing agent of Lloyd’s, Hardy contributes to the
funding of the Corporation of Lloyd’s. The corporation is
a member of ClimateWise and has invested in risk analysis
through organisations and support of the Lloyd’s 360° Risk
Insight programme.

In 2009, 360° Risk Insight published a report on Climate
Change and Security which considered the potential impact
on global security from climate change and this and other
reports are reviewed by our Risk Management Committee
as a standing agenda item.

Detailed modelling of our insurance and reinsurance
exposures using in-house pricing software and projection
models developed by AIR Worldwide Corporation, and
shortly RMS, helps us to conduct through risk analysis. This
includes assessing the way in which adverse weather and
environmental conditions affect classes of business written.
Our modelling team also attend events throughout the year
to gain and share knowledge with peers in the market place
to ensure that models continue to be developed with the
most current understanding of environmental issues.

PRINCIPLE 2: INFORM PUBLIC POLICY MAKING

As a member of ClimateWise, Hardy shows its support for
the work being carried out in the insurance market. It has
a member of staff on a Lloyd’s debating group that feeds
directly into the ClimateWise initiative and supports their
activities in promoting public awareness on climate change.

PRINCIPLE 3: SUPPORT CLIMATE AWARENESS
AMONGST CUSTOMERS

Where it can, Hardy encourages a better understanding
among customers of climate change. This can be
demonstrated by our claims management; for example,
wherever possible, our claims team encourage the repair of
damaged property or, if this is not practical, the recycling
of it.

PRINCIPLE 4: INCORPORATE CLIMATE CHANGE
INTO OUR INVESTMENT STRATEGIES

Hardy does not specifically target “green funds”. Currently,
however, the Hardy portfolio which is managed by an external
investment manager does not contain any equity investments,
and is invested in fixed income and cash funds.

PRINCIPLE 5: REDUCE THE ENVIRONMENTAL
IMPACT OF OUR BUSINESS

For 2010 Hardy will be undertaking a business carbon
footprint appraisal with Carbon Footprint Ltd. which
will enable us to appraise and report our footprint using
traceable metrics. During 2009 where possible, we have
measured our Carbon Footprint in respect of issues such
as air travel and made a contribution offsetting 77 tonnes
of CO2 through the Kenyan Tree Offset project via Carbon
Footprint Ltd. Only road transport companies which have
good offset practices are used by the Group.

We continue to raise staff awareness of environmental issues.
As well as recycling paper, we now recycle other materials
including cardboard and kitchen waste. Since relocating
to our new offices in November 2009 we have lights which
automatically switch off when employees are not at their
desk. In addition, employees are required to turn off their
computer screens when they leave at the end of the day.
These steps, although small, reduce our power usage.

The paper used day to day in the office and in the production
of these accounts carries the FSC mark indicating it is from
well-managed forests and other controlled sources.

As far as practical, documents are printed double sided and
employees are encouraged to use our scanning system
enabling them to view and store documents electronically.
We also endeavour to re-use non-confidential documents
for scrap paper.

PRINCIPLE 6: REPORT AND BE ACCOUNTABLE
Hardy strives to improve its disclosure and its commitment
and performance against the ClimateWise principles.
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Financial review

SUMMARY OF RESULTS

The pre-tax profit for the year of £20.1m (2008: £23.1m)
is a strong result, generated from a record underwriting
performance for the Group. The result has been materially
impacted by foreign exchange movements, and we have
experienced a reversal of much of the gain from which we
benefited last year.

Notwithstanding the foreign exchange volatility within
our results, underwriting performance is very good and
the combined ratio excluding foreign exchange effects is
78.1%, compared to 91.2% last year.

Return on equity for the year was 13.4%, bringing the five
year weighted average to 16.0%.

2005 2006 2007 2008 2009

£’000 £'000 £'000 £’000 £'000
Gross premium written 111,276 106,066 147,534 172,770 241,996
Net insurance premium revenue 85,465 79,994 108,600 120,799 176,630
Total underwriting return 3,834 21,947 19,391 8,667 34,346
Investment income 5,043 6,025 6,234 7,790 5,648
Other income 803 512 587 284 297
Other charges 5,313 6,660 7,445 10,648 11,956
Finance charges 315 640 1,966 1,715 1,594
Profit before tax and foreign exchange 4,052 21,184 16,801 4,378 26,741
Foreign exchange (loss)/ gain 3,422 (4,347) 1,467 18,715 (6,641)
Profit before tax 7,474 16,837 18,268 23,093 20,100
Post tax return on equity 8.3% 17.8% 17.7% 22.9% 13.4%
Basic earnings per share 15.3p 34.1p 38.4p 55.4p 36.8p
Interim dividend per share - - 3.3p 3.6p 4.0p
Final / second interim dividend per share ~ 8.25p 10.0p 7.7p 8.5p 9.3p

Return on equity is calculated as profit after tax expressed as a percentage of opening net assets adjusted for the proceeds from the placing

and open offer with effect from 1 April 2009.

UNDERWRITING PERFORMANCE

The increase in gross premium volumes by 40% from
£172.8m to £242.0m is attributable to further development
of the property treaty portfolio and also to the new lines
of business that we introduced late in 2008, the principal
examples of which are the Japanese Kyosai portfolio and the
high net worth property account. Some existing business,
particularly the catastrophe exposed property portfolio, has
also benefited from an improved rating environment, at least
in the early part of the year as a result of the claims activity
seen during 2008.

The rating environment elsewhere, however, has been
less attractive. Marine and aviation, in particular, has been
relatively weak and the result has been adversely affected
by an increase in attritional claims activity, much of it being
driven by the economic environment and recession.

The conservative reserving approach adopted at the
year end to address the high levels of attrition in 2008
has protected Hardy from the need to uplift reserves in
the period, and therefore, a reassessment of earlier year
reserves has resulted in releases across all business units.
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Year to 31 December 2009

Effect of
foreign
exchange
Marine Non Total  onnon- Other
and Specialty marine  Property reportable monetary  foreign
aviation lines  property treaty segments items exchange Total 2 7
£'m £'m £'m £'m £'m £'m £'m £'m
Gross written premium 63.9 40.7 53.0 84.4 242.0 242.0
Net earned premium 61.8 34.0 37.5 51.0 184.3 (7.7) 176.6 (@)
5
Current accident year claims  (39.4) (18.9) (15.0) (19.7) (92.9) (92.9) g
PY claims (release) 0.6 2.3 51 1.8 9.8 9.8 a,
Net claims incurred (38.9) (16.5) 9.9) (17.9) (83.2) (83.2) 7]
&
Insurance expenses (ex FX) (20.8) (10.4) (13.1) (16.5) (60.8) 1.7 (59.1) g
Underwriting result (ex FX) 2.2 7.0 14.5 16.7 40.4 (6.0 0.0 34.3 =i
Foreign exchange loss - (4.4) (2.2 (6.6)
2
Underwriting result 2.2 7.0 14.5 16.7 40.4 (10.4) (2.2) 27.7 %
3
Claims ratio 62.8% 487% 265% 351% 45.1% <
Current accident year 63.7% 55.5% 40.0% 38.7% 50.4% f
Expense ratio (ex FX) 33.6% 30.8% 34.9% 32.2% 33.0% ‘SD_
Combined ratio 96.4%  795% 61.4% 67.3% 78.1% g
(%)
Year to 31 December 2008
Effect of —
foreign o
exchange g'
Marine Non Total  on non- Other o,
and Specialty  marine Property reportable monetary  foreign 8
aviation lines property treaty segments items exchange Total 3
'm £'m 'm 'm 'm 'm £'m £'m g
3
Gross written premium 47.9 481 26.2 50.6 172.8 172.8 °
Net earned premium 43.9 29.5 16.7 33.4 123.5 (2.7) 120.8
&8
Current accident year claims  (27.7) (19.7) (12.0) (16.6) (76.0) (76.0) 8 5
PY claims (release) 3.3 2.0 (1.0) 2.1 6.4 6.4 S S
Net claims incurred (@44) (17.7)  (130) (145 (69.6) (69.6) 55
S
Insurance expenses (ex FX) (14.7) (13.1) 6.2) 9.1) (43.1) 0.6 (42.5) g_
Underwriting result (ex FX) 4.7 (1.9 (2.5) 9.9 10.8 (2.2 0.0 8.7
Foreign exchange gain - 11.6 71 18.7
Underwriting result 4.7 (1.9) (2.5) 9.9 10.8 9.5 7.1 27.4 '3"'
g
Claims ratio 55.8%  59.9%  77.7%  43.2% 56.3% %
Current accident year 63.1% 66.8% 71.9% 49.7% 61.5% (23
Expense ratio (ex FX) 33.5% 44.6% 37.1% 27.1% 34.9% %
Combined ratio 89.3% 104.5% 114.8%  70.3% 91.2% g
=
(%)
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Financial review - continued

FOREIGN EXCHANGE

The Group’s result for the year has been depleted by a
loss on foreign exchange of £6.6m. This includes a loss
of £2.2m with respect to differences in the retranslation
of monetary assets and liabilities which are denominated
in non-sterling currencies. The balance of the foreign
exchange loss of £4.4m relates to non-monetary items,
which are carried at historic rates.

The accounting treatment for non-monetary items under
IFRS has a tendency to magnify the impact of movements
in foreign exchange rates. This is due to requirements
to carry non-monetary items at the foreign exchange
rate prevailing at the time of initial recognition without
revaluation to the closing exchange rate. There is,
therefore, a mismatch between the exchange rates used

to convert non-monetary items and monetary items, which
generates volatility in the results for the period. The main
non-monetary items are unearned premium reserves and
deferred acquisition costs.

As at 31 December 2009, the difference between
recognising non-monetary items at historic rather than
closing rates of exchange was an additional £0.5m net
liability. As at 31 December 2008, the additional net liability
was £9.8m. The loss in the period reflects the combination
of the unwinding of the brought forward difference and
the closing position. This notional adjustment for foreign
exchange movements on non-monetary items has been
presented to show the effect that the required accounting
treatment has on the profit before tax for the period.

Effects of foreign exchange on non-monetary items: Year ended Year ended
31 December 31 December

2009 2008

£’000 £'000

UEP and DAC items at historic rates 64,902 58,215
UEP and DAC items at closing rates 64,367 68,064
Valuation difference in closing balance sheet (535) 9,849
Valuation difference in opening balance sheet (9,849) (872)
Total effect of foreign exchange on non-monetary items (10,384) 9,477

In addition the group has recognised a foreign exchange
loss of £2.2m reflecting the translation of net monetary

assets denominated in foreign currencies and trading
activities in the normal course of business.

Year ended Year ended
31 December 31 December
2009 2008
£'000 £'000

Foreign exchange (losses) / gains arising from:
Translation of balance sheet and income statement (2,276) 7,072
Maintaining UEP and DAC items in the balance sheet at historic rates (10,384) 9,477
Maintaining UEP and DAC items in the income statement at historic rates 6,019 2,166
Total foreign exchange (losses) / gains (6,641) 18,715

The element of the foreign exchange loss on non-monetary
items relating to the translation of the income statement
at average exchange rates is reclassified to premium and

insurance expenses and this can be seen in the segmental
analysis of the results shown in the above tables.



INVESTMENT PERFORMANCE

Investment returns contributed £5.6m (2008: £7.8m) to the
result for the year, reflecting a significant reduction in the
returns achieved last year, on a pot of investable assets
which is considerably larger than before, primarily as a result
of the capital raising. The 2009 return also included a profit

The asset allocation policy remains very conservative,
with a significant proportion of fixed income securities.
Although Hardy has a long-term appetite for equities, there
has been no return to that asset class on the grounds of
continued material uncertainty and too great a potential for
downside risk.

AUVH

of just over £1m arising from foreign exchange derivative
contracts entered into to hedge foreign exchange risk.
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The investment return for the period is set out below.

Investment return Year to 31 December 2009 Year to 31 December 2008

Average Average g_)
balance Return Return balance Return Return 2.
£'000 £'000 % £'000 £'000 % g
=]
P
Equities - - - 1,531 101 6.6% %
Fixed income 160,556 3,969 2.5% 116,062 7,160 6.2% c"gl:oP
Cash and deposits 104,521 635 0.6% 79,719 2,988 3.7% g
265,077 4,604 1.7% 197,312 10,249 5.2% ~
Fair value gain / (loss) on foreign W
exchange contracts 1,044 (2,459) 5
5,648 7,790 2
e - @
=
3.
Summary balance sheet cSD.
@
s
2005 2006 2007 2008 2009 @
£'000 £'000 £'000 £'000 £'000
5y)
Intangible assets 9,781 15,509 15,509 15,509 15,509 o
Financial investments and cash 128,472 141,950 173,410 234,828 290,619 g
Reinsurance assets 33,310 31,330 40,006 59,227 68,019 o,
Other assets 54,530 55,276 80,247 101,430 125,825 2
2
Total assets 221,093 244,065 309,172 410,994 499,972 g
Insurance liabilities 133,708 129,065 173,191 238,624 279,554
Subordinated debt - 14,851 14,643 20,256 18,136
Other liabilities 19,793 23,352 36,130 50,385 50,191 230
o
2 2
o)
Total liabilities 158,501 167,268 223,964 309,265 347,881 Si=
g 5
S 9o
Total equity 67,592 76,797 85,208 101,729 152,091 5 g
a
Net assets per share 191.4p 216.9p 242.5p 289.5p 296.4p
Net tangible assets per share 163.8p 173.1p 198.3p 245.4p 266.2p

Y
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Q
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8.
)
(7]
@
Q
o}
(0]
3
(0]
=)
=
(7]



600¢ | SIUN02oY @ poday

G
o

Financial review - continued

INTANGIBLE ASSETS

The Group completed the acquisition of the remaining third
party capacity on syndicate 382 during 2006. The total cost
to acquire the capacity was £15.5 million, representing an
average cost of 6.2 pence per pound of the syndicate 382
capacity for the 2009 year of account.

FINANCIAL INVESTMENTS AND CASH

The Group adopts a conservative investment strategy, which
limits exposure by asset class, credit quality and issuer. The
application of this policy has meant that at the year end
all assets are either held in fixed income securities, money
market investments or deposits. All assets are short dated,
highly liquid and have a high credit rating.

As at 31 Dec 2009

The day to day management of the fixed income portfolio
is undertaken by an outsourced investment manager,
Amundi (UK) Limited, previously known as Credit Agricole
Asset Management. The performance of the manager
and compliance with the Group’s investment guidelines is
monitored by the Finance Committee.

The Group has a limited appetite for equity investments and
other alternative asset classes, although during 2008 took
the decision to exit these asset classes in order to reduce
its risk profile.

The allocation over the main asset classes is set out
below.

As at 31 Dec 2008

£'000 % £'000 %

Fixed income 192,365 66% 129,758 55%
Cash and deposits 98,254 34% 105,070 45%
290,619 100% 234,828 100%

The fixed income portfolios are analysed by asset type and credit rating below.

As at 31 December 2009 Holding Credit rating

£'000 % AAA AA A
Government 109,419 57% 57% 0% 0%
Government agency 29,311 15% 9% 5% 1%
Supranationals 11,302 6% 6% 0% 0%
Corporate 42,333 22% 5% 15% 2%
Fixed income securities 192,365 100% 7% 20% 3%
As at 31 December 2008 Holding Credit rating

£’000 % AAA AA A
Government 78,647 61% 61% 0% 0%
Government agency 25,373 19% 13% 6% 0%
Supranationals 15,064 12% 12% 0% 0%
Corporate 10,674 8% 2% 4% 2%
Fixed income securities 129,758 100% 88% 10% 2%




Given the asset allocation strategy, the main element of risk
in the portfolio is interest rate volatility. This risk is managed
through the use of short duration benchmarks. The actual
durations for the fixed income portfolios were:

Year ended Year ended

31 December 31 December

2009 2008

Years Years

Sterling 0.71 1.01
Euro 0.83 1.30
US dollar 0.89 1.02

REINSURANCE ASSETS

The Group has a policy of buying reinsurance from entities
with a rating of A- or above. Where we deviate from that
position additional security is normally provided in the form of
a letter of credit. The credit taken for reinsurance recoveries
on notified outstanding and IBNR claims represents 27.4% of
the gross insurance liabilities (2008: 25.4%). The Group has
no material exposure to bad debt.

Exposure to reinsurance credit risk may increase over time
because the Group’s evolving catastrophe profile may require
a greater level of reinsurance buying than has historically been
the case. The management of this risk, through the selection
of high quality security and control over the reinsurance
recovery process, remains a key focus for the Group and is
designed to ensure that the residual risk to the balance sheet
remains low.

Year ended Year ended
31 December 31 December
2009 2008
£°000 £°000

Reinsurers’ share of:
Recoveries due on paid claims 3,893 12,373
Notified outstanding claims 33,772 28,963
Incurred but not reported claims 11,983 8,204
Reinsurance unearned premium reserve 18,371 9,687
Total reinsurance asset 68,019 59,227

The composition of the security supporting reinsurance recoveries on paid and notified outstanding claims is analysed below:

31 December 31 December

2009 2008
% %

Reinsurers rated by S&P:
AA 20 40
A 72 54
BBB 5 1
BB and lower 3 5
100 100
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Financial review - continued

CAPITAL MANAGEMENT

The capital required to support the Group’s underwriting for
the 2010 underwriting year is 52.3% of syndicate capacity
of £300m (2009: 47.8% on £250m).

The following table sets out the composition of the assets
supporting the current capital requirement.

Year of account 2010 2009
£'000 £'000

Capital requirement: 156,900 119,600

Satisfied by:

Investments 110,603 76,312

Letter of credit (‘LOC”) 31,056 35,000

Solvency credits 17,014 8,935

Total FAL provided 158,673 120,247

The Group’s capital requirement has increased in line with
the planned growth in the business to be underwritten
and the levels of reinsurance protection purchased.
The increase has been funded by the proceeds of the
placing and open offer, which was finalised in the first
quarter of 2009. In addition the Group has renegotiated
a new LOC facility, which provides up to $82m for the
2009, 2010 and 2011 underwriting years. As at 31
December 2009, $50m of this facility has been utilised,
leaving an additional $32m available for further development
of the business.

FORWARD-LOOKING INFORMATION

The forward-looking statements within this business,
operational and financial review have been made by the
directors in good faith, based on the information available
to them at the time of their approval of this review.



Relations with shareholders

The Board is keen to ensure that it maintains open and
on-going relationships with shareholders. For institutional
investors, this is achieved in practice with regular contacts or
face to face meetings, often involving brokers and analysts
but notinvariably so. Where there has been a specific interest
expressed, arrangements have been made for institutional
fund managers and private client brokers to spend time at
the underwriting box, which helps in developing a greater
appreciation of the dynamics of the business.

We have again been active in meeting with private client
stockbrokers (“PCBs”) throughout the UK in order to
build support for, and confidence in, our business. Visits
to Banbury, Birmingham, Edinburgh, Leeds, Liverpool,
London, Manchester and Newcastle were undertaken
during the year.

Our senior independent director, Julian Cusack, has made
himself available to meet shareholders as required during
2009. A further opportunity for face to face contact with the
whole Board occurs annually at the shareholders’ lunch. We
also encourage shareholders to attend the AGM which is at
9:30am on 18 May 2010, at 4th floor, Park Place, 55 Par-la-
Ville Road, Hamilton, HM11, Bermuda.

We continue to actively manage our website (www.
hardygroup.bm), which remains the most practical way for
us to communicate with shareholders.

Electronic proxy voting and other shareholder services are
available. Shareholders may use these facilities by visiting
www.capitashareportal.com where details of the procedures
are shown.
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Board of directors

NON-EXECUTIVE CHAIRMAN

DAVID MANN
[Non-executive Director - appointed 13 June 2005,
Chairman with effect from 1 January 2006]

David joined the Hardy (Underwriting Agencies) Limited
Board in November 2004 and then joined the Hardy
Underwriting Group Board in June 2005. He became
Chairman of both companies on 1 January 2006. He has
an extensive knowledge of the Lloyd’s market and the
global insurance industry, having formerly been the active
underwriter of non-marine syndicate 435, which was
managed by D Mann Ltd (“DPM”). DPM was acquired
by General Re in 1998 and changed its name to
Faraday Underwriting Ltd in 2001. He was appointed
Chairman of Hardy Underwriting Bermuda Limited on 12
December 2007.

NON-EXECUTIVE DIRECTORS

JULIAN CUSACK
[Non-executive Director — appointed 12 December 2007]

Julian is the Chief Risk Officer of Aspen Insurance Holdings
Limited (“AIHL”) and Chairman and Chief Executive of Aspen
Insurance Limited (“Aspen Bermuda”). Aspen Bermuda
is the Bermuda operating subsidiary of AIHL, of which he
has been a director since June 2002. He served as Chief
Financial Officer of AIHL from the company’s foundation
in 2002 until 30 April 2007. Julian previously worked as
Managing Director of Wellington Underwriting Agencies
Limited from 1992 to 1996 and was Group Finance Director
of Wellington Underwriting Plc from 1996 to 2002.

ALLAN DUNKLE
[Non-executive Director — appointed 12 December 2007]

Since 1985, Allan has been a director, officer and major
shareholder of Finance & Risk Services Ltd., managers,
advisors and consultants in international reinsurance. His
clients have included major reinsurers, professional firms
and regulators in Bermuda, UK, USA, Latin America,
the Far East and Europe. He has served as a director of
several offshore companies and is currently a director of the
Bermudian offshore companies for TransCanada Pipelines
Ltd. Allan qualified as a US certified public accountant in
1978 and as a Canadian/Bermudian chartered accountant
in 1979. He is also a certified fraud examiner.



FIONA LUCK
[Non-executive Director — appointed 1 March 2010]

Fiona has had a long career in the insurance industry and
was most recently Chief of Staff Executive Vice President
and Special Advisor to the CEO of XL Capital Ltd. Prior to
joining XL Capital Ltd in 1999, she worked for Ace Ltd as
Executive Vice President responsible for Joint Ventures and
Financial Lines and at Marsh McLennan Inc where she was
a Managing Director. She qualified as a Scottish chartered
accountant in 1982.

ANTHONY TAYLOR
[Non-executive Director — appointed 27 January 2010]

Anthony has been an underwriter for over 35 vyears
specialising in property and casualty business. He
has recently stepped down as Executive Chairman of
Montpelier Reinsurance, the Bermuda based reinsurer to
become its Non-executive Chairman. He was previously
President and Chief Executive Officer of Montpelier. Prior to
that Anthony worked in senior roles in the insurance sector
including Wellington PLC, Willis Faber Agencies and Lloyd’s
of London. Anthony is a Fellow of the Chartered Insurance
Institute (FCII).

EXECUTIVE DIRECTORS

BARBARA MERRY
[Chief Executive — appointed 29 January 2002]

Barbara joined the Hardy Underwriting Group Board on 29
January 2002, having been appointed as Chief Executive
on 14 January 2002. She is a director of the other group
companies. Barbara has extensive Lloyd’s experience,
having worked at the Corporation of Lloyd’s for 14 years,
latterly as a general manager in the regulatory division and
then as managing director of another Lloyd’s managing
agent. Between 2003 and 2008 she was a member of
the Lloyd’s Market Association Board and a member of
the Council of Lloyd’s from 2007 to 2009 inclusive. She is
on the board of the Association of Bermuda Insurers and
Reinsurers. Barbara was appointed a director of Hardy
Underwriting Bermuda Limited on 12 December 2007. She
qualified as a chartered accountant in 1984.
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Board of directors - continued

PAUL BAILIE
[Managing Director — Bermuda — appointed 12 December
2007]

Paul Bailie is the Managing Director of Hardy Bermuda
Limited and was previously a non-executive director of
Hardy Underwriting Bermuda Limited. Prior to joining Hardy,
Paul was the Chairman of JLT Insurance Management
(Bermuda) Ltd. Paul started his career with Willis in Belfast
before moving to Bermuda in 1986 with Johnson & Higgins.
Since that time he has been involved with alternative risk
financing activity including the management of captive
insurance companies. Qualified as an Associate of the
Chartered Insurance Institute (ACII), Paul has been involved
with various industry bodies and educational initiatives
in Bermuda.

JAMIE MACDIARMID
[Group Finance Director — appointed 1 October 2003]

Jamie joined Hardy in April 2003 as finance director of Hardy
(Underwriting Agencies) Limited. He was appointed to the
Board of Hardy Underwriting Group on 1 October 2003.
He is also a director of the other group companies. He
was previously a manager with KPMG, specialising in the
insurance sector, having qualified as a chartered accountant
with Neville Russellin 1996. Jamie was appointed a director
of Hardy Underwriting Bermuda Limited on 12 December
2007.

ADRIAN WALKER
[Director of Underwriting — appointed 27 January 2010]

Adrian joined the Board of Hardy Underwriting Group plc on
1 January 2001 and assumed the role of active underwriter
for syndicate 382 for the 2001 underwriting year. Prior to this
appointment he was a non-executive director on the Board
of Hardy (Underwriting Agencies) Ltd (appointed 13 April
2000). He is also a director of the other group companies.
He was previously employed by Amlin as the underwriter for
syndicate 902 (A Walker & Others), a position he had held
since March 1995 having previously been the deputy for the
syndicate since 1988.



Directors’ report

The directors of Hardy Underwriting Bermuda Limited (“the
Company” or “HUB”) present their report and the audited
financial statements for the year ended 31 December 2009.

PRINCIPAL ACTIVITIES

HUB is a management and holding company for the Hardy
group of companies. The Group’s principal activity is
acting as a managing agent at Lloyd’s for syndicate 382,
the capacity and regulatory capital being provided entirely
by Hardy Underwriting Limited, a wholly owned group
company. HUB also manages Hardy Re Limited, a class
3 Bermudan reinsurance company and Hardy Bermuda
Limited, a coverholder company which assumes risk on
behalf of syndicate 382 via a binding authority. During
2009, the Group acquired a 50% interest in a Bahrain-
based company, HAIM Limited, which is also a coverholder
assuming risk via a binding authority on behalf of syndicate
382. Hardy’s partner in this joint venture is ARIG Limited.

BUSINESS REVIEW

The Business Review, which includes details of the Group’s
development and performance, is set out within the
Operating and Financial Review on pages 4 to 33.

Details of the principal risks and uncertainties facing the
Group are provided in note 3 to the financial statements.

The structure of the company'’s share capital and changes in
the share capital during the year are shown in detail in note
24 of the report and accounts.

RESULTS AND DIVIDENDS

The consolidated income statement on page 56 shows a
profit before taxation of £20.1m (HUB 2008: £23.1m). The
Company paid an interim dividend of 4p per common share
on 16 October 2009 and will be paying a second interim
dividend of 9.3p per common share to shareholders on the
register at the close of business on 19 March 2010. The
directors are not recommending a final dividend. The total
dividend for the year is therefore 13.3p (2008: 12.1p).

DIRECTORS

D Mann (Chairman) '

P Bailie

J Cusack '

A Dunkle '

B Merry

J MacDiarmid

F Luck' (appointed 1.3.2010)
A Taylor! (appointed 27.1.2010)
A Walker (appointed 27.1.2010)

" Non-executive directors

Further information about the directors is set out on pages
34 to 36.

Details about the operation of key board committees are
set out in the Corporate Governance Report and in the
Directors’ Remuneration Report.

In accordance with the Company’s Bye-Laws, the directors
retiring by rotation this year are Julian Cusack, Barbara
Merry, Fiona Luck, Anthony Taylor and Adrian Walker all of
whom will offer themselves for re-election as a director at
the 2010 AGM. The Board has appraised the performance
and reviewed the skills and experience of the candidates in
the context of the Board’s objectives and composition and
recommends their re-election. No director has a service
contract which requires the Company to give more than one
year’s notice of termination.

A copy of the Company’s Bye-Laws is available for inspection
at the company’s registered office.

DIRECTORS’ RESPONSIBILITIES STATEMENT

The Board is responsible for ensuring the maintenance of
proper accounting records which disclose with reasonable
accuracy the financial position of the company. It is required
to ensure that the financial statements present a fair view for
each financial period.

We confirm that to the best of our knowledge:

- the financial statements, prepared in accordance with
the applicable set of accounting standards, give a true
and fair view of the assets, liabilities, financial position
and profit or loss of the company and the undertakings
included in the consolidation taken as a whole; and

- the Directors’ report includes a fair review of the
development and performance of the business and the
position of the company and the undertakings included
in the consolidation taken as a whole, together with a
description of the principal risks and uncertainties that
they face.

The Directors responsible for authorising the responsibility
statement on behalf of the Board are the Chief Executive,
Barbara Merry and the Group Finance Director, Jamie
MacDiarmid.
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Directors’ report - continued

DIRECTORS’ INTERESTS IN THE SHARES OF THE COMPANY

3 March 2010

Number of HUB common shares
31 December 2009 31 December 2008

P Bailie 0 0 0
J Cusack 3,800 3,800 0
A Dunkle 7,000 7,000 0
J MacDiarmid 93,167 92,373 68,818
D Mann 1,277,500 1,277,500 875,000
B Merry 503,324 502,530 386,023

The percentage of HUB issued shares in the hands of
directors at the year-end was 4.07% (2008: 3.78%).

Specific share awards made to the executive directors and
held in Hardy Underwriting Employees’ Trust, together with
any outstanding share options, are disclosed in the Directors’
Remuneration Report. As potential beneficiaries, however,
J MacDiarmid and B Merry are deemed to be interested in
the whole of the Trust’s holding of HUB shares.

HARDY UNDERWRITING EMPLOYEES’ TRUST
The Hardy Underwriting Employees’ Trust allows share
scheme awards to be provided to employees of the Group.

Legal & General Group plc

Majedie Investment Management
Baillie Gifford & Co

Blackrock Investment Management
JP Morgan Asset Management
Henderson Global Investors
Hermes Pension Management
Artemis Investment Management
Aviva Investors

Hardy Underwriting EBT

CHARITABLE AND POLITICAL CONTRIBUTIONS
During the year, the Group made donations to charities
amounting to £16,327 (2008: £7,230).

The Group operates a Give As You Earn Scheme
(“GAYE”) and pays the administrative charges on behalf
of those employees who participate in the scheme.
Further information on charitable activities can be found
within the Corporate Social Responsibility Statement of
these accounts.

The Group made no political contributions during the year
(2008: £Nil).

As at 31 December 2009, 1,639,001 shares (3.13% interest
in the company) were held in the Trust to cover the Group’s
obligations under the Deferred Annual Bonus Scheme.
This includes 211,234 shares also shown under Directors’
interests above.

SUBSTANTIAL SHAREHOLDINGS

At 3 March 2010, the Company had been notified of the
following holdings of 3% or more of the issued share
capital.

Number of HUB %
common shares

3,763,704 7.19
3,605,235 6.89
2,941,752 5.62
2,679,663 512
2,663,990 5.09
2,110,809 4.03
2,016,263 3.85
1,720,000 3.29
1,691,096 3.23
1,639,001 3.13
ANNUAL GENERAL MEETING

The third Annual General Meeting of HUB will be held on 18
May 2010. Full details and notice are given in a separate
shareholder circular being mailed with this report.

B J-a"b'l.r/wﬁ

By order of the Board
BJ Merry
3 March 2010



Directors’ remuneration report

INTRODUCTION

The purpose of the directors’ remuneration report (“the
Report”) is to communicate the strategy adopted by Hardy
Underwriting Bermuda Limited (HUB) in determining the
remuneration package for the Hardy team. In addition, it
provides the necessary disclosures to stakeholders in relation
to the remuneration paid to executive directors for the financial
year. The primary objective of Hardy’s remuneration policy for
all employees is to ensure that the remuneration package, as
a whole, is appropriate, given the commercial environment
within which Hardy operates. In particular, the package needs
to be sufficiently competitive to attract, retain and motivate the
workforce, Hardy’s key business asset, over the long term.

The Report enables Hardy to fulfil its obligations under
Schedule 8 to the Large and Medium-sized Companies and
Groups (Accounts and Reports) Regulations 2008 and under
the requirements of the Listing Rules of the Financial Services
Authority. It also describes how the Board has applied the
relevant principles set out in the Combined Code.

Finally, the Report enables Hardy to describe its overall
approach to remuneration having regard to ABI or other
relevant investor guidelines. In this context, the opportunity
has been taken to comment on the recently published
FSA guidelines on remuneration and the impact of the
recently published Walker Review insofar as there are
recommendations relating to remuneration.

The Report is divided into two main sections: the unaudited
part starts below and covers the remuneration strategy for
2010 onwards. The element which is required to be audited,
clearly marked as such, follows after that, and includes details
of the remuneration paid to executive directors for the 2009
financial year and of share and bonus awards for 2010.

UNAUDITED INFORMATION

Remuneration Committee Structure and Membership

The membership of the Remuneration Committee (“RemCo”)
comprises the following non-executive directors, all of whom
are considered independent by reference to the independence
criteria set out in the Combined Code:

Allan Dunkle (Chairman)
Julian Cusack

David Mann

Paul Bailie (until 21.09.09)

There were 5 meetings during the year and A Dunkle,
D Mann, and P Bailie had 100% attendance records.
J Cusack was absent from one meeting on 31 March 2009.
The CEO, Barbara Merry, and Head of HR, Dina Mills,
attended the meetings, but played no part in any discussion
about their own remuneration.

RemCo reports to the HUB Board at least once a year, and
more frequently if necessary, on its proposals for the Group’s
remuneration arrangements and on their commercial and
economic implications. It benefits from access to independent
advice from Hewitt New Bridge Street (‘HNBS”) and Hardy’s
retained employment lawyers, Keystone Law.

TERMS OF REFERENCE

Responsibility for remuneration matters is delegated by the
HUB Board to RemCo in accordance with agreed terms of
reference. RemCo therefore has full responsibility for the
development of the Company’s approach to remuneration
and in particular its application to executive directors. It is also
closely involved with practical implementation of the strategy.
The key responsibilities of RemCo are summarised below:

e todevelop the overall strategy for remuneration, including
an appropriate balance between short term and long
term (deferred) rewards;

e to agree the remuneration package of the executive
directors, the Chairman and also the senior executives
employed in the risk and compliance function, taking
into account comparable companies, relative
performance and other market factors, including relevant
investor and regulatory guidelines;

e to agree the remuneration approach to be adopted for all
other employees;

e toensure performance related bonus awards are suitable
for the business environment and for Hardy's performance
as compared to its peer group and also to ensure that
there is no aspect of the incentive arrangements
which could inadvertently encourage employees to take
inappropriate risk;

e to ensure the performance measures used for
remuneration purposes are appropriately linked to the
business strategy and address the latest requirements of
the FSA and other regulatory guidelines;

e to agree the remuneration and overall package of any
prospective executive directors;

e to introduce and oversee the operation of such share-
based plans as are appropriate to the needs of the
business and to determine the scope and extent of
employee participations in those schemes; and

e toagree any termination packages for executive directors
ensuring that these properly reflect the needs of the
business and take into account the individual’s obligation
to mitigate loss.
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Directors’ remuneration report - continued

AGM

As referred to elsewhere in this document, the AGM of HUB
will be conducted from Bermuda and will be transmitted
live to the UK. Shareholders will be eligible to attend the
meeting in either location. The Chairman of RemCo will be
available to answer questions from shareholders.

REMUNERATION STRATEGY

The remuneration strategy of the Hardy Group aims
to ensure that the overall remuneration package is fair,
competitive, transparent, appropriate for the market in which
Hardy operates and affordable by reference to business
performance. The package, which comprises basic salary,
pension, benefits in kind, an annual cash bonus (including
deferred elements) and share schemes, is applied to
individuals on a basis which reflects the role they perform,
the skills or expertise required to perform that role and
comparable market pay levels for that role. A consistent
approach is adopted for executive director’s rewards as
compared to that for other employees. In addition, a long-
term performance share plan is available to executive
directors and selected senior employees.

An effective remuneration package for all employees is
critical to Hardy’s success, since it needs to support the
retention of the existing team and to assist in attracting new
employees of equally high calibre, if Hardy is to be able to
stand its ground in the fiercely competitive non-life insurance
labour market. At the same time, Hardy has to bear in mind
the relative size and profitability of the business as compared
to market counterparts. Annual increases to salary that may
be awarded in any year, therefore, reflect current economic
conditions, Lloyd’s market specific conditions, and the
salaries typically available in the Lloyd’s and Bermuda markets
for each job role. They also take account of performance
as assessed by the annual appraisal process which, for
executives, includes consideration of broader external
corporate obligations to shareholders, the community and
the environment, ensuring that only responsible behaviour is
encouraged and rewarded.

RemCo reviews executive directors’ salary and total
remuneration levels on an annual basis. In this regard, a
significant proportion of the overall remuneration package
is subject to performance-linked elements. This is reflected
in the chart shown on page 45 in the audited section of this
report.

To ensure that the Hardy remuneration arrangements
continue to address themselves to the business philosophy
and take account of the FSA and Walker guidelines faced
by all financial services companies, the annual bonus plan
and the performance management process applying to all
employees was reviewed during 2009. The review sought
to achieve the following benefits:

e enhance the link between pay and company and
individual performance;

e ensurethat the bonus remains affordable and sustainable
as Hardy delivers its growth strategy and corporate
goals; and

e ensure that the bonus incorporates sound risk
management controls to align it with Hardy’s risk
appetite.

In particular, the changed focus of the package is intended
to promote those behaviours which help to deliver business
strategy and to reward employees appropriately. To this end,
the approach to role definition, appraisals and performance
measurement has been redesigned, with the link to reward
in the form of the annual pay review re-scheduled to fit in
with the new process.

Hardy adopts a progressive attitude towards share schemes
which are primarily for the purpose of aligning the interests
of the entire Hardy team with shareholders but also, given
the longevity built into the share schemes, to serve as a
retention tool. This strategy has been successful in that
every employee is provided with the opportunity to acquire
a meaningful share interest in the business and currently all
eligible employees are Hardy shareholders. With an average
employee turnover of approximately 5% per annum for the
last 5 years, Hardy’s retention ratio is better than the industry
average.

As regards pensions, Hardy seeks to generate an interest
in pension provision amongst the team and to secure an
acknowledgement of the importance of making adequate
arrangements for retirement. Hardy’s paternalistic approach
to pension contributions is valued by employees. It
represents an important part of the recruitment package,
serves as a retention tool and helps provide fixed
remuneration sufficient to meet the essential long-term
financial commitments of employees.

Risk assessment of remuneration arrangements
Consideration has been given to whether Hardy’s
arrangements are properly administered and appropriate
from a risk management perspective and an outline of the
conclusions of that assessment is set out below.

Administration

The process for handling the annual review of remuneration
structures has been thoroughly documented. It accords
with UK corporate governance principles as do the
composition and chairmanship of RemCo. Since the
arrangements are fully disclosed, open to questions by
shareholders and subject to shareholder approval each
year, this gives some comfort as to the standards to which
Hardy is operating in this regard. Furthermore, the auditors
take into account the processes and disclosure thereof in
the context of compliance with the Combined Code as part
of their usual audit work. The Committee has access to
HNBS, independent advisers, which enables the Committee
to take external advice when required.



From the perspective of implementation of what RemCo
or the HUB Board have agreed, salary levels, bonuses and
pensions are routinely reviewed by the auditors. Practical
administration is undertaken for the payroll by a sub-
contracted arrangement and for the share schemes, by
recognised trustees, all of whom are independent of the
business. The management controls over sub-contracted
arrangements are subject to review.

Appropriateness

To ensure that the remuneration package is market
competitive, the Committee periodically reviews the
executive directors’ remuneration against the Lloyd’s and
Bermuda markets, the general insurance market and the
financial services sector. Market reviews are also conducted
on a regular basis for all roles within the organisation.

Where new share plans have been introduced, Hardy has
undertaken appropriate shareholder consultation and sought
formal approval as necessary.

On an annual basis, the details of all the arrangements are
disclosed in this Report. Those institutional shareholders
which do not have their own corporate governance teams
routinely delegate the review of the schemes to specialist
agents and trade bodies, all of whom provide reports and
recommendations as to whether corporate governance
guidance is being followed and ultimately as to whether
an institution should vote for the Report at the AGM. This
serves as a good check on best practice.

Structure of remuneration package

RemCo has reviewed the structure of performance-linked
incentives for all employees in light of recent FSA Guidance
and the Walker Review. In particular the Committee has
considered carefully whether there is any element of the
incentive structure which could encourage excessive risk
taking and has concluded that the current remuneration
policy throughout Hardy remains appropriate.

Summary

The remuneration arrangements in place at Hardy are subject
to proper comparative review, not just on introduction but
regularly. The HUB Board believes that the arrangements
are suitable for the environment in which Hardy operates.

Component parts of the Remuneration Package
The detail of the Group’s policy is set out below.

Fees, basic emoluments and benefits in kind

The salary review date is 1 April, aligning it with Hardy’s
performance management processes. On an exceptional
basis, if the role and responsibilities of any individual change
during the year, then a salary adjustment would be made at
the appropriate time.

For 2010, as part of the design process for the new annual
bonus plan, base salaries at all levels of employee were
reviewed. In line with the average increase for the work force
generally, salary increases for executives will be a maximum
of 3% with effect from 1 April 2010.

In addition to basic salaries, all employees, including
executive directors, receive certain benefits-in-kind which
include life cover, permanent health insurance and medical
cover.

The non-executive directors receive a fee in respect of
their Board and Committee responsibilities. These fees are
also reviewed annually by the Board. The non-executive
directors receive no other benefits but are reimbursed for
reasonable travel or other costs incurred in the performance
of their duties.

Annual bonus

There will be a new annual bonus plan operated for all
employees including executive directors, with effect from the
2010 financial year.

The annual bonus plan will operate in three stages. At the
first stage there remains a focus on Hardy’s profit before
tax over the financial year, and a bonus pool is created
based on Hardy’s profit performance against the profit
target set by the Board at the start of the year. At this
target level of profitability, the pool is equivalent to the sum
of each employee’s target level of bonus (expressed as a
percentage of anindividual’s base salary and communicated
at the start of the year). Variance of the profit performance
around the target would lead to a higher or lower bonus
pool, and accordingly a higher or lower level for each
individual’s bonus.

In the second stage, the bonus pool, and an individual’s
bonus in relation to the target percentage, may be flexed up or
down (+/-25%) by reference to Hardy’s performance against
a combined ratio target and a return on equity target.

Finally, in stage three, an individual’s bonus may be scaled
up or down (potentially to zero) based on their individual
performance and contribution over the year. The overall level
of bonus payouts cannot exceed the bonus pool created in
stage two, so this stage is self-funding.

Bonuses are paid following the publication of the results for
the relevant period.

Compared to the previous plan, the new bonus plan is
preferred by RemCo because it provides a much stronger link
between reward and individual and corporate performance.
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Directors’ remuneration report - continued

SHARE SCHEMES
The entitlements for executive directors under the share
schemes are identical to those for other Hardy employees.

APPROVED AND UNAPPROVED SHARE OPTION
SCHEMES

The approved share option scheme provided for options
to be granted to employees up to a maximum value of
£30,000 per individual employee. The unapproved share
option scheme was used by the Board on a discretionary
basis, to deal with allocations of share options in excess of
the £30,000 maximum permitted under the approved share
scheme. Allocations were made under both schemes for the
last time in 2004 and the schemes are now discontinued.
In accordance with the respective scheme rules, existing
options will continue to be exercisable, i.e. at any time
between three and ten years from the date of grant for
the approved scheme and three and seven years for the
unapproved scheme.

A table showing the shares which are currently subject to
option, both in the aggregate and for executive directors
specifically, is included later in the report.

SHARE INCENTIVE PLAN (THE “SIP”)

Under the SIP, participants allocate part of their gross salary
to acquire HUB shares (partnership shares) up to a maximum
value of £1,500 per annum. For each share bought, the
Group contributes two matching shares up to a maximum
value of £3,000 per annum. When partnership shares are
acquired they may be withdrawn from the SIP at any time,
but there is a requirement to deduct the appropriate PAYE
and NIC in respect of any shares withdrawn before three
years have elapsed. Matching shares are also subject to a
minimum holding period of three years, but are forfeited if a
participant leaves the group as a “bad leaver”.

In addition to the matching shares, at the discretion of the
Board, an annual award of free shares may be offered to all
eligible employees. Under HMRC rules, no employee may
receive an award of free shares of more than £3,000 in any
income tax year. Qualifying employees receive part of the
annual free share award by reference to pre-determined
performance criteria  and part without reference to
performance criteria. Historically, the performance measure
used by Hardy for this purpose was the bottom line profit
for syndicate 382’'s most recent closed year of account,
expressed as a percentage of the syndicate allocated
capacity.

The free shares were awarded as follows:
e £500 in value of HUB shares if the percentage result was
5% t0 9.99%;

e £1,000 in value of HUB shares if the percentage result
was 10% to 14.99%; and

e £1,500 in value of HUB shares if the percentage result
was 15% or above.

To reflect the introduction of syndicate 38Twenty, and the
merger of the two syndicates, the performance measure has
been changed and now responds to the combined ratio for
the Group as follows:

e £500 in value of HUB shares if the combined ratio is
90% to 95%;

e £1,000 in value of HUB shares if the combined ratio is
85% to 90%; and

e £1,500 in value of HUB shares if the combined ratio is
lower than 85%.

It has been agreed on a transitional basis that the awards
should be made in accordance with the measure which
gives the most favourable outcome so that employees are
not disadvantaged by the change. The 2007 closed year
result of syndicate 382 has generated a profit of 13.4%
and the 2009 combined ratio is better than 85%, so the
maximum award will be triggered.

For the 2009/10 income tax year, all qualifying employees
received free shares to the value of £1,500, based on
syndicate 382’s 2006 closed year profit and the combined
ratio target, both of which were triggered at the maximum
level. They also received free shares to the value of £1,500
which were awarded without performance conditions.

SAVE AS YOU EARN SCHEME (“SAYE”)

This scheme provides for individual employees to participate
in a 3 year savings plan to a maximum value over that period
of £9,000 or £250 per month. At the expiry of the 3 year
plan, individuals may either reclaim their savings or buy
Hardy shares. There are 3 plans running concurrently for
2007, 2008 and 2009. The share price for each was pre-
determined as 252.4p, 257.5p and 245.9p respectively,
being the share price on the date on which each plan
commenced, after a 10% discount. The 2010 plan will be
available to new employees, those who did not use their full
£250 per month allocation under the earlier schemes, and
for those who wish to reinvest following the vesting of the
2007 SAYE plan in June 2010.

DEFERRED ANNUAL BONUS SCHEME (DAB)
Employees are offered the option of electing to defer up to
30% of their annual bonus, which is used to grant deferred
awards under the DAB. The balance of the cash bonus due
is paid to the individual employee in the usual way.



Awards of matching shares are made on the basis of one
matching share for each deferred share awarded. Awards of
matching shares will vest after three years based on a pre-
determined basis as follows:

e 0% of the shares are matched if growth in HUB’s net
tangible assets per share on average over the three year
period is less than or equal to the increase in the retail
price index (“RPI”);

e 50% of the shares are matched if growth in HUB's net
tangible assets per share on average over the three year
period falls between the increase in the RPI and RPI +
5%; or

e 100% of the shares are matched if growth in HUB’s net
tangible assets per share on average over the three year
period is greater than or equal to RPI + 5%.

Net tangible assets for this purpose are adjusted to add
back dividends paid.

A measure linked to net tangible assets is considered to
represent in practice a real increase in shareholder value,
having been generated by positive returns after tax. Since
existing shares are purchased to meet the commitment to
the deferred annual bonus scheme and also to meet the
Group’s matching obligation, there is no dilution effect from
this scheme.

For awards made under the DAB for 2010, the scheme
has been changed to allow employees to buy shares, now
known as investment shares, out of their post tax bonus.
These investment shares will replace the award of deferred
shares which had previously been made out of the pre-tax
annual bonus. The other operating features and performance
conditions of the scheme remain unchanged.

With effect from 2011, in respect of the 2010 bonus year,
executive directors and senior management will be required
to defer 30% of any bonus received. Other senior employees
will be required to defer 15% of any bonus received with the
balance up to a total of 30% deferred on a voluntary basis.

PERFORMANCE SHARE PLAN
The main features of this plan, which is available to executive
directors and selected senior employees, are as follows:

e individuals receive an award of free shares which
vests after 3 years subject to performance conditions
and continued employment

e performance targets are reviewed each year by RemCo
to ensure they are appropriately stretching and do not
encourage undue risk taking

e the performance measure is split into two separate
and equal parts: one part has a net tangible asset
(“NTA”) value condition and the other has a total
shareholder return (“TSR”) condition

e for the NTA condition, full vesting only occurs at NTA
(including dividend) per share growth of 45% above RPI
over 3 years, with 25% of this part of the award vesting
at a 15% growth level and a pro-rata vesting between
these points

e for the TSR condition, performance is measured over 3
years against a comparator group of other Lloyd’s
companies and full vesting only occurs on achievement
of upper quartile performance, with 25% of this part of
the award vesting at median and pro rata vesting
between these points

e awards are measured as a percentage of basic salary
and the scheme allows for awards up to 150% of
salary.

PENSION ARRANGEMENTS

The Hardy group pension arrangements are non-contributory
for all employees and of a defined contribution nature. Under
the current scheme, which meets the criteria for exemption
from the stakeholder pension regime, contributions vary
by reference to length of service as outlined below. Some
employees may maintain Self Invested Pension Plans to
which HUB contributes.

% of salary as
pension contribution

Length of service

first 10 years 17%%
next 5 years 20%
next 5 years 25%
next 5 years 30%
beyond 25 years 35%

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

The Hardy Group’s normal retirement age is 65.

SHARE OWNERSHIP GUIDELINES

Executive directors and senior management are encouraged
to build and maintain an interest in HUB shares amounting
in value to 100 per cent and 50 per cent of base salary
respectively. This interest is expected to be accumulated by
the retention of at least 25 per cent of the net gain on vested
awards under the Company’s share incentive schemes until
the target has been reached.
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Directors’ remuneration report - continued

TOTAL SHAREHOLDER RETURN e the FTSE all-share so as to put the Hardy group’s
The graph illustrates the performance of the Hardy group, performance into the context of the market’s best known
based on total shareholder returns, compared to two index; and

indices. These indices were chosen as follows:
e the FTSE small cap to reflect Hardy’s inclusion in the
index with effect from December 2002.
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SERVICE CONTRACTS AND LETTERS OF associated with the termination of an employment contract,
APPOINTMENT only executive directors have contracts which require

The service contract details for Hardy executive directorsare 12 months notice of termination on either side. All other
set out below. In an attempt to balance the benefits to the  contracts of employment issued by the Group have notice
Group of longevity of notice period, with the potential cost  periods of 6 months or less.

Executives
Service contracts Date of contract Notice period
P Ballie”’ 21.09.2009 12 months
J MacDiarmid 11.04.2005 12 months
B Merry 11.04.2005 12 months
A Walker? 01.01.2002 12 months

Non-Executives

Letters of appointment Date of letter of appointment Unexpired term
J Cusack 02.12.2009 23 months
A Dunkle 02.12.2008 23 months
F Luck™® 01.03.2010 12 months
D Mann 02.12.2008 23 months
A Taylor? 27.01.2010 36 months

changed status from a non-executive to an executive director during 2009.
2 appointed to the HUB Board on 27.01.10.
8 appointed to the HUB board on 01.03.10



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 should be varied to ensure that they
do not all retire from the Board at the same time.

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

AUDITED INFORMATION
Directors’ remuneration

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 £35,000 payable to B Merry
in 2009 in her capacity as a member of the Council of Lloyd’s
were paid to Hardy.

2009 Fees Benefits Share of Total 09 Total 08
and basic in kind HUB
Emoluments profit “
S S S S S
P Bailie © ™ 72,105 13,836 110,117 196,058 33,781
J Cusack™ 42,477 - - 42,477 33,781
A Dunkle™ 42,477 - - 42,477 33,781
J MacDiarmid 191,000 4,134 203,004 398,138 463,758
D Mann 35,000 - - 35,000 30,000
B Merry 265,000 6,311 406,008 677,319 817,841
A Walker 2 265,000 6,550 406,008 677,558 817,885
913,059 30,831 1,125,137 2,069,027 2,230,827

"1 the bonus is determined by reference to the profit before
tax of the 2009 financial year and the percentages
applicable to J MacDiarmid, B Merry and A Walker,
were 0.7%, 1.4% and 1.4% respectively.

"2: appointed to the HUB Board on 27.01.10.

changed status from a non-executive to an executive

director during 2009.

the fees of the Bermuda-based directors are paid in

US dollars and have been translated into sterling using

the average rate of exchange for the 2009 year.

The basic emoluments of P Bailie, J MacDiarmid, B Merry
and A 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.

SPLIT OF EXECUTIVE DIRECTOR’S REMUNERATION
FOR 2009

As mentioned in the remuneration strategy, a significant
proportion of the overall remuneration package for executive
directors is subject to performance-linked elements. This is
reflected in the chart below:

Split of executive directors’ remuneration in 2009 (unaudited)

P Bailie

JD MacDiarmid

BJ Merry

B Fixed
B Annual performance

B Longer term

0% 20% 40% 60%

80% 100%
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Directors’ remuneration report - continued

TARGET BONUS LEVELS

The target bonuses payable for the 2010 financial year to
B Merry, A Walker, J MacDiarmid, and P Bailie will be 150%,
150%, 100%, and 50% of base salary respectively.

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

2009 2008

S S

P Bailie™ 7,557 -
J MacDiarmid 38,200 37,200
B Merry 76,187 66,250
A Walker? 79,500 79,500
201,444 182,950

"' P Ballie changed status from a non-executive director
to a director of HUB during 2009.
2 A Walker was appointed to the HUB Board on 27

January 2010.

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 £1,575,096 being 10% of total remuneration
including all bonuses and benefits (2008: £1,336,922: 12%
of total remuneration).

SHARE OPTIONS
Adjusted Exercise
Director 1 Jan Options | Options Options | 31 Dec Price Issue Lapse Scheme
2009 | 2 Apr 2009 | Granted | Exercised 2009 £ Date Date
P Bailie”! - - - - - - - - -
J MacDiarmid 10,060 10,390 - - 110,390 2.485| 31/03/04 | 31/03/14 | Approved
J MacDiarmid 4,639 4,791 3823 4791 | 3,828 2.46 | 30/04/09 | 20/04/12 SAYE
B Merry 4,639 4,791 3823 4791 | 3,828 2.46 | 30/04/09 | 20/04/12 SAYE
A Walker 4,639 4,791 3823 4791 | 3,828 2.46 | 30/04/09 | 20/04/12 SAYE

"' P Bailie changed status from a non-executive director to
a director of HUB during 2009.
2 A Walker was appointed to the HUB Board on 27

January 2010.

During the year, B Merry, J MacDiarmid and A Walker each
exercised 4,791 SAYE options being the adjusted options
following the capital raising early in 2009. The market price
at the date of exercise was £2.76 and the aggregate gain
made by each individual was £3,874.96. No other 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 Adjusted Adjusted Adjusted SAYE
option price approved unapproved
04 April 2001 1.235 6,481 - -
25 April 2002 1.622 18,498 - -
01 July 2003 2.105 23,031 10,448 -
31 March 2004 2.406 38,860 20,781 -
02 May 2007 2.524 - - 14,967
30 April 2008 2.575 - - 17,906
30 April 2009 2.458 - - 78,948
Total shares subject to option 86,870 31,229 111,821




The mid-market price of the Group’s shares at the end of the
year was £2.80 per share (2008: £2.62) and the high and low
prices for the 2009 year were £3.24 and £2.52 respectively.

DEFERRED ANNUAL BONUS SCHEME AWARDS
The interests of the executive directors in the deferred annual
bonus scheme are set out below:

Number of shares awarded
2007 2008 2009
Adjusted Adjusted
P Bailie' - - -
J MacDiarmid 15,402 23,798 31,212
B Merry 30,804 47,596 62,424
A Walker 2 30,804 47,596 20,808

P Bailie changed status from a non-executive director to
a director of HUB during 2009.

2. A Walker was appointed to the HUB Board on 27
January 2010.

the maximum matching potential number of shares is the
same as the number of shares purchased, the latter
having been adjusted to take account of the capital
raising early in 2009.

PERFORMANCE SHARE PLAN

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 awards made
during 2006 have vested during 2009. The performance
criteria were met in full, so there was maximum matching on
a 1 share matched for 1 share purchased basis. The criteria
are also met in respect of the 2007 awards which will vest in
March 2010, so there will again be maximum matching of 1
share matched to 1 purchased.

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

Number of shares awarded®
2007 2008 2009
Adjusted Adjusted
P Bailie™ - - -
J MacDiarmid 47,901 53,761 54,467
B Merry 68,430 76,595 85,646
A Walker 2 68,430 76,595 85,646

P Bailie changed status from a non-executive director to

a director of HUB during 2009.

2 A Walker was appointed to the HUB Board on 27
January 2010.

8 The number of shares awarded has been adjusted to

take account of the capital raising early in 2009.

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.

In respect of the 2007 scheme, the NTA and TSR performance
conditions have been met, so the scheme will vest in full.

For 2010 it is intended that PSP award levels to B Merry, A
Walker, J MacDiarmid, and P Bailie will be 100%, 85%, 75%,
and 40% of base salary respectively.

APPROVAL OF DIRECTORS’ REMUNERATION REPORT
The Directors’ Remuneration Report was approved on 3
March 2010.
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Corporate governance report

INTRODUCTION

Corporate governance issues have continued to occupy a
centre stage position throughout 2009 in the wake of the
financial crisis that commenced in 2007, with the publication
of the Walker Report and the Financial Reporting Council’s
ongoing consultation on proposed changes to the Combined
Code on Corporate Governance.

Being domiciled in and operating from Bermuda, HUB is
not strictly subject to the full weight of the UK’s corporate
governance regime but the Board is committed to
maintaining the highest standards in this regard. For the
year under review these standards are contained in the
Combined Code on Corporate Governance, as adopted by

the Financial Reporting Council and most recently revised
in June 2008 (the “Code”). This report, together with the
Directors’ report and the Remuneration report, describes
how the Board applied the principles of good governance
during the year under review.

GOVERNANCE STRUCTURE

The key features of the Group’s governance structures
are discussed below. The governance framework at the
managing agent level was reviewed during 2009 and
restructured to reflect the re-organisation of the business
following the redomicile to Bermuda and to reflect new
functions and the new business unit approach to the
management of underwriting.

Audit Nomination
Committee Committee

Remuneration
Committee

Risk Appetite &
Reinsurance
Committee

Risk Management
Committee

Internal Compliance
Audit Group

THE BOARD

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.
This schedule is available on the Group’s website.

The Board is chaired by David Mann. The Chairman is
responsible for leading the Board and for its effectiveness,
for ensuring that the Directors receive accurate, timely and
clear information and for ensuring effective communication
with shareholders.

Executive Finance
Committee

Reserving
Committee

Operations

Committee Committee

Delegated
Underwriting
Group

Barbara Merry is the Chief Executive and is responsible for
the development and execution of strategy and the day-to-
day management of the Group.

Julian Cusack is the senior independent director of HUB. In
this role he is available to look into concerns or issues raised
by Hardy shareholders that are not resolved through the
normal channels or where the use of such channels would
be inappropriate. No such meetings were requested during
2009.

The full membership of the Board, their respective roles and
brief biographical details are contained pages 34 to 36.



Composition

During 2009, the composition of the Board was at all times balanced in accordance with the provisions of the Code, as

shown in the table below.

Period

Balance of Board

1 January - 20 September 2009

Non-executive Chairman
2 Executive Directors
3 Non-Executive Directors

21 September — 31 December 2009

Non-executive Chairman
3 Executive Directors
2 Non-Executive Directors

In June 2009, Paul Bailie, previously a non-executive director
of the Company, was appointed as managing director of the
Company’s Bermudian MGA subsidiary, Hardy Bermuda
Limited, a role which he commenced on 21 September 2009.
At that point, Paul became an executive director of HUB.

The Company is committed to maintaining a strong
representation of independent non-executives on the Board.
In line with this policy, at the time of the announcement of
Paul Bailie’s appointment to the HBL managing director role,
the Company also stated its intention to recruit additional
non-executive directors to the Board.

In the event, the Company announced, on 3 February
2010, the appointment of Anthony Taylor and Fiona Luck
as additional independent non-executive directors. These
appointments were made following an extensive search
conducted both through personal contacts and through an
external insurance specialist search agent. Both candidates
were shortlisted by the search agent and were outstanding
recruits appointed at the recommendation of the Nomination
Committee from a field of exceptional candidates. At the
same time, the Group’s Director of Underwriting, Adrian
Walker, was appointed to the HUB Board as an executive
director. Biographies of each of these Directors are set out
on pages 34 to 36.

Independence
All non-executive directors who served during 2009 were
independent.

In the context of the Combined Code, 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.
carefully we continue to consider David to be independent
in both character and judgement. His standing and
business acumen add materially to the discussion at
Board and committee levels and the manner and content
of his contribution in each forum confirms our view of his
independence. Our business would be considerably poorer
without his involvement.

Having considered this view

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.

Board and committee meetings and attendance

During 2009, the Board met 6 times. Five of the meetings
were scheduled meetings at which regular items of business
were considered. The single ad hoc meeting was held
specifically to consider matters arising in connection with
the Group’s successful capital raising exercise, announced
on 27 February 2009. The Board also held a strategy
session in May 2009 to which a number of business unit or
function heads from within the broader management team
were invited to present their future development plans to the
Board for discussion and approval.

All of the directors attended all of the scheduled Board
meetings. Where directors were unable to attend a Board
meeting their views were canvassed by the Chairman in
advance of the meeting. The table below details the number
of Board and committee meetings attended by each director
throughout the year.
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Corporate governance report - continued
Board Audit Nomination Remuneration
No. of No. of No. of No. of
meetings meetings meetings meetings
attended attended attended attended
D Mann (" 5/6 4/4 3/3 4/4
P Bailie 6/6 3/3 2/2 3/3
J Cusack @ 5/6 4/4 2/3 3/4
A Dunkle 6/6 4/4 3/3 4/4
J MacDiarmid 5/6 - - -
B Merry 5/6 - 3/3 -

() Chairman
@ Senior independent director

The majority of the members of the Board also attended the
annual shareholders’ lunch, held in the UK, during which
they were available for discussions with shareholders.

Directors’ Responsibility

The directors of HUB have specific legal responsibility in
respect of the preparation of these financial statements as
described in the Statement of Directors’ Responsibilities on
page 37. The Board is fully 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 the Financial Services Authority (‘FSA”) and to
Lloyd’s 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 54 and 55.

The day-to-day management of the underwriting business
is delegated to HUA, the Board of which is responsible to
the FSA, Lloyd’s and to the Group Board for developing
underwriting strategy, 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 effective information flows
within the Board and its committees and between senior
management and non-executive directors. HUB company
secretarial services are provided by Compass Administration
Services Limited with the support of the company secretarial
team based in the Group’s London office. In addition to
this support, 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.

Al 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.  Annually, each director is
required to complete a questionnaire to confirm his or her
directorships and other interests so as to identify any potential
conflicts that need to be managed. 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. From this year and annually
thereafter, each member of the HUB and HUA Boards will
be assessed to ensure they remain fit and proper for the role
they undertake.

Board evaluation

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




Effectiveness was assessed in 2009 via this evaluation
process which addresses a number of issues, including the
extent to which:

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

e the Board has furthered its strategic aims; and

e 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 its 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 specific
and is by reference to their contribution and overall
performance as compared to their specific 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. From this year,
the specific objectives set for executive directors during the
appraisal process are documented within and monitored
using individual contribution agreements, which also
detail team objectives, key accountabilities and required
behaviours. The Chairman is responsible for overseeing the
evaluation process and the senior independent director is
responsible for the evaluation of the Chairman.

PRINCIPAL COMMITTEES

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

Audit Committee

Julian Cusack, the senior independent director chairs the
Audit Committee, the membership of which is restricted to
non-executive directors.

The external auditors, KPMG, 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 regularly presents to the committee
in person at least half yearly, in addition to providing quarterly
written reports and copies of all internal audit reports. At
present, the audit committee is responsible for agreeing
the annual internal audit plan and for monitoring progress
against the plan and ensuring matters raised during internal
audits are resolved satisfactorily. As the Group progresses
towards Solvency Il compliance, internal audit reporting
will form part of a combined assurance report whereby the
effectiveness of the three lines of defence model that the
Group operates will be reported to the Audit Committee for
review and monitoring.

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 2009, fees of £229,000 were paid to KPMG for non-
audit services. These included £44,000 for tax advisory
and compliance services, £70,000 for regulatory advisory
services, and £115,000 for other advisory work, including
work undertaken in connection with the capital raising
exercise in February 2009.
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Corporate governance report -

Nomination Committee
The Nomination Committee is chaired by the Chairman of
the Board and it includes all of the non-executive directors
and the Chief Executive.

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.

As explained above, during 2009, the Nomination
Committee led the process of identifying and appointing two
new independent non-executive directors to the Board of
HUB, to ensure that the new appointees provided suitable
skills, knowledge and expertise to complement those of the
existing Board members.

The Nomination Committee also provides recommendations
to the Board on whether existing Board appointments should
be renewed and on what terms, both in relation to HUB and
its subsidiary companies’ boards.

In accordance with the Company’s Bye-Laws, one third of
the directors of the company must retire at each Annual
General Meeting. Barbara Merry and Julian Cusack
will therefore stand down at the HUB Annual General
Meeting on 18 May 2010. In March 2010 following careful
consideration, the Nomination Committee recommended
that Ms Merry and Mr Cusack be put forward for re-election.
The committee was satisfied that each of Ms Merry and
Mr Cusack has sufficient time available to commit to their
HUB Board duties and that such duties are being effectively
fulfilled. The Board has accepted the recommendations
made by the Nomination Committee and agrees that both
Directors continue to make a valuable contribution and the
Board is, therefore, recommending them for re-election at
the AGM in May and, being eligible, each director will offer
himself/herself for re-election. In addition and in accordance
with the Company’s Bye-Laws, the new non-executive
directors, Anthony Taylor and Fiona Luck, will be proposed
for re-election to the Board.

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

continued

committee meetings is very good, with non-executives
making themselves available as required.

In the wake of the financial crisis much attention has been
focused on the role of non-executive directors and on the
time commitment involved in fulfilling this role. The Walker
Report recommendations, published on 26 November
2009, will be implemented through the FSA and FRC
as applicable and we wait with considerable interest to
understand precisely how they will apply to a business of
our size and nature.

Remuneration Committee

Allan Dunkle chairs the Remuneration Committee, the
membership of which is restricted to non-executive
directors.

The Committee’s responsibilities and activities during the
year are addressed in the Directors’ Remuneration Report.

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
analysisin 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.

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. Legislation in the UK governing
the preparation and dissemination of financial statements
may differ from legislation in other jurisdictions.
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The corporate governance arrangements in place within the  add unnecessary cost and complexity to the organisation.
Group are considered by the Board to be appropriate for the ~ These outsourced functions will continue to be kept under
current and planned scale of operations. The Board currently  review in the year ahead.

considers it appropriate to continue to outsource certain key

functions, namely syndicate book-keeping and investment  The Board has satisfied itself that the Group has been fully
management, on the grounds that, to do otherwise, would  compliant with the Code throughout 2009.
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Independent Auditors’ Report to the Members of Hardy
Underwriting Bermuda Limited

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 56 to 100 which comprise
the consolidated statement of financial position as at 31
December 2009, the consolidated income statement, and
the consolidated statements of comprehensive income,
changes in equity and cash flows 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 section 421
of the UK Companies Act 2006.

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 control 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 whether

the consolidated 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. The procedures selected
depend on our judgment, including the assessment of the
risks of material misstatement of the consolidated 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 9 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.

We also read the other information contained in their Report
and Accounts and consider whether it is consistent with
the audited consolidated financial statements. We consider
the implications for our report if we become aware of any
apparent misstatements or material inconsistencies with the
consolidated 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 2009, 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 section 421 of the UK Companies
Act 2006, as if those requirements were to apply to the
Company.

KPMG

Hamilton, Bermuda
3 March 2010
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Consolidated Income Statement
For the year ended 31 December 2009

Year ended Year ended
Notes 31 December 31 December

2009 2008
£’000 £'000

Insurance premium revenue 5 221,504 153,740
Reinsurance premiums 5 (44,874) (32,941)
Net insurance premium revenue 176,630 120,799
Financial income 6 5,648 7,790
Other operating income 7 297 284
Net income 182,575 128,873
Claims incurred 8 (110,146) (89,632)
Reinsurers’ share of claims incurred 8 26,957 19,991
Net claims incurred (83,189) (69,641)
Expenses incurred in insurance activities 9 (59,095) (42,491)
Foreign exchange (losses) / gains 10 (6,641) 18,715
Other operating expenses 11 (11,956) (10,648)
Total operating expenses (160,881) (104,065)
Operating profit 21,694 24,808
Finance charges 13 (1,594) (1,715)
Profit before tax 20,100 23,093

Comprises:

Underlying profit ' 30,484 13,616

Notional adjustment for foreign exchange movements on

non-monetary items 10 (10,384) 9,477
Income tax expense 14 (2,677) (8,592)
Profit for the year 17,423 19,501
Earnings per share (pence)
Basic 15 36.8 55.4
Diluted 15 35.6 53.8

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

" Underlying profit comprises profit before tax with non-monetary items translated at closing foreign exchange rates (see
explanation in note 4 to the financial statements).



Consolidated Statement of Comprehensive Income
For the year ended 31 December 2009

AUVH

Year ended Year ended
31 December 31 December

2009 2008

£'000 £'000
Profit for the year 17,423 19,501
Other comprehensive income - - 5 7
Total comprehensive income recognised 17,423 19,501
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Consolidated Statement of Financial Position
As at 31 December 2009

As at As at
Notes 31 December 31 December

2009 2008

£'000 £'000
Assets
Intangible assets 17 15,509 15,509
Property, plant and equipment 18 3,075 1,868
Reinsurance assets
- Reinsurers’ share of outstanding claims 27 45,755 37,167
- Reinsurers’ share of unearned premium 27 18,371 9,687
Deferred acquisition costs 20 29,544 24,423
Trade and other receivables 21 88,219 83,982
Current income tax assets 4,514 326
Prepayments and accrued income 4,366 3,204
Investments at fair value 22 192,365 129,758
Cash and cash equivalents 23 98,254 105,070
Total assets 499,972 410,994
Equity
Share capital 24 10,464 7,152
Contributed surplus 24 77,295 42,349
Other reserves 25 3,357 2,348
Retained earnings 60,975 49,880
Total equity 152,091 101,729
Liabilities
Financial liabilities — subordinated debt 26 18,136 20,256
Insurance liabilities
- QOutstanding claims 27 166,737 146,299
- Unearned premium 27 112,817 92,325
Deferred income tax liabilities 28 9,960 8,471
Trade and other payables 29 40,231 41,914
Total liabilities 347,881 309,265
Total equity and liabilities 499,972 410,994
Net assets per share (£) 30 £2.96 £2.90
Net tangible assets per share (£) 30 £2.66 £2.45

The financial statements were approved on 3 March 2010 and signed on behalf of the Board.

Bavraa J. m:wg E.Ml.ub(n./—\tﬁ

Barbara J Merry Jamie D MacDiarmid
Chief Executive Finance Director



Consolidated Statement of Changes in Equity
For the year ended 31 December 2009
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Common Share  Contributed Other Retained Total

Shares Premium Surplus Reserves Earnings
Note £'000 £'000 £'000 £'000 £'000 £000
Balance at 1 January 2009 7,152 - 42,349 2,348 49,880 101,729

Total comprehensive income for the year

0
©

Profit recognised - - - 17,423 17,423

Transactions with owners,
recorded directly in equity

Proceeds of shares issued in relation fg-,)_
to share options exercised 24 21 - 178 - - 199 §
Placing and open offer 24 3,291 - 34,768 - - 38,059 %‘
Share-based payments 25 - - - 1,587 - 1,587 ;
Employee Benefit Trust holding 25 - - - (578) - (578) %
Dividends 16 - - - - (6,328) (6,328) g
Balance at 31 December 2009 10,464 - 77,295 3,357 60,975 152,091 =
For the year ended 31 December 2008 g
%.
2
Common Share  Contributed Other Retained Total <
Shares Premium Surplus Reserves Earnings f
Note £'000 £'000 £'000 £'000 £'000 £'000 2_
:
Balance at 1 January 2008 7,142 42,258 - 1,504 34,304 85,208
Total comprehensive income for the year 0
Profit recognised - - - - 19,601 19,501 %_
2
Transactions with owners, _gh
recorded directly in equity %
Proceeds of shares issued in relation °
to share options exercised 24 10 91 - - - 101 g
Share-based payments 25 - - - 992 - 992 8
Employee Benefit Trust holding 25 - - - (148) - (148)
Transfer on reverse acquisition 24 - (42,349) 42,349 - - - o o
Dividends 16 - - - - (3,925  (3,925) g )
Balance at 31 December 2008 7,152 - 42,349 2,348 49,880 101,729 % %
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Consolidated Cash Flow Statement
For the year ended 31 December 2009

Year ended Year ended
31 December 31 December

2009 2008

£’000 £'000
Profit before tax 20,100 23,093
Depreciation of property, plant and equipment 809 455
Interest and equity dividend income (6,072) (8,885)
Net unrealised losses / (gains) on investments 1,412 (2,288)
Foreign exchange losses / (gains) 6,641 (23,625)
Share-based payments 1,587 992
Finance charges 1,594 1,715
Change in underwriting balances 15,486 36,704
(Increase) / decrease in investments (71,299) 4,564
(Increase) in debtors and prepayments (2,018) (2,852)
(Decrease) / increase in creditors and accruals (6,203) 12,955
Interest received 6,072 8,827
Equity dividend received - 58
Income tax paid (4,965) (2,680)
Net cash generated from operating activities (36,856) 49,033
Cash flows from investing activities
Purchase of property, plant and equipment (2,078) (674)
Cash used in investing activities (2,078) (674)
Cash flows from financing activities
Dividends paid (6,328) (8,925)
Cash received from issue of shares 38,259 101
(Purchase) of own shares (578) (148)
Finance charges (1,594) (1,715)
Net cash from financing activities 29,759 (5,687)
Net (decrease) / increase in cash and cash equivalents (9,175) 42,672
Cash and cash equivalents at beginning of year 105,070 63,919
Effect of exchange rate fluctuations on cash and cash equivalents 2,359 (1,521)
Cash and cash equivalents at end of year 98,254 105,070

Change in underwriting balances shows the movement in the underwriting debtors and creditors in the relevant period.



Notes to the Consolidated Financial Statements

1 Summary 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 2009 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

Statement of compliance

The group consolidated financial statements are
prepared in accordance with all of the International
Financial Reporting Standards (“IFRS”), as adopted by
the European Union (“EU”), which are effective at 31
December 2009.

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. In effect, the shareholders of Hardy
Underwriting Group plc immediately before the share
exchange, 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
was accounted for using the reverse acquisition
principles outlined in IFRS 3. Consequently Hardy
Underwriting Group plc was deemed to be the acquirer
for accounting purposes and the legal parent company,
Hardy Underwriting Bermuda Limited was treated as a
subsidiary whose identifiable assets and liabilities are
incorporated into the Group at fair value.

The Group has implemented the amendments to IFRS
7 Improving Disclosures about Financial Instruments,
which requires additional disclosures about fair value
measurement and liquidity risk. Consequently, fair value
measurements are disclosed by source of inputs using a
three level fair value hierarchy, by class of asset, for all
financial instruments recognised at fair value. More
information can be found in note 22 of this report and
accounts. The Group has also adopted IAS 1 (revised)
Presentation of Financial Statements which requires the
Groupto presentinthe consolidated statement of changes
in equity all owner changes in equity. The comparative
figures for the prior period have been re-presented. As
this only has an impact on presentation there is no effect
on earnings per share.

The International Accounting Standards Board (IASB)
has released amendments to the following standards.
All of the standards shown below have not been early
adopted but are expected to be of relevance in future
accounting periods. They are not anticipated to have any
significant impact on the future consolidated statements
of the Group:

IFRS 3 (revised) “Business combinations”

IFRS 5 (amendment) “Non current assets held for sale
on discontinued operations”

IFRS 9 (not yet endorsed) “Financial instruments”

IAS 24 (revised) “Related party disclosures”

IAS 27 (amendment) “Consolidated and separate
financial statements”

IAS 39 (amendment) “ Financial Instruments:
Recognition and Measurement — eligible hedged items”
IFRIC 16 “Hedging of a net investment in a foreign
operation”

Improvements to IFRS’s (2009)

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
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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 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.

Basis of consolidation

Hardy’s 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.

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
atthe balance sheet date. This creates aforeign 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.

Non-monetary assets and liabilities denominated in
foreign currencies, including unearned premiums and
deferred acquisition costs, are recorded in sterling at the

d.

Notes to the consolidated financial statements - continued

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 2009 2008
US dollar 1.57 1.85
Canadian dollar 1.78 1.96
Euro 1.12 1.26
Closing exchange rates 2009 2008
US dollar 1.61 1.44
Canadian dollar 1.69 1.77
Euro 1.13 1.03

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 due up to
the balance sheet date in respect of contracts incepting
in the financial year, and include estimates for pipeline
premiums, together with adjustments to premiums
written in prior accounting periods. Such 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. 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 high
degree of volatility arises from projections, estimates may
be based on rating, on other models of the business
accepted and also on assessments of underwriting
conditions. 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.

We seek 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 as an 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.

Financial 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.

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.

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 Lioyd’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 out of future
revenues.

AUVH

o
G

SM8IASJ 1lUn ssauisng 1UBWalE]S S,uBWIBYD

souewlopad Jo mainey

Ayjigeilunoosoe
puUB 90UBUIBAOL)

Y
3
Q
=}
8.
)
(7]
o
Q
5
(0]
3
(0]
=}
=
(7]




600¢ | SIUN02oY @ poday

(o))
I

Other operating expenses

Other operating expenses are recognised on an accruals
basis. They comprise operating expenses such as
remuneration, office and administrative costs.

Leases

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

Finance charges

Finance charges comprise interest payable on loans
together with 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.

Taxation

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.

Dividend distribution

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

Notes to the consolidated financial statements - continued

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.

. Employee benefits

(i) Pensions

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

(i) 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.

The proceeds of any share options exercised, net of any
directly attributable transaction costs, are credited to
share capital and share premium.

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 has considered
the future prospects of the London insurance market
and consequently believes 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.



o. 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%
Computer equipment 33%
Underwriting system 20%

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 because 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.

Cash 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.

Derivative 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.
Subsequenttoinitial 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 22) and trade and other
payables (note 29) respectively.

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.

Subordinated 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.

AUVH

o
o1

1USWaE.]S S,uBWIRYD

SMBIASJ 11Un Ssauisng

souewlopad Jo mainey

Ajigelunoosoe
puB 90UBUIBAOL)

Y
3
Q
=}
8.
)
(7]
@
Q
5
(0]
3
(0]
=}
=
(7]




600¢ | SIUN02oY @ poday

Notes to the consolidated financial statements - continued

t. 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.

u. Own shares

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

2 Critical 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.

Certain critical accounting estimates and judgements in
applying the Group’s accounting policies are described
below.

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 inincome.
The process relies upon the basic assumption that past
experience, adjusted for the effect of current developments
and likely trends, is an appropriate 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 on 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 22.

3 Risk 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.

Insurance 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
avoiding 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 focussed 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 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 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 focussed
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 dependent upon 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.

Non-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, an
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. The property treaty team also
write a small book of crop reinsurance which is largely non-
aggregating with the other accounts.

Specialty 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,
focussed on the short tail element. Approximately 75% of
premium income generated is from first party covers, such as
theft or employee infidelity, with the remaining 25% covering
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Notes to the consolidated financial statements - continued

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 focussed 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% 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, particularly where they attach to the title of
a property, provided in the class 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 and
bloodstock and schemes business.

Control 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 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 an appropriate level
of confidence in the level of insurance liabilities, 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. The primary source of information

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
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Notes to the consolidated financial statements - continued

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.

ANALYSIS OF CLAIMS DEVELOPMENT - GROSS OF REINSURANCE

Underwriting year 2001 2002 2003 2004 2005 2006 2007 2008 2009 Total
£000  £000 £000 £000 £000 £000 £000 £000 £000 £'000

100% syndicate values
Estimate of ultimate claims costs:

- at end of first year 30,324 35,109 51,534 90,239 89,824 79,566 99,920 107,470 124,030 708,016
- One year later 26,314 30,512 50,895 101,209 81,523 67,848 89,814 110,154

- two years later 25277 29,197 47,281 94,163 75,406 66,344 86,232

- three years later 23,291 27,975 44,834 95,986 72,827 67,482

- four years later 22,813 25,685 43,612 94,883 70,464

- five years later 22,628 25,668 42,803 94,625

- six years later 22,122 25,453 42,704

- seven years later 21,742 24,372

- eight years later 21,424

Current estimate of
cumulative claims 21,424 24,372 42,704 94,625 70,464 67,482 86,232 110,154 124,030 641,487

Cumulative payments

to date (21,179 (23,411) (39,639 (85,571) (65,087) (50,622) (64,980 (46,036) (8,013) (404,538
Provision as at 31 245 961 3,065 9,054 5377 16,860 21,252 64,118 116,017 236,949
December 2009

Reconciliation to
balance sheet

Future claims estimates - - - - - (124) (855) (5,714) (64,712) (71,405)
Third party Names’
share of liabilities - - - - - - - - - _

Group’s share as

at 31 December 2009 245 961 3,065 9,054 5377 16,736 20,397 58,404 51,305 165,544
Group’s share of liability 1,193
in respect of pre-2001

underwriting years

Total gross liability included in 166,737
the balance sheet




ANALYSIS OF CLAIMS DEVELOPMENT - NET OF REINSURANCE

2002
£'000

2003
£'000

2004
£'000

Underwriting year 2001
£'000

100% syndicate values
Estimate of ultimate claims costs:

2009
£'000

Total
£'000

2005
£'000

2006
£'000

2007
£'000

2008
£'000

- at end of first year 26,022 30,442 44,380 72,816 71,347 61,574 77,452 87,655 97,632 569,320
- one year later 22,558 26,418 42,420 74,569 65,148 59,041 70,792 87,482

- two years later 21,641 25,093 39,020 67,339 59,955 59,098 68,843

- three years later 20,166 24,197 36,382 64,147 58,930 57,660

- four years later 20,007 23,019 35,294 62,486 57,563

- five years later 19,683 22,874 34,264 62,602

- six years later 19,165 22,685 33,630

- seven years later 18,783 21,917

- eight years later 18,526

Current estimate of

cumulative claims 18,526 21,917 33,630 62,602 57,563 57,660 68,843 87,482 97,632 505,855
Cumulative payments

to date (18458 (21,017) (31,790) (60,439) (63,559) 45971) (48967) (40,160) (6,672 (327,033
Provision as at 31

December 2009 68 900 1,840 2,163 4,004 11,689 19,876 47,322 90,960 178,822
Reconciliation to

balance sheet

Future claims estimates - - - - - (124) (855) (4,781) (63,033) (58,793)
Third party Names’

share of liabilities - - - - - - - - - -
Group’s share as

at 31 December 2009 68 900 1,840 2,163 4,004 11,565 19,021 42,541 37,927 120,029
Group’s share of liability

in respect of pre-2001 953
underwriting years

Total net liability included in

the balance sheet 120,982

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 2009 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% basis, thatis, including that part of syndicate 382 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 underwrite
only for the 2007 and 2008 underwriting years, and was
supported 100% by the Group.

Each table then provides a reconciliation of the 100% syndicate
level reserves to the liability provided in the Group’s balance
sheet.
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Notes to the consolidated financial statements - continued

The adjustments have the effect of:

e 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;

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

e 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 £66.5 million.
After taking reinsurance into account, the net surplus is £63.5
million, representing 11.2% of the cost of all claims for these
nine 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 releasing reserves.

Credit risk

Credit risk is the risk that a counterparty will be unable to pay in
full when their liabilities 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 and is assessed
by reviewing credit grades provided by rating agencies and
other publicly available information.

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 72.1% the year end
balance being held in government and government agency
securities (2008: 80.2%). The Group has no investments in
asset or mortgage backed fixed income securities.



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

As at 31 December 2009

AUVH

Reinsurers share Amounts due from Fixed income Cash and cash
of outstanding claims agents, brokers securities equivalents
and amounts due from and intermediaries
reinsurers on paid claims
£°000 £'000 £'000 £'000 7 3
Rated by S&P:
AAA 42 - 148,557 470 o
AA 9,826 - 38,456 24,898 g
A 35,730 - 5,352 72,886 §
BBB 4,050 - - - S
BB and lower - - - - ;
Other - 83,387 - - =
3
49,648 83,387 192,365 98,254 =
As at 31 December 2008
Reinsurers share Amounts due from Fixed income Cash and cash g
of outstanding claims agents, brokers securities equivalents g
and amounts due from and intermediaries @
reinsurers on paid claims 5
£'000 £'000 £'000 £'000 5
%.
Rated by S&P: 5
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 - - é"
S
49,540 70,594 129,758 105,070 3
The carrying amount of the above assets at the balance  As at the year end the following provisions had been made @
sheet date represents the maximum credit risk exposure. As  against reinsurance assets and amounts due from reinsurers
at the year end, the Group does not hold any investments  on paid claims: 8 ®
in wrapped debt or other such fixed income securities. As 8 %
such, the credit ratings above are entirely independent of the S S
rating of any bond insurers. g_ %
ZFo
2009 2008 a
£'000 £'000
AAA - -
AA 110 317 =
A 381 448 =
BBB 106 28 3
BB and lower 586 583 %
EJ'_
1,182 1,376 z
S
(%)
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Notes to the consolidated financial statements - continued

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 five main currencies
(sterling, euro, US dollars, Canadian dollars and Yen). 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 undenwriting year.

The following table summarises the net carrying value of

financial instruments and monetary insurance balances by
currency at 31 December 2009:

Sterling equivalent

US dollars Euros Sterling Carrying value
and other
£'000 £'000 £'000 £'000
Reinsurers’ share of outstanding claims 18,688 10,726 16,341 45,755
Trade and other receivables 48,448 8,596 31,175 88,219
Investments 69,105 17,910 105,350 192,365
Cash and cash equivalents 22,159 4,068 72,027 98,254
Subordinated debt (18,136) - - (18,136)
Outstanding claims (75,372) (33,031) (58,334) (166,737)
Trade and other payables (12,450) (2,395) (25,386) (40,231)
Net carrying value of financial instruments
and monetary insurance balances 52,442 5,874 141,173 199,489
Net carrying value of non-monetary assets
and liabilities (28,243) (4,250) (14,905) (47,398)
Net exposure 24,199 1,624 126,268 152,091
As 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
and monetary insurance balances 30,536 16,153 100,819 147,508
Net carrying value of non-monetary assets
and liabilities (29,144) (4,155) (12,480) (45,779)
Net exposure 1,392 11,998 88,339 101,729




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

As at 31 December 2009
US dollars
Euros

As at 31 December 2008
US dollars
Euros

On the basis that all other variables remain constant a 10%
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

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% 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 Effect on net assets

£:000 £:000
(5,244) (4,546)
(587) (509)
(3,054) (2,579)
(1,615) (1,364)

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.

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 2009 31 December 2008

% %

Sterling
0to 1 years 70% 54%
110 2 years 27% 25%
2 to 3 years 3% 21%
Over 3 years - -

100% 100%
Average duration in years 0.71 1.01
Market value (£'000) 105,350 53,445
Euro
Oto 1 years 67% 39%
1to 2 years 33% 42%
2 to 3 years - 19%
Over 3 years - -

100% 100%
Average duration in years 0.83 1.30
Market value (£’000) 17,910 21,347
US dollar
0to 1 years 72% 61%
1to 2 years 20% 24%
2 to 3 years 8% 13%
Over 3 years - 2%

100% 100%
Average duration in years 0.89 1.02
Market value (£'000) 69,105 54,965
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Notes to the consolidated financial statements - continued

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.

Hardy do 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 £882,000 (2008: £1,404,000).

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.

Other market risk
The Group’s other market risk relates to financial assets whose

value will fluctuate as a result of changes in market prices.

The Group manages price risk through its investment strategy,

As at 31 December 2009

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 undenwritten 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 an
analysis by estimated timing of the amounts recognised in the
balance sheet.

Carrying ~ Within 1 1-2 years 3-5 years Over 5 Total
value year years
£'000 £'000 £'000 £'000 £'000 £'000
Subordinated debt 18,136 - - - 18,136 18,136
Insurance contracts 166,737 51,688 50,021 26,678 38,350 166,737
Trade and other payables 40,231 40,231 - - - 40,231
225,104 91,919 50,021 26,678 56,486 225,104
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

The weighted average term to settlement for insurance contracts is 2.06 years (2008: 2.02 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.

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 Group’s total capital is £154.7m comprising net tangible
assets of £136.6m (2008: £86.2m) and subordinated debt of
£18.1m (2008: £20.3m), being US$ 30m 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 2009 year of
account was £119.6m (2008: £84.0m), of which £76.3m was
provided in investments and cash , £35m being provided by
means of a letter of credit (‘LOC”) and the balance of £8.9m
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
2009 year of account, following the increase in the underwriting
capacity of syndicate 382. Although the absolute amount of
capital required has increased, the capital requirement as a
proportion of capacity increased only marginally to 47.8% for
the 2009 year of account (2008 year of account: 45.4%). 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.

This increase was financed through the full utilisation of the
Group’s LOC facility and from profits emerging on the open
years of account. The facility gave the Group access to £35m
to support underwriting on the 2007, 2008 and 2009 years
of account. During the fourth quarter of 2009 a new facility
was arranged with Lloyds TSB Bank, Calyon and Barclays.
The facility gives the Group access to US$82m to support

underwriting on the 2009, 2010 and 2011 years of account.
As at 31 December 2009 the Group had utiised US$50m of
the total facility to support its undenwriting commitments on
the 2010 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  Segment information

The Group has adopted IFRS 8: Operating Segments in the
current period. IFRS 8 requires that reportable segments
represent the level at which financial information is reported to
the Group Board, being the chief operating decision maker as
defined in IFRS 8.

In addition, on the adoption of IFRS 8, foreign exchange gains
and losses are no longer reported within the results of each
reportable segment, but are instead disclosed separately.
This provides a fairer presentation of the performance of
each segment, which otherwise would be distorted by the
movements in foreign exchange rates. Furthermore the notional
foreign exchange differences on non-monetary items are also
separately disclosed to highlight the additional volatility which
the accounting mismatch arising from IFRS whereby unearned
premium and deferred acquisition costs are treated as non-
monetary items and claims reserves are treated as monetary
items. Non-monetary items are carried at historic rates, while
monetary items are translated at closing rates.

The reportable business segments are based upon the different
types of insurance risks underwritten and have been identified
as follows:

® marine and aviation, which underwrites a broad spectrum
of aviation and marine classes including general aviation,
airlines, space, cargo, jewellers block, other specie and
marine hulls.

® speciality lines, which includes a diverse range of accounts
including financial institutions, terrorism, political risks and
accident and health insurance.

® non-marine property, which underwrites property risks on
both a direct insurance and facultative reinsurance basis.

e property treaty, which underwrites the reinsurance of
property risks on both a non-proportional and proportional
basis.

Segmental results, assets and liabilities include items directly
attributable to a segment as well as those that can be allocated
on a reasonable basis. The reporting segments do not cross-
sell business between each other and there is no individual
policy holder that comprise greater than ten per cent. of the
group’s total gross premium written.
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Notes to the consolidated financial statements - continued

Financial income, other operating income, other operating  Information regarding the Group’s reportable segments is
expenses, finance costs and taxation are not allocated to  presented below. Comparative information has been restated
business segments as these items are determined by entity  to reflect the adoption of IFRS 8.

level factors and do not relate directly to the performance of

each operating segment.

Year ended 31 December 2009

Marine  Specialty Non-  Property Total  Effects of Other Total
and lines marine treaty reportable foreign foreign
aviation property Segments exchange exchange
on non-
monetary
items
£'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000
Gross premium written 63,858 40,737 52,970 84,431 241,996 - - 241,996
Net insurance premium
revenue 61,820 33,968 37,468 51,050 184,306 (7,676) - 176,630
Net claims incurred (38,795) (16,541) (9,926) (17,927) (83,189) - - (83,189
Expenses incurred
in insurance activities (20,776)  (10,449) (13,065) (16,462) (60,752) 1,657 - (59,095)
Total operating expenses  (59,571) (26,990) (22,991) (34,389 (143,941) 1,657 - (142,284)

Underwriting return
before foreign exchange 2,249 6,978 14,477 16,661 40,365 (6,019) - 34,346
Foreign exchange losses (4,365) (2,276) (6,641
Underwriting return after

foreign exchange 40,365 (10,384) (2,276) 27,705
Financial income 5,648
Other operating income 297
Other operating expenses (11,956)
Operating profit 21,694
Finance charges (1,594)
Profit before tax 20,100
Taxation charge (2,677)
Profit after tax 17,423
Claims ratio (%) 62.8% 48.7% 26.5% 35.1% 451%

Expense ratio (%) 33.6% 30.8% 34.9% 32.2% 33.0%

Combined ratio (%) 96.4% 79.5% 61.4% 67.3% 78.1%

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 which is the sum of the claims ratio and expense ratio.
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The segment results for the year ended 31 December 2008 are as follows:

Marine  Specialty Non-  Property Total  Effects of Other Total
and lines marine treaty reportable foreign foreign
aviation property Segments exchange exchange
on non-
monetary 7 9
items
£'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000
Gross premium written 47,866 48,140 26,165 50,599 172,770 - - 172,770 9
Net insurance premium g'
revenue 43,862 29,493 16,777 33,469 123,601 (2,802) - 120,799 §
w
Net claims incurred (24,466) (17,674) (13,033) (14,468) (69,641) - - (69,641) %
Expenses incurred g
in insurance activities (14,706)  (13,145) (6,217) (9,059) (43,127) 636 - (42,491) <
Total operating expenses  (39,172)  (30,819) (19,250) (28,527) (112,768) 636 - (112,132 -
Underwriting return g
before foreign exchange 4,690 (1,326) (2,473) 9,942 10,833 (2,166) - 8,667 %
Foreign exchange losses - 11,643 7,072 18,715 ¥
Underwriting return after 2
foreign exchange 10,833 9,477 7,072 27,382 %
<
Financial income 7,790 g
Other operating income 284 @
Other operating expenses (10,648)
Operating profit 24,808 -
Finance charges (1,715) 2_
Profit before tax 23,093 Z
Taxation charge (8,592) _gh
Profit after tax 19,501 %
]
Claims ratio (%) 55.8% 59.9% 77.7% 43.2% 56.3% g
Expense ratio (%) 33.5% 44.6% 37.1% 27.1% 34.9% 8
Combined ratio (%) 89.3% 104.5% 114.8% 70.3% 91.2%
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Notes to the consolidated financial statements - continued

The segment assets and liabilities as at 31 December 2009 are as follows:

Marine  Specialty Non- Property Total
and aviation lines marine treaty
property

£'000 £'000 £'000 £'000 £'000

Assets attributable to business segments 102,620 96,054 69,327 101,800 369,801
Other group assets 130,171
Total assets 499,972
Liabilities attributable to business segments 98,969 88,652 62,922 64,265 314,808
Other group liabilities 33,073
Total liabilities 347,881

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 92,674
Total assets 410,994
Liabilities attributable to business segments 83,5672 98,010 46,380 39,729 267,691
Other group liabilities 41,574
Total liabilities 309,265

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

2009 2008

£'000 £’000

UK 35,887 24,543
Other EC member states 9,229 29,618
United States of America 30,957 34,621
Worldwide 165,923 83,988
Gross premiums written 241,996 172,770

The “Worldwide” category does not have any significant concentration in any geographic region.



5 Net insurance premium revenue

Year ended Year ended

31 December 31 December

2009 2008

£'000 £'000

Gross premiums written 241,996 172,770

Change in gross unearned premiums provision (note 27) (20,492) (19,030)

Gross earned premiums 221,504 153,740

Premiums ceded to reinsurers (53,558) (84,630)

Change in ceded unearned premiums provision (note 27) 8,684 1,689

Ceded earned premiums (44,874) (32,941)

Net insurance premium revenue 176,630 120,799
6 Financial income

Year ended Year ended

31 December

31 December

2009 2008
£'000 £'000
Interest income cash and cash equivalents 635 736
Investment income on financial assets designated
at fair value through the income statement on initial recognition
Interest income from fixed income securities 5,437 8,091
Dividend income - 58
Fair value gains/(losses) on financial assets at fair value through the
income statement
Held for trading (foreign exchange contracts) 1,044 (2,459)
Designated upon initial recognition (realised) (194) 337
Designated upon initial recognition (unrealised) (1,274) 1,027
5,648 7,790
7 Other operating income
Year ended Year ended

31 December

31 December

2009 2008

£'000 £'000

Managing agent fees from third party Names - 4
Managing agent profit commission - 230
Other income 297 50
297 284
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Notes to the consolidated financial statements - continued

8 Net claims incurred

Year ended Year ended

31 December 31 December

2009 2008

£'000 £'000

Claims paid 78,873 71,056
Movement in insurance liabilities (note 27) 31,273 18,576
Gross claims incurred 110,146 89,632

Reinsurers’ share of claims paid (15,776) (20,020)
Reinsurers’ share of movement in insurance liabilities (note 27) (11,181) 29

Reinsurers’ share of claims incurred (26,957) (19,991)
Net claims paid 63,097 51,036
Net movement in insurance liabilities 20,092 18,605
Net claims incurred 83,189 69,641

The current period has benefited from a release of claims
reserves established in previous reporting periods. This
reassessment of claims reserves has contributed £9.7m
(2008: £6.4 m) to the profit recognised in the period due

to the development of claims being more favourable than
previously estimated. The release is analysed by business

segments, as follows:

Year ended Year ended

31 December 31 December

2009 2008

£'000 £'000

Marine and aviation 567 3,378
Specialty lines 2,311 1,970

Non-marine property 5,056 (1,016)
Property treaty 1,816 2,055
Total 9,750 6,387

9 Expenses incurred in insurance activities

Year ended Year ended

31 December 31 December

2009 2008

£'000 £'000

Commission expenses payable 48,090 32,908
Other acquisition costs (note 11) 6,160 5,440

Change in deferred acquisition costs (4,980) (4,355)
Total acquisition costs 49,270 33,993
Administrative expenses (note 11) 9,825 8,498
Expenses incurred in insurance activities 59,095 42,491
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10 Foreign exchange losses

Foreign exchange gains and losses result from the translation ~ denominated in foreign currencies are unearned premiums
of the balance sheet to closing rates and the income statement  and deferred acquisition costs (“UEP” and “DAC”).

to average exchange rates. International Accounting Standard

21: The Effects of Changes in Foreign Exchange Rates,  This IFRS accounting treatment creates a mismatch in foreign
however, requires that non-monetary items remain at historic ~ exchange rates used, the financial effects of which are shown
rates. The Group’s only non-monetary assets and liabilities  in the table below:

00
€9

Year ended Year ended (:"_)
31 December 31 December =
2009 2008 3
Foreign exchange (losses) / gains arising from: £'000 £'000 a-
%)
&
Translation of balance sheet and income statement (2,276) 7,072 g
Maintaining UEP and DAC items in the balance sheet at historic rates (10,384) 9,477 o]
Maintaining UEP and DAC items in the income statement at historic rates 6,019 2,166 -
(6,641) 18,715
o8}
c
(78
Year ended Year ended §
31 December 31 December 2
2009 2008 =
Effects of foreign exchange on non-monetary items: £'000 £'000 @
g.
UEP and DAC items at historic rates 64,902 58,215 »
UEP and DAC items at closing rates 64,367 68,064
Valuation difference in closing balance sheet (535) 9,849
By
Valuation difference in opening balance sheet (9,849) (372) o
(10,384) 9,477 g
o
o
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Notes to the consolidated financial statements - continued

11 Operating expenses

2009

Acquisition Administrative Other Total

costs costs operating

(note 9) (note 9) expenses
£'000 £'000 £'000 £'000
Other acquisition costs 6,160 - - 6,160
Administrative expenses - 9,825 - 9,825
Other operating expenses - - 11,956 11,956
6,160 9,825 11,956 27,941
Employee expense 4110 3,362 8,943 16,415
External professional consultancy 298 244 723 1,265
Lloyds’ membership costs - 1,790 - 1,790
IT related expenditure 563 460 322 1,345
Accommodation costs 244 200 480 924
Depreciation 65 53 691 809
Investment management fees 36 30 114 180
Corporate travel and entertaining 149 122 310 581
Auditors remuneration 9 8 373 390
Other administration costs 686 3,556 - 4,242
6,160 9,825 11,956 27,941

Included in employee expenses within other operating expenses is £2,615,077 which relates to profit related remuneration

of staff and directors employed in the underwriting function.
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2008
Acquisition Administrative Other Total
costs costs operating
(note 9) (note 9) expenses
£'000 £'000 £'000 £'000
Other acquisition costs 5,440 - - 5,440 85
Administrative expenses - 8,498 - 8,498
Other operating expenses - - 10,648 10,648
5,440 8,498 10,648 24,586
Q
Employee expense 3,457 2,828 9,050 15,336 g'
External professional consultancy 365 299 556 1,220 g
Lloyds’ membership costs - 1,670 - 1,670 g‘
[T related expenditure 558 457 175 1,190 @:
Accommodation costs 226 185 178 589 g
Depreciation 62 51 340 453 %
Investment management fees 44 36 55 134 -
Corporate travel and entertaining 169 138 211 518
Auditors remuneration 111 91 83 284 g
Other administration costs 448 2,743 - 3,191 g
5,440 8,498 10,648 24,586 ¥
Acquisition and administrative expenses are included in the are determined by entity level factors and not allocated to f
calculation of the Group’s combined ratio. Other operating business segments. 2_
expenses are not included in the combined ratio as these g
)
Fees paid to the Group auditors are analysed below:
Year ended Year ended -
31 December 31 December 2_
2009 2008 Z
£:000 £2000 o
o
g
Audit of these financial statements 54 50 <
Audit of financial statements of subsidiaries pursuant to legislation 181 144 g
Other services pursuant to legislation 70 46 8
Other services relating to tax 44 48
All other services 115 9
O]
464 297 § o)
=
Al the amounts shown above were paid to KPMG with  offset against contributed surplus and were not charged g_ %
the exception of £13,500 (2008: £12,750) which was paid  against the profit of the current period. The amount of 5 g
to Mazars LLP. In 2009 KPMG assisted with the open and  £115,256 is reflected above in the current period. g_

placing offer. These fees formed part of a larger legal cost
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Notes to the consolidated financial

12 Employee benefit expense

statements - continued

Year ended Year ended
31 December 31 December
2009 2008
£’000 £’000

The aggregate director and staff expense for the group was:
Wages and salaries 11,402 11,283
Social security costs 1,620 1,543
Share-based payments 1,587 992
Pension costs 1,806 1,518
16,415 15,336
Average number of employees employed by the Group during the year 84 66

13 Finance charges

Year ended Year ended

31 December

31 December

2009 2008
£'000 £'000
Letter of credit charges 731 579
Subordinated debt interest 863 1,136
1,594 1,715
14 Income tax expense
Year ended Year ended
31 December 31 December
2009 2008
£'000 £'000
Current tax expense
Current year 1,643 4,182
Adjustments for prior years (455) 772
1,188 4,954
Deferred tax
Origination and reversal of temporary differences (note 28) 1,489 (1,362)
2,677 3,592




The tax charge for the year differs from the theoretical amount that would arise using the average UK corporate tax rate of

28%. The difference is explained below:

31 December 31 December

2009 2008

£'000 £'000
Profit before tax 20,100 23,093
Income tax using the average UK corporation tax rate of 28.0%
(2008:28.5%%) 5,628 6,582
Non-deductible expenses 327 103
Group entities subject to overseas tax at a lower rate (2,833) (5,080)
Temporary timing difference - 1,215
(Over) / under provision in prior years (445) 772
Tax charge for the year 2,677 3,592

* The UK corporation tax rate changed from 30% to 28% with effect from April 2008.

15 Earnings 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.

31 December 31 December

2009 2008

£'000 £'000
Profit for the year (£’000) 17,423 19,501

£'000 £'000
Issued shares at 1 January 35,760 35,712
Effect of own shares held (823) (561)
Effect of shares issued in year 12,457 46
Weighted average number of ordinary shares in issue during year 47,394 35,197
Basic earnings per share (pence per share) 36.8p 55.4p

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 group share schemes. 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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Notes to the consolidated financial statements - continued

Year ended Year ended

31 December 31 December

2009 2008

Thousands Thousands

Weighted average number of ordinary shares in issue during year 47,394 35,197

Adjusted for share options and share schemes 1,596 1,062

Weighted average number of ordinary shares for diluted earnings per share 48,990 36,259

Diluted earnings per share (pence per share) 35.6p 53.8p
16 Dividends per share

Year ended Year ended

31 December 31 December

2009 2008

£'000 £'000

Interim dividend for year ended 31 December 2009 of 4.0p per share 2,027 -

Final dividend for the year ended 31 December 2008 of 8.5p per share 4,301 -

Interim dividend for the 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

6,328 3,925

A second interim dividend of 9.3p per share, amounting to a total dividend of £4.86 million, is to be paid on 1 April 2010.

These financial statements do not reflect the accrual of this dividend payable.

17 Intangible assets

Intangible assets comprise purchased capacity on syndicate 382. This capacity is considered to have an indefinite

useful economic life.
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18 Property, plant and equipment

Office Computer Total
equipment equipment
£'000 £'000 £'000
Cost
As at 1 January 2008 552 2,362 2,914 89
Additions 54 620 674
As at 31 December 2008 606 2,982 3,588
Additions 1,367 711 2,078 9
Disposals (338) - (338) 2.
:
As at 31 December 2009 1,635 3,693 5,328 o
)
Depreciation g
g
As at 1 January 2008 192 1,074 1,266 -
Charge for the year 141 313 454
As at 31 December 2008 333 1,387 1,720 g
%‘
Charge for the year 274 535 809 ¥
Disposal (276) - (276) 2
As at 31 December 2009 331 1,922 2,253 %
<
Carrying amounts g
At 31 December 2008 273 1,595 1,868 @
At 31 December 2009 1,304 1,771 3,075
D
<.
19 Reinsurance assets 2
<3
As at As at §
31 December 31 December °
2009 2008 g
£'000 £°000 2]
Reinsurers’ share of unearned premium 18,371 9,687
Reinsurers’ share of outstanding claims 46,800 38,289
Impairment provision (1,045) (1,122)
Reinsurance assets (note 27) 64,126 46,854

Amounts due from reinsurers in respect of claims already paid by the Group are included in trade and other receivables.

QO
89
8 <
=0
23
o
T 5
= 0
—
< o
5
a

20 Deferred acquisition costs

2009 2008 =

£'000 £000 =1

2

o,

As at 1 January 24,423 20,060 o
Acquisition costs deferred in the year 22,645 18,355 g*
Amortisation charged to income (17,524) (13,992) g
As at 31 December 29,544 24,423 Y
7
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Notes to the consolidated financial statements - continued

21 Trade and other receivables

As at As at

31 December 31 December

2009 2008

£'000 £'000

Receivables arising from direct insurance operations 23,610 17,943
due from agents, brokers and intermediaries

Receivables arising from reinsurance operations 59,777 52,651
due from agents, brokers and intermediaries

Reinsurance recoveries due from reinsurers 3,893 12,373

Other receivables 939 1,015

88,219 83,982

Amounts due from reinsurers are stated after a provision for impairment of receivables from reinsurers of £137,000
(2008: £254,000). All trade and other receivables are due within twelve months of the balance sheet date.

22 Investments

Financial assets at fair value through the income statement
Designated upon initial recognition

Financial assets at fair value through the income statement
Debt and other fixed income securities

The Group has designated all investments at fair value
through the income statement.

Hardy Re Limited (“HRe”), Hardy Underwriting Limited
(*HU”) and Hardy Names Limited (“HN”) are wholly owned
subsidiaries of Hardy Underwriting Bermuda Limited.
They 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

As at As at

31 December 31 December
2009 2008

£’000 £’000
192,365 129,758
192,365 129,758

were transferred from HN to HU. At the end of April 2008
the assets were then transferred to HRe. At 31 December
2009 the total deposited under the Trust Deeds, including
cash, amounted to £110,603,252 (2008: £76,312,269)
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 US$50m (2008: £35m).
These letters of credit have been issued by Lloyds TSB
Bank, Calyon and Barclays Bank and are secured on the
assets of the Group. This facility gives the Group access to

US$82m to support underwriting on the 2009, 2010 and
2011 years of account.

Total investments for the year ended 31 December 2009
have increased by £62,607,000 (2008: £20,267,000) and a
breakdown of the increase is shown below:

2009 2008

£'000 £'000
As at 1 January 129,758 109,491
Exchange differences on monetary assets (7,280) 22,543
Additions 174,533 281,150
Sales and redemptions (1083,234) (285,713)
Fair value unrealised gains and losses (1,412) 2,287
As at 31 December 192,365 129,758

Fair value measurement

The table below summarises the fair value hierarchy for
the group in accordance with revised IFRS 7 — Financial
Instruments : Disclosures. As this is the first time for adoption
of this standard, no comparative is required.

The levels of the fair value hierarchy are defined as follows:

Level 1 — fair values measured using quoted prices in
active markets for identical instruments. An
active market is a market in which transactions
for the instrument occur with sufficient frequency
and volume on an ongoing basis such that
quoted prices reflect prices at which an orderly
transaction would take place between market
participants at the measurement date.

Level 2 — fair values measured using directly or indirectly
observable inputs or other similar valuation
techniques for which all significant inputs are
based on observable market data.

Level 3— fair values measured using valuation techniques
for which significant inputs are not based on
market observable data.

The Group measures the fair value of its financial assets
based on prices provided by investment managers who
obtain market data from independent pricing services. The
pricing services used by the investment manager obtain
actual transaction prices for holdings that have quoted prices
in active markets. For those securities which are not actively
traded, the pricing services use common market valuation
pricing models. Observable inputs used in common market
valuation pricing models include, but are not limited to,
broker quotes, credit ratings, interest rates and yield curves,
prepayment speeds, default rates and other such inputs
which are available from market sources.

Included within Level 1 of the hierarchy are Government
bonds and Treasury bills, which are measured using quoted
prices.

Level 2 of the hierarchy includes Government agencies,
Supranationals and Corporate securities. The fair values
of these assets are based on prices obtained from both
investment managers and investment custodians as
discussed above. The Group records the unadjusted price
provided and validates the price through a number of
methods, including a comparison of the prices provided by
the investment manager with the investment custodian and
the valuation used by external parties to derive fair value.
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Notes to the consolidated financial statements - continued

As at 31 December 2009

Level 1 Level 2 Level 3 Total
£'000 £’000 £’000 £'000
Financial assets:

Debt and fixed income 51,727 140,638 - 192,365

23 Cash and cash equivalents
As at As at
31 December 31 December
2009 2008
£’000 £'000
Short-term bank deposits 93,001 82,195
Deposits with credit institutions 5,253 22,875
98,254 105,070

Included in cash and cash equivalents held by the Group are balances totalling £82,163,917 (2008: £77,149,769)

which are not available to the Group because they are held within syndicate premium trust funds.

24 Common shares, share premium and contributed surplus

Number of Common Share Contributed

shares shares premium surplus

Thousands £'000 £'000 £'000

As at 1 January 2008 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
Issues in relation to share options exercised 102 21 - 178
Issued in relation to placing and open offer 16,456 3,291 - 34,768
As at 31 December 2009 52,318 10,464 - 77,295

The total authorised number of common shares is 75 million  and open offer of new common shares at 245 pence per
(2008: 50 million), with a par value of 20 pence per share.  share on the basis of 46 new common shares for every 100

All issued shares are fully paid. On 1 April 2009 the Group  existing common shares.

raised £38.1 million, net of expenses, by way of a placing



25 Other reserves

Own Merger Other  Share-based Total

shares reserve reserve payments
£'000 £'000 £'000 £'000 £'000
As at 1 January 2008 (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
Share-based payments (note 31) - - - 1,587 1,587
Employee benefit trust holding (578) - - - (578)
As at 31 December 2009 (2,287) 2,441 75 3,128 3,357

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.

26 Financial liabilities — subordinated debt

Subordinated debt

The Group 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 Group has the
option to redeem all or some of the bond at any time on or

As at As at

31 December 31 December
2009 2008

£'000 £’000

18,136 20,256

after 15 December 2011. The subordinated debt is carried
at amortised cost. 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 lower value than the previous reporting
period. No further capital has been added to the loan.
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Notes to the consolidated financial statements - continued

27 Insurance liabilities and reinsurance assets

As at As at
31 December 31 December

2009 2008

£'000 £'000
Gross
Claims reported 107,628 98,664
Loss adjustment expenses 4,001 2,818
Claims incurred but not reported 55,108 44,817
Unearned premiums 112,817 92,325
Total gross insurance liabilities 279,554 238,624
Recoverable from reinsurers
Claims reported 33,772 28,963
Claims incurred but not reported 11,983 8,204
Unearned premiums 18,371 9,687
Total reinsurers’ share of insurance liabilities 64,126 46,854
Net
Claims reported 73,856 69,701
Loss adjustment expenses 4,001 2,818
Claims incurred but not reported 43,125 36,613
Unearned premiums 94,446 82,638
Total net insurance liabilities 215,428 191,770

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 2009 and 2008 are
not material.
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Movement in outstanding claims reserves

Gross  Reinsurance Net
£'000 £'000 £'000
Claims reported 62,986 (25,035) 37,951
Loss adjustment expenses 2,045 - 2,045 95
Claims incurred but not reported 34,866 (5,205) 29,661
Total as at 1 January 2008 99,897 (80,240) 69,657
Increase in year 18,576 29 18,605 9
Net exchange adjustments 27,826 (6,956) 20,870 g'
Total as at 31 December 2008 146,299 (87,167) 109,132 g
w
Claims reported 98,664 (28,963) 69,701 %
Loss adjustment expenses 2,818 - 2,818 g
Claims incurred but not reported 44,817 (8,204) 36,613 Y
Total as at 31 December 2008 146,299 (37,167) 109,132 -
Increase in year 31,273 (11,181) 20,092 g
Net exchange adjustments (10,835) 2,593 (8,242) g
Total as at 31 December 2009 166,737 (45,755) 120,982 ¥
Claims reported 107,628 (83,772) 73,856 =
Loss adjustment expenses 4,001 - 4,001 g_
Claims incurred but not reported 55,108 (11,983) 43,125 g
Total as at 31 December 2009 166,737 (45,755) 120,982 @
By
2
Movement in provision for unearned premiums 2
o
Gross  Reinsurance Net §
£:000 £000 £°000 S
:
As at 1 January 2008 73,294 (7,999) 65,295 8
Movement during 2008 19,031 (1,688) 17,343 o o
8¢
As at 31 December 2008 92,325 (9,687) 82,638 % %
Movement during 2009 20,492 (8,684) 11,808 =0
=8
As at 31 December 2009 112,817 (18,371) 94,446 -
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Notes to the consolidated financial statements - continued

28 Deferred income tax liability

2009 2008

£'000 £'000

As at 1 January 8,471 9,833

Charge / (credit) in year (note 14) 1,489 (1,362)

As at 31 December 9,960 8,471
29 Trade and other payables

As at As at

31 December 31 December

2009 2008

£'000 £'000

Arising out of direct insurance operations 3,367 3,870

Arising out of reinsurance operations 27,089 25,325

Other creditors 9,775 10,080

Derivative liabilities (foreign exchange contracts) - 2,639

40,231 41,914

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.

30 Net 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.

As at As at

31 December 31 December

2009 2008

£'000 £'000

Net assets 152,091 101,729
Intangible asset (15,509) (15,509)
Net tangible assets 136,582 86,220
Issued shares at 31 December (number of shares ‘000s) 52,318 35,760
Effect of own shares held (humber of shares ‘000s) (1,001) (623)
Issued shares after adjustment (number of shares ‘000s) 51,317 35,137
Net assets per share £2.96 £2.90

Net tangible assets per share £2.66 £2.45



31 Share-based payments

During the year ended 31 December 2009, 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 IFRS2, Share-based payments, is as follows:

Year ended Year ended

31 December 31 December

2009 2008
£'000 £'000
Deferred annual bonus scheme awards 633 429
SAYE options scheme 17 12
Performance share plan 937 551
1,587 992

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 shares in the 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 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.

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 £831,600 (2008: £700,112).
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Notes to the consolidated financial statements - continued

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.

Number of options issued

Share price at the date of grant

Exercise price

Standard deviation of expected share price returns
Option life

Annual risk free interest rate

Dividend yield

Performance share plan (“PSP”)

The PSP scheme was approved by shareholders in May
2007 and first launched later that month.

Under the scheme some 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

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
£43,808 (2008: £6,349).

The significant inputs into the Black-Scholes model are as
follows:

Share options granted on
2 May 2007 30 April 2008 30 April 2009

15,697 17,338 78,948
£2.83 £2.83 £2.92
£2.61 £2.66 £2.46

20% 20% 27%

3 years 3 years 3 years
4.5% 4.5% 1.7%
3.7% 3.7% 3.7%

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 insurance
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 Director’s
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.

Awards granted on 2 May 2007
NTA TSR
condition  condition

The fair value of the awards granted during the year was
£1,243,704 (2008: £1,016,574).

The significant inputs into the valuation model are as
follows:

26 Mar 2008 26 Mar 2009
NTA TSR NTA TSR
condition condition condition  condition

Number of awards granted 214,001 214,001 242,909 242,909 279,484 279,484
Share price at the date of grant £2.78 £2.78 £2.71 £2.71 £2.71 £2.71
Volatility of expected share
price returns — company N/A 19% N/A 21% N/A 27%
\olatility of expected share
price returns — comparator group N/A 26% N/A 31% N/A 38%
Correlation with comparator group N/A 11% N/A 20% N/A 16%
Expected life 3 years 3 years 3 years 3 years 3 years 3 years
Annual risk free interest rate N/A 5.4% N/A 4.0% N/A 1.7%
32 Commitments
Non-cancellable operating lease rentals are payable as follows:
Year ended Year ended
31 December 31 December
2009 2008
£'000 £'000
Less than one year 199 159
Between one and five years 1,428 199
1,627 358

During 2009 the UK operation moved to a new premises.
The commitments shown above reflect the future rental
obligations for the new office and also the ongoing obligations
associated with the old premises. The old premises is being
actively marketed which could reduce the commitment in
future accounting periods.

IAS 12 — Provisions, contingent assets and contingent
liabilities requires disclosure of amounts recognised for

provisions for an onerous lease. Due to the above mentioned
lease commitment the group has recognised an expense of
£259,532 (2008: £nil), along with a corresponding liability, in
respect of the creation of the onerous lease. This amount
is determined using the best estimates available at the time
of creation. The liability recognised will be amended in future
reporting periods dependent on market changes and any
sub-lease that may be in force.

AUVH

o
e

1USWaE.]S S,uBWIRYD

SMBIASJ 11Un Ssauisng

souewlopad Jo mainey

Ajigelunoosoe
puB 90UBUIBAOL)

Y
3
Q
=}
8.
)
(7]
@
Q
5
(0]
3
(0]
=}
=
(7]




600¢ | SIUN02oY @ poday

100

Notes to the consolidated financial statements - continued

33 Contingencies

The managed syndicates are subject to the New Central
Fund annual subscription, which is an annual fee calculated
on gross premiums written by the syndicates. This fee was
0.5% for 2008 and 2009. In addition to this fee, the Council
of Lloyd’s has the discretion to call a further contribution of
up to 3% of the syndicate’s managed capacity if required.

34 Related parties

Directors of the Company and their immediate relatives
control 4.07% (2008: 3.78%) of the voting shares of the
Company. This includes 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 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.

35 Principal subsidiary companies of Hardy Underwriting Bermuda Limited

The Company owns 100% of the ordinary share capital in the following subsidiaries:

Hardy Underwriting Group Plc*

Hardy Re Limited*

Hardy Bermuda Limited*

Hardy Underwriting Limited

Hardy Names Limited

Hardy (Underwriting Agencies) Limited
Hardy Insurance Services Limited

* held directly

The company also owns 50% of the ordinary share capital
in Hardy Arig Insurance Management (HAIM), a joint venture
with Arig Insurance. HAIM, which was established in 2009
and is based in Bahrain, focuses on construction, property
and on shore energy. Primarily HAIM writes business from

UK Holding company

Bermudian Reinsurance company
Bermudian managing general agent
UK corporate member of Lloyd’s
UK corporate member of Lloyd’s
UK managing agent

UK Service company

the Middle East and North African regions but also considers
business from other parts of Asia and Africa. Both Hardy and
Arig have equal representation on the board of directors of
HAIM.
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