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LANCASHIRE INSURANCE COMPANY (UK) LIMITED
SOLVENCY & FINANCIAL CONDITION REPORT

For the year ended 31 December 2020

Summary

This executive summary outlines material changes over the reporting period. The company prepares its Annual Report and Accounts in accordance
with International Accounting Standards (IAS) in conformity with the requirements of the Companies Act 2006. Note that due to the different
presentation bases between IAS and Solvency Il in a number of areas including: the calculation of insurance technical provisions; the eligibility of
Own Funds; and line of business segmentation, amongst others, the numbers presented in this report are not all comparable to those published in
the Company’s financial statements as at 31 December 2020.

BUSINESS AND PERFORMANCE

The Company is a specialty, short-tail insurer and reinsurer writing business across five Solvency Il lines of business: marine, aviation and transport
insurance; fire and other damage to property insurance; credit and suretyship; non-proportional property reinsurance; and non-proportional marine,
aviation and transport insurance. There have been no significant strategic changes in the Company’s business during 2020.

For the year ended 31 December 2020 LUK made a loss after tax of $2,886,000 driven largely by a series of medium sized risk losses above the
Company’s usual expectations for attritional losses, compared to a profit after tax of $5,729,000 for the previous year. Market conditions have
however improved in 2020 and the positive pricing trend is expected to continue.

Gross written premiums increased by $14,354,000 from $228,560,000 for the year ended 31 December 2019 to $242,914,000 for the year ended
31 December 2020.

Net retained premium as a percentage of gross written premium for the year ended 31 December 2020 is 10.9%, compared to 12.1% for the year
ended 31 December 2019, reflecting an increase in the level of reinsurance premiums ceded to third party reinsurers. Net earned premium of
$24,324,000 for the year ended 31 December 2020 has decreased by $6,896,000 when compared to $31,220,000 for the year ended 31 December
2019, reflecting the earned impact of the increase in ceded reinsurance premiums to third party reinsurers.

The net loss ratio is 77.1% compared to 14.4% for the year ended 31 December 2019. This reflects the impact of a higher level of risk losses in the
current accident year. In addition, favourable development in relation to prior years amounted to $19,398,000 on a gross basis and $4,245,000 net
of reinsurance, compared to $50,402,000 on a gross basis and $7,413,000 net of reinsurance in the year ended 31 December 2019. The prior year
amounts included gross favourable development of $25,702,000 ($931,000 favourable net of reinsurance) in relation to the 2016 accident year,
which largely related to favourable development on an energy loss.

The net acquisition cost ratio, excluding override commission received on the quota share reinsurance agreement with the Company’s affiliate,
Lancashire Insurance Company Limited (“LICL"), is 38.1% compared to 28.7% in the previous year, mainly as a result of lower net earned premium
than in the previous year.

The gross general and administrative expense ratio for the year ended 31 December 2020 is 13.4% (2019 - 13.0%). The ratio has marginally increased
mainly due to the $2,865,000 increase in expenses during the year. On a net basis, the expense ratio which takes into account the override
commission received under the LICL quota share agreement is 16.0% (2019 — 42.4%) with the decrease in the current year being mainly due to an
increase in the level of override commission received from LICL after renegotiating the intercompany quota-share reinsurance treaty, partly offset by
the $2,865,000 increase in expenses as noted above.

Investment income for the year ended 31 December 2020 is $4,240,000 (2019 - $5,458,000) and comprises interest income of $3,972,000
(2019 - $5,298,000) and net realised gains on fixed interest securities of $268,000 (2019 - gains of $160,000).

The effective tax rate for the year ended 31 December 2020 is 17.1% (2019 — 41.4%). The effective rate for the year ended 31 December 2019 was
much higher than the expected rate of 19.0% largely due to permanent expense differences.

Covid 19

On 12 March 2020, the World Health Organisation classified the COVID-19 outbreak as a pandemic. The COVID-19 pandemic is an ongoing situation
making it exceptionally difficult to predict what the ultimate impact for the Company or the insurance industry will be and has heightened the
inherent uncertainty in the Company’s going concern assessment.

As the first lockdown began in March the Company required all LISL employees who provide services to the Company to work from home. The move
to remote working was seamless and the workforce quickly adapted to the changed working environment. All LUK’s teams contributed to maintaining
a high level of performance across the Company and high service standards for both internal and external clients have been maintained.

In response to the COVID-19 pandemic, the Group initiated its Post Loss Response process. The process reviewed and assessed the potential
implications for each class of business that the Group underwrites, across all its platforms, with involvement from underwriting, exposure
management, actuarial, claims, treasury and finance teams. The output of this review formed the basis of LUK’s loss reserving. The current best
estimate gross loss booked relating to COVID-19 is $5,000,000, $1,000,000 net of reinsurance and reinstatement premiums.

The majority of LUK'’s policies require physical property damage in order to trigger business interruption coverage. Management have analysed the
small number of in-force property D&F contracts which have been written with affirmative wording to include business interruption without a
physical damage trigger. These contracts have policy sub-limits which are largely below LUK's attachment and would therefore not, on a stand-alone
basis, result in a direct claim to LUK. The Company does not write the following lines of insurance business which have been heavily impacted by the
COVID-19 pandemic: travel insurance, trade credit, Directors’ and Officers’ liability, medical malpractice and long-term life. We have minimal
exposure to mortgage business, accident and health and are exposed to a small number of event cancellation contracts.

On 15 January 2021, the UK Supreme Court delivered its judgement on the FCA’s business interruption test case. The aim of the test case was to
obtain clarity on insurance contract wording and determine whether certain business interruption clauses were triggered by the COVID-19 pandemic.
For the insurance industry this means that in certain instances policyholders will now have their COVID-19 related business interruption claims paid
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where previously these claims may have been denied. It will also impact the reinsurance industry as any additional business interruption claims may
be partially covered by reinsurance protection. In light of the UK Supreme Court ruling, the Company has performed a detailed review of the business
interruption clauses in its insurance and reinsurance contracts and concluded that there is no material impact on the COVID-19 best estimate loss
booked for the year ended 31 December 2020.

Brexit

The transition period, which was agreed as part of the Withdrawal Agreement, for the UK to leave the EU ended on 31 December 2020 and with that
the end of “passporting rights’. The UK and EU agreed to continue talks on the future of the UK's access to the EU financial markets, and vice versa,
with the proposal to have a Memorandum of Understanding in place by March 2021.

The Company is a member of the LHL Group, which operates two Lloyd's syndicates via LSL, a Lloyd's managing agent and a 100% owned subsidiary
of LHL, and one of these syndicates, Syndicate 3010, has gained approval to write the bulk of LUK's EU business via Lloyd's Insurance Company, which
is authorised in Belgium. A portion of this business would be ceded to LUK through the quota share agreement with Syndicate 3010. Additionally, the
Company's fellow subsidiary LICL, a Bermuda domiciled company, could write some business as Bermuda is a Solvency Il equivalent jurisdiction to the
EU. Under WTO rules it is also possible that LUK can continue to service some clients based on the individual rules and regulations of specific
countries.

With regard to EEA policies written by LUK that incepted before 31 December 2020, these should be able to be “run-off” until their expiry with no
material changes being made, although this ultimately depends on the relevant rules and regulations of each individual EEA country. LUK has written
to allrelevant EU regulators and many advised that they are following EIOPA guidance, which suggested a three-year run off period for risks, however
there are variations on the time limits. Where EU regulators advise that policies are unable to be run off or where clients request a change to an
insurance company based in the EU, policies will be transferred to LSL via Lloyd's Brussels, where possible.

SYSTEM OF GOVERNANCE

The Company strives to implement simple yet effective systems of corporate governance in a way which helps shape strategy, monitors its
implementation, balances support and challenge for management and the business and embeds a positive and open corporate culture throughout.
The LUK Board aligns its systems of corporate governance with those of LHL where applicable.

Good strategic debate and decision making remain central to the work of any board. At LUK we are fortunate in having a nimble strategy and a simple
“flat” structure with a total employee headcount, at LISL, which provides services to the company, of 106 at 31 December 2020. This means that all
our Directors have regular opportunities to meet with both the members of the management team and other employees within the business. That
helps inform our Board'’s active understanding of the business, its needs and challenges.

Further to the requirements of Solvency II, UK regulated insurers are required to prepare an ORSA report. Both the management team and the Board
at the Company have engaged fully with the ORSA process, and use it as a tool to help deepen this understanding of the business, better understand
the risks and opportunities facing it and to refine and focus LUK's strategic thinking and priorities.

A robust Board and Committee structure is in place. LUK has its own Audit and Remuneration committees and an Executive Management Committee.
The Board Committees of LHL which provide services and / or reports to the LUK Board include, Investment, Nomination and Corporate Governance,
Underwriting and Underwriting Risk Committees. Certain matters are reserved for the Board such as strategy, internal controls and risk. Details of
Board Committees and key functions are provided in section B.1.

There have been no changes to the Company’s governance structure during the year.

RISK PROFILE

The Company is exposed to risks from several sources. These include insurance risk, market risk, liquidity risk, credit risk, operational risk and strategic
risk. The primary risk to the Company is insurance risk. There were no changes to the Company’s key risk areas in 2020. Each of these risk areas is
described in more detail in section C below.

VALUATION FOR SOLVENCY PURPOSES

Apart from some balance sheet reclassifications and valuation adjustments required for determining reinsurance recoverables and technical
provisions, there are no material differences between the bases, methods and main assumptions used in valuing assets and liabilities for Solvency Il
purposes compared to those used in the Company’s financial statements that are prepared in accordance with IAS.

The valuation of technical provisions for Solvency Il moves from an IAS basis to a discounted cashflow approach. IAS provisions include the earned
provisions relating to events which have occurred at the valuation date (whether reported or not) and associated loss adjustment expenses, plus non-
monetary items corresponding to 100% of the unearned premium less an allowance for the acquisition costs already paid on this unearned premium.
Solvency Il then adjusts the above basis to move to a discounted cashflow approach (claims, expenses and premiums) on a legally obliged (rather than
inception) basis allowing for the expected value of all possible outcomes. This removes the non-monetary items and replaces these with the cashflows
expected to arise from these exposures, including business to which the Company is legally obliged to accept but is yet to incept.

Detailed explanations and reconciliations from the assets and liabilities presented in the Company’s financial statements as at 31 December 2020 to
those presented on a Solvency Il basis in this report are included in Section D below.
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CAPITAL MANAGEMENT

LUK, as a wholly owned subsidiary company falls within the Group’s capital management process.
The key aim of LUK's capital management process is to maintain a strong balance sheet, whilst:

maintaining sufficient capital for underwriting opportunities and to meet obligations to policyholders;
maximising the risk-adjusted return to shareholders within predetermined risk tolerances;
maintaining adequate financial strength ratings; and

meeting internal, regulatory and rating agency requirements.

The Company’s own funds are comprised of Tier 1 capital items totalling $189,790,000 as at 31 December 2020 (2019 - $206,741,000). Tier 1 capital
is the highest quality capital under Solvency Il with the greatest loss absorbing capacity, comprising share capital and retained earnings. There have
been no changes to the profile of the components of the Company’s own funds during the year ended 31 December 2020 and the own funds remain
wholly eligible to meet the regulatory capital requirements being the SCR and the MCR.

The Company uses the standard formula to calculate its SCR which amounted to $84,866,000 at 31 December 2020 (2019 - $88,577,000.)

The SCR, analysed by risk module, is set out in section E.2. The Company’s Own Funds exceeded the SCR by $104,924,000 at 31 December 2020
(2019 - $118,164,000), resulting in a coverage ratio of 223.6% compared with 233.4% in the previous year. The Company met its regulatory capital
requirements at all times during the year.

There were no significant changes to the Company’s capital management strategy during 2020.
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Directors’ statement

We acknowledge our responsibility for preparing the Company’s SFCR in all material respects in accordance with the PRA Rules and the Solvency Il
Regulations.

We are satisfied that:

a) throughout the financial year in question, the Company has complied in all material respects with the requirements of the PRA Rules and the
Solvency Il Regulations as applicable; and

b) itisreasonable to believe that the Company has continued so to comply subsequently and will continue so to comply in future.

John Cadman Russell Worsley
Director Director
30 March 2021
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Report of the auditor

Report of the external independent auditor to the Directors of Lancashire Insurance Company (UK) Limited (‘the Company’) pursuant to Rule
4.1(2) of the External Audit Part of the PRA Rulebook applicable to Solvency Il firms

Report on the Audit of the Relevant Elements of the Solvency and Financial Condition Report

Opinion

Except as stated below, we have audited the following documents prepared by Lancashire Insurance Company (UK) Limited as at 31 December 2020:
The ‘Valuation for solvency purposes’ and ‘Capital Management'’ sections of the Solvency and Financial Condition Report of Lancashire Insurance

Company (UK) Limited as at 31 December 2020, (‘the Narrative Disclosures subject to audit’); and
Company templates $02.01.02, $17.01.02, $23.01.01, $25.01.21, $28.01.01 (‘the Templates subject to audit’).

The Narrative Disclosures subject to audit and the Templates subject to audit are collectively referred to as the 'Relevant Elements of the Solvency
and Financial Condition Report’.

We are not required to audit, nor have we audited, and as a consequence do not express an opinion on the Other Information which comprises:

The ‘Business and performance’, ‘System of governance’ and ‘Risk profile’ sections of the Solvency and Financial Condition Report;

Company templates $S05.01.02, S05.02.01, $19.01.21;

Information calculated in accordance with the previous regime used in the calculation of the transitional measure on technical provisions, and as a
consequence all information relating to the transitional measures on technical provisions as set out in the Appendix to this report;

the written acknowledgement by the Directors of their responsibilities, including for the preparation of the Solvency and Financial Condition Report
(‘the Responsibility Statement’).

To the extent the information subject to audit in the Relevant Elements of the Solvency and Financial Condition Report includes amounts that are
totals, sub-totals or calculations derived from the Other Information, we have relied without verification on the Other Information.

In our opinion, the information subject to audit in the Relevant Elements of the Solvency and Financial Condition Report of Lancashire Insurance
Company (UK) Limited as at 31 December 2020 is prepared, in all material respects, in accordance with the financial reporting provisions of the PRA
Rules and Solvency Il regulations on which they are based, as modified by relevant supervisory modifications, and as supplemented by supervisory
approvals and determinations.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)), including ISA (UK) 800 and ISA (UK) 805, and
applicable law. Our responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit of the Relevant
Elements of the Solvency and Financial Condition Report section of our report. We are independent of the Company in accordance with the ethical
requirements that are relevant to our audit of the Solvency and Financial Condition Report in the UK, including the FRC’s Ethical Standard as applied
to public interest entities, and we have fulfilled our other ethical responsibilities in accordance with these requirements. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Emphasis of Matter - special purpose basis of accounting

We draw attention to the ‘Valuation for solvency purposes’ and ‘Capital Management’ sections of the Solvency and Financial Condition Report, which
describe the basis of accounting. The Solvency and Financial Condition Report is prepared in compliance with the financial reporting provisions of the
PRA Rules and Solvency Il regulations, and therefore in accordance with a special purpose financial reporting framework. The Solvency and Financial
Condition Report is required to be published, and intended users include but are not limited to the Prudential Regulation Authority. As a result, the
Solvency and Financial Condition Report may not be suitable for another purpose. Our opinion is not modified in respect of this matter.

Going concern

The Directors have prepared the Solvency and Financial Condition Report on the going concern basis as they do not intend to liquidate the Company
or to cease its operations, and as they have concluded that the Company’s financial position means that this is realistic. They have also concluded that
there are no material uncertainties that could have cast significant doubt over its ability to continue as a going concern for at least a year from the
date of approval of the Solvency and Financial Condition Report (“the going concern period”).

We used our knowledge of the Company, its industry, and the general economic environment to identify the inherent risks to its business model and
analysed how those risks might affect the Company’s financial resources or ability to continue operations over the going concern period. The risk that
we considered most likely to adversely affect the Company’s available financial resources over this period was the valuation of technical provisions
given the estimation and judgement involved in setting these reserves.

We also considered less predictable but realistic second order impacts that could affect demand in the Company’s markets, such as the impact of
COVID-19 on the Company’s results and operations, the failure of counterparties who transact with the Company (such as policyholders and
reinsurers), the performance of the investment portfolio, solvency and capital adequacy.

We considered whether these risks could plausibly affect the liquidity and solvency in the going concern period by comparing severe, but plausible
downside scenarios and the degree of downside assumption that, individually and collectively, could result in a liquidity and solvency issue (a reverse
stress test), taking into account the Company's current and projected financial resources.
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Our conclusions based on this work:

we consider that the directors’ use of the going concern basis of accounting in the preparation of the Solvency and Financial Condition Report is
appropriate; and

we have not identified, and concur with the directors’ assessment that there is not, a material uncertainty related to events or conditions that,
individually or collectively, may cast significant doubt on the company’s ability to continue as a going concern for the going concern period.

However, as we cannot predict all future events or conditions and as subsequent events may result in outcomes that are inconsistent with judgements
that were reasonable at the time they were made, the above conclusions are not a guarantee that the company will continue in operation.

Fraud and breaches of laws and regulations - ability to detect
Identifying and responding to risks of material misstatement due to fraud

To identify risks of material misstatement due to fraud (“fraud risks”) we assessed events or conditions that could indicate an incentive or pressure to
commit fraud or provide an opportunity to commit fraud. Our risk assessment procedures included:

Enquiring of directors, the audit committee, internal audit and inspection of policy documentation as to the Company’s high-level policies and
procedures to prevent and detect fraud, including the internal audit function, and the Company’s channel for “whistleblowing”, as well as whether
they have knowledge of any actual, suspected or alleged fraud.

Reading Board and audit committee minutes.

Considering remuneration incentive schemes and performance targets for management.

Using analytical procedures to identify any unusual or unexpected relationships.

We communicated identified fraud risks throughout the audit team and remained alert to any indications of fraud throughout the audit.

As required by auditing standards, and taking into account possible pressures to meet profit targets and our overall knowledge of the control
environment, we perform procedures to address the risk of management override of controls in particular the risk that management may be in a
position to make inappropriate accounting. On this audit we do not believe there is a fraud risk related to revenue recognition because the premium
income receivable recognised in the Solvency Il balance sheet is based on reported income which has limited complexity (rather than estimated
premiums which is included within insurance contract liabilities).

We also identified a fraud risk in relation to the following area:

The valuation of insurance contract liabilities on which Solvency Il technical provisions are based due to the estimation required in setting these
liabilities and the ability for changes in the valuation to be used to impact profit and solvency position.

In determining the audit procedures we took into account the results of our evaluation and testing of the operating effectiveness of some of the fraud
risk management controls. In order to address the risk of fraud specifically as it relates to the valuation of insurance contract liabilities (used in the
calculation of Solvency Il technical provisions), we involved actuarial specialists to assist in our challenge of management. We challenged
management in relation to the selection of assumptions and the consistency of those assumptions both year on year and across different aspects of
the financial reporting process.

To address the pervasive risk as it relates to management override, we also performed the following procedures including:

Identifying journal entries and other adjustments to test based on risk criteria and comparing the identified entries to supporting documentation.
These included those posted by senior finance management or individuals who do not frequently post journals, those posted with descriptions
containing key words or phrases, those posted to unusual accounts including those related to cash and post-closing journals meeting certain
criteria.

Evaluated the business purpose of significant unusual transactions

Assessing significant accounting estimates for bias.

Identifying and responding to risks of material misstatement due to non-compliance with laws and regulations

We identified areas of laws and regulations that could reasonably be expected to have a material effect on the relevant elements of solvency
and financial condition report from our general commercial and sector experience, through discussion with the directors and other management
(as required by auditing standards), from inspection of the Company'’s regulatory and legal correspondence and discussed with the directors and
other management the policies and procedures regarding compliance with laws and regulations.

As the Company is regulated, our assessment of risks involved gaining an understanding of the control environment including the entity’s procedures
for complying with regulatory requirements. This was achieved through the procedures noted above.

We communicated identified laws and regulations throughout our team and remained alert to any indications of non-compliance throughout the
audit.

The potential effect of these laws and regulations on the Relevant Elements of the Solvency and Financial Condition Report varies considerably.

Firstly, the Company is subject to laws and regulations that directly affect the Relevant Elements of the Solvency and Financial Condition Report
including financial reporting legislation (including related PRA and solvency Il regulation), distributable profits legislation and taxation legislation, and
we assessed the extent of compliance with these laws and regulations as part of our procedures on the related financial statement items.
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Secondly, the Company is subject to many other laws and regulations where the consequences of non-compliance could have a material effect on
amounts or disclosures in the Relevant Elements of the Solvency and Financial Condition Report, for instance through the imposition of fines,
litigation or loss of regulatory approval to underwrite insurance contracts. We identified the following areas as those most likely to have such an
effect: liquidity regulations, anti-bribery and certain aspects of company legislation recognising the financial and regulated nature of the Company's
activities and its legal form. Auditing standards limit the required audit procedures to identify non-compliance with these laws and regulations to
enquiry of the directors and other management and inspection of regulatory and legal correspondence, if any. Therefore, if a breach of operational
regulations is not disclosed to us or evident from relevant correspondence, an audit will not detect that breach.

We discussed with the audit committee and those charged with governance matters related to actual or suspected breaches of laws or regulations,
for which disclosure is not necessary, and considered any implications for our audit.

Context of the ability of the audit to detect fraud or breaches of law or regulation

Owing to the inherent limitations of an audit, there is an unavoidable risk that we may not have detected some material misstatements in the
Relevant Elements of the Solvency and Financial Condition Report, even though we have properly planned and performed our audit in accordance
with auditing standards. For example, the further removed non-compliance with laws and regulations is from the events and transactions reflected in
the Relevant Elements of the Solvency and Financial Condition Report, the less likely the inherently limited procedures required by auditing standards
would identify it.

In addition, as with any audit, there remained a higher risk of non-detection of fraud, as these may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal controls. Our audit procedures are designed to detect material misstatement. We are not responsible
for preventing non-compliance or fraud and cannot be expected to detect non-compliance with all laws and regulations.

Other Information
The Directors are responsible for the Other Information.

Our opinion on the Relevant Elements of the Solvency and Financial Condition Report does not cover the Other Information and, accordingly, we do
not express an audit opinion or any form of assurance conclusion thereon.

In connection with our audit of the Solvency and Financial Condition Report, our responsibility is to read the Other Information and, in doing so,
consider whether the Other Information is materially inconsistent with the Relevant Elements of the Solvency and Financial Condition Report, or our
knowledge obtained in the audit, or otherwise appears to be materially misstated. If we identify such material inconsistencies or apparent material
misstatements, we are required to determine whether there is a material misstatement in the Relevant Elements of the Solvency and Financial
Condition Report or a material misstatement of the Other Information. If, based on the work we have performed, we conclude that there is a material
misstatement of this Other Information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of Directors for the Solvency and Financial Condition Report

The Directors are responsible for the preparation of the Solvency and Financial Condition Report in accordance with the financial reporting provisions
of the PRA rules and Solvency Il regulations which have been modified by the modifications, and supplemented by the approvals and determinations
made by the PRA under section 138A of FSMA, the PRA Rules and Solvency Il regulations on which they are based.

The Directors are also responsible for such internal control as they determine is necessary to enable the preparation of a Solvency and Financial
Condition Report that is free from material misstatement, whether due to fraud or error; assessing the company’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern; and using the going concern basis of accounting unless they either intend to
liquidate the company or to cease operations, or have no realistic alternative but to do so.

Auditor’s Responsibilities for the Audit of the Relevant Elements of the Solvency and Financial Condition
Report

It is our responsibility to form an independent opinion as to whether the Relevant Elements of the Solvency and Financial Condition Report are
prepared, in all material respects, with financial reporting provisions of the PRA Rules and Solvency Il regulations on which they are based, as modified
by relevant supervisory modifications, and as supplemented by supervisory approvals and determinations.

Our objectives are to obtain reasonable assurance about whether the Relevant Elements of the Solvency and Financial Condition Report are free from
material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is a high level
of assurance, but it is not a guarantee that an audit conducted in accordance with ISAs (UK) will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be expected to
influence the decision making or the judgement of the users taken on the basis of the Relevant Elements of the Solvency and Financial Condition
Report.

A further description of our responsibilities for the audit of the financial statements is located on the Financial Reporting Council’s website at:
http://frc.org.uk/auditorsresponsibilities.
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Report on Other Legal and Regulatory Requirements

In accordance with Rule 4.1 (3) of the External Audit Part of the PRA Rulebook for Solvency Il firms we are required to consider whether the Other
Information is materially inconsistent with our knowledge obtained in the audit of the Company’s statutory financial statements. If, based on the
work we have performed, we conclude that there is a material misstatement of this other information, we are required to report that fact. We have
nothing to report in this regard.

The purpose of our audit work and to whom we owe our responsibilities
This report of the external auditor is made solely to the company’s directors, as its governing body, in accordance with the requirement in Rule 4.1(2)

of the External Audit Part of the PRA Rulebook for Solvency Il firms and the terms of our engagement. We acknowledge that the directors are required

to submit the report to the PRA, to enable the PRA to verify that an auditor’s report has been commissioned by the company’s directors and issued
in accordance with the requirement set out in Rule 4.1(2) of the External Audit Part of the PRA Rulebook for Solvency Il firms and to facilitate the
discharge by the PRA of its regulatory functions in respect of the company, conferred on the PRA by or under the Financial Services and Markets
Act 2000.

Our audit has been undertaken so that we might state to the company’s directors those matters we are required to state to them in an auditor’s
report issued pursuant to Rule 4.1(2) and for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility
to anyone other than the company through its governing body, for our audit, for this report, or for the opinions we have formed.

Rajan Thakrar
for and on behalf of KPMG LLP

15 Canada Square
London E14 5GL

30 March 2021

Appendix - relevant elements of the Solvency and Financial Condition Report that are not subject to audit

Solo standard formula
The Relevant Elements of the Solvency and Financial Condition Report that are not subject to audit comprise:

The following elements of template $.12.01.02

Rows RO110 to RO130 — Amount of transitional measure on technical provisions
The following elements of template S.17.01.02

Rows R0290 to R0310 - Amount of transitional measure on technical provisions
The following elements of template S.22.01.21

Column C0030 - Impact of transitional on technical provisions
Elements of the Narrative Disclosures subject to audit identified as ‘unaudited’.
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A Business and performance

Al: BUSINESS

(A) NAME AND LEGAL FORM

LUK is a provider of global specialty insurance and reinsurance products with an emphasis on property, energy, marine and aviation lines of business.
The Company is authorised by the PRA and the FCA to conduct general insurance business. The Company received UK regulatory authorisation to
underwrite business on 30 August 2006 and commenced underwriting activity on 2 October 2006. Its registered office is at Level 29, 20 Fenchurch
Street, London, EC3M 3BY, United Kingdom.

The Company is a wholly owned subsidiary of LHL whose registered office is Power House, 7 Par-la-Ville Road, Hamilton HM 11, Bermuda. LHL's
common shares are traded on the main market of the LSE and it also has a secondary listing on the BSX.

(B) SUPERVISORY AUTHORITY AND GROUP SUPERVISOR

LUK's supervisory authority is the PRA in the UK, London Markets, Insurance Division, Prudential Regulation Authority, Bank of England, 20 Moorgate,
London, EC2R 6DA.

Q) EXTERNAL AUDITOR

LUK's current external auditor is KPMG LLP, 15 Canada Square, London, E14 5GL.

(D) HOLDERS OF QUALIFYING HOLDINGS
LUK is a wholly owned subsidiary undertaking of LHL.

(E) POSITION WITHIN THE LEGAL STRUCTURE OF THE GROUP

The Group's structure is summarised in the chart below, including country of incorporation:

Lancashire
Holdings Limited
v v v v v v
Lancashire Capital Lancashire Iiancashlre Lancashire Lancashire Lancashire
Management Insurance HoT:;:‘ra:::K) Insurance Insurance Management Cathedral Capital
e Company Limited ding Services Limited Marketing Services Canada Limited
Limited Services Limited Limited
v X I v
Lancashire i Lancashire
LCM Marketing Insurance Cathedral Capital | ™" Syndicat
Services Limited Company (UK) Holdings Limited vL?m“C::S
Limited
Cathedral Capital
(1999) Limited
Cathedral Capital
(1998) Limited
0
Cathedral
D " Underwriting
D Limited
I
. Reg ada
(F) MATERIAL LINES OF BUSINESS

The Company writes five classes of Solvency Il lines of business: marine, aviation and transport insurance; fire and other damage to property insurance;
credit and suretyship; non-proportional property reinsurance and non-proportional marine, aviation and transport insurance. All business is
underwritten in the United Kingdom and risks covered are worldwide. Further detail of business written by geographical area is disclosed in section

A2(B) below.

(G) SIGNIFICANT EVENTS

There have been no significant business or other events that have occurred over the reporting period that have had a material impact on the

undertaking.
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A2: UNDERWRITING PERFORMANCE
(A) UNDERWRITING PEFORMANCE BY LINE OF BUSINESS

The Company’s underwriting performance on an IAS basis, by Solvency Il line of business, is summarised in the tables below. As the Solvency Il
prescribed lines of business are different from the Company’s defined business segments, the results below are not directly comparable to those
disclosed in LUK's 2020 financial statements.

Fire and other Non-proportional
Marine, aviation damage to Creditand  Non-proportional marine, aviation
and transport property suretyship property and transport
insurance insurance insurance insurance insurance Total
For the year ended 31 December 2020 $'000 $'000 $'000 $'000 $'000 $'000
Gross premiums written 157,084 69,085 14,698 1,151 896 242914
Outwards reinsurance premiums 139,858 61,391 13,463 945 751 216,408
Net premiums earned 15,413 5,451 3,141 203 117 24,325
Gross claims incurred 80,579 29,106 21,716 (4,576) 4,112 130,937
Claims recoverable 70,095 23,223 19,335 (8,790) 3,312 112,175
Net claims incurred 10,484 5,883 2,381 (786) 800 18,762
Net expenses incurred® (9,958) (6,374) (1,410) (382) (132) (18,256)
Underwriting performance 14,887 5,942 2,170 1,371 (551) 23,819

(1) Acquisition cost expenses including override commission received on outwards reinsurance contracts

Fire and other Non-proportional
Marine, aviation damage to Creditand  Non-proportional marine, aviation
and transport property suretyship property and transport
insurance insurance insurance insurance insurance Total
For the year ended 31 December 2020 % % % % % %
Net loss ratio 68.0 107.9 75.8 (387.8) 686.3 77.1
Net acquisition expense ratio (64.6) (116.9) (44.9) (188.5) (113.2) (75.1)
Non-proportional
Marine, aviation Fire and other Credit and marine, aviation
and transport damage to suretyship Non-proportional and transport
insurance  property insurance insurance  property insurance insurance Total
For the year ended 31 December 2019 $'000 $'000 $'000 $'000 $'000 $'000
Gross premiums written 152,362 48,843 23,527 3,324 504 228,560
Outwards reinsurance premiums 132,221 43,771 21,437 3,057 432 200,918
Net premiums earned 24,434 3,320 3,102 332 32 31,220
Gross claims incurred (6,658) 41,616 5,726 4,796 (1,344) 44,136
Claims recoverable (7,316) 37,185 5,678 5,101 (1,077) 39,571
Net claims incurred 658 4,431 48 (305) (267) 4,565
Net expenses incurred™ (3,234) (2,607) (848) 68 98 (6,523)
Underwriting performance 27,010 1,496 3,902 569 201 33,178

(1) Acquisition cost expenses including override commission received on outwards reinsurance contracts

Fire and other Non-proportional
Marine, aviation damage to Credit and Non-proportional marine, aviation
and transport property suretyship property and transport
insurance insurance insurance insurance insurance Total
For the year ended 31 December 2019 % % % % % %
Net loss ratio 2.7 133.5 1.5 (91.7) (824.1) 144
Net acquisition expense ratio (13.2) (78.5) (27.3) 20.5 303.5 (20.9)

Market conditions continued to improve across the Company’s product lines during 2020 with gross written premium increasing by $14,354,000 over
the previous year. This increase was however more than offset by an increase in reinsurance ceded premium resulting in a decrease in net earned
premium of $6,895,000 which has contributed to the increase in the net ratios discussed below.

The Company experienced a series of medium sized risk losses above its usual expectations for attritional losses and lower reserve releases from prior
years, which have driven the increase in the loss ratio to from 14.4% in 2019 to 77.1%. The losses were largely on the marine, aviation and transport
and credit and suretyship classes of business whilst a best estimate loss of $5,000,000 (net $1,000,000) for COVID-19 was also included in the
marine, aviation and transport class of business. Whilst the Company made an overall underwriting profit of $23,819,000 for the year and a profit on
all of its classes of business, this is before taking into account operating expenses less investment income of $27,371,000. The net acquisition cost
ratio was a positive 75.1% reflecting that gross acquisition costs are more than offset by ceded acquisition costs and override commission received.
Override commission is received on an intergroup whole account quota share reinsurance contract and if this is excluded, the net acquisition cost
ratio is 38.1%.
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As anticipated, rates were improving in 2020 but the pace of change accelerated following the COVID-19 pandemic and we believe the improving
underwriting landscape is sustainable into 2021 and beyond.

The Company’s strategy has remained unchanged — LUK is working to maintain its long term profitable underwriting relationships whilst managing its
exposures through the purchase of well-priced, targeted reinsurance.

m MARINE, AVIATION AND TRANSPORT INSURANCE AND NON-PROPORTIONAL MARINE, AVIATION AND
TRANSPORT INSURANCE
This class of business includes the majority of the company’s energy, marine and aviation segments.

AVIATION

The Company’s aviation segment has been building out steadily in the past few years, growing LUK’s product offering as market conditions improve.
Much like the marine market, capacity has continued to tighten with numerous capacity providers retracting from multiple product lines. LUK had the
platforms and people to seize this opportunity to grow just when market conditions improved. As can be seen from the aviation RPI of 121%, market
conditions have been favourable for growth in 2020 and LUK now has a relatively significant share of the market, particularly in AV52 and Aviation
deductible.

The aviation industry has had one of its most challenging years in history with COVID-19 unexpectedly impacting global demand for air travel.

The Company’s clients have been severely tested, and they will continue to be tested in years to come. LUK aims to adapt where possible and support
clients, whilst finding a balance that allows for underwriting profitability. The products the Company sells are often mandatory purchase products,
and therefore there is some insulation from demand headwinds. In addition, as other capacity providers retract, LUK has grown its market share in a
profitable market, stepping in to provide needed capacity.

In 2021, whilst LUK anticipates continued rate improvement, there will be demand headwinds in a sector so badly impacted by COVID-19. Whilst LUK
anticipates some form of industry recovery, it is likely to be slow. Overall, despite these challenges, the Company’s aim will be to maintain and grow
its aviation segment where possible.

ENERGY

The energy portfolio continues to evolve, building upon foundations laid in recent years to diversify the Company’s product offering. Only a few years
ago LUK’s portfolio was principally upstream assets and now it underwrites all parts of the energy industry including upstream energy, midstream
energy, downstream energy, and renewable energy.

Market conditions within the energy segment vary considerably. The 2020 energy RPI of 111% masks the different levels of pricing movement within
each segment. Within upstream energy (which includes renewable energy) capacity for these products remains plentiful so, whilst rate momentum is
positive, the rate of increase is less pronounced than within downstream energy. In these two segments of the energy market, supply of capacity has
continued to retract following a high frequency of loss incidents, which has fuelled price momentum and allowed the Company to develop its
underwriting footprint. Given the current economic environment, the energy sector is experiencing a difficult period with demand directly linked to
the health of the global economy. In parts of the energy sector, such as upstream energy and to a lesser degree the downstream sector, these
difficulties could create demand headwinds for insurance products in 2021. Despite these challenges the Company’s clients still require insurance, in
fact the value of insurance products is even more important at times of financial stress as they provide balance sheet protection and encourage active
risk management.

The Company’s portfolio will continue to evolve as its clients do. The energy industry itself is changing and will continue to do so in the future. As the
world moves to a more sustainable future the assets the Company’s clients invest in will change to meet this goal and the products the Company sells
will continue to adapt to support this changing client demand.

MARINE

The marine segment encompasses all aspects of the marine industry from cargo to cruise liners. The marine market has seen capacity withdrawals
across all sub-segments for the past number of years. As a result, market pricing has been rising, demonstrated by the Company’s marine RPI of 116%
in 2020. The year saw some high-profile marine incidents that generated losses to the sector, from which the Company was not immune. These losses
further strengthen the marine market’s resolve to improve the profitability of the product.

Whilst everyone would prefer for these incidents not to occur, they demonstrate the value of the Company’s insurance products. LUK’s insurance
helps companies protect their balance sheets in difficult times and helps fund valuable clean-up operations protecting the environment and local
economies.

Like many industries, discreet parts of the marine industry have been directly impacted by COVID-19. Demand from certain clients, for example cruise
liner operators, has reduced significantly. The insurance industry has reacted and adapted insurance products as best it can to assist clients in these
difficult times. Despite these demand headwinds, the Company has been able to grow its marine footprint during 2020 ahead of rate increases. LUK
anticipates market conditions to continue to strengthen into 2021 and will be looking to grow and strengthen its marine segment further.

(1)) FIRE AND OTHER DAMAGE TO PROPERTY INSURANCE
This class of business consists largely of terrorism and political risks and property D&F.

The terrorism market conditions continued to be stable during the year but very competitive, which is not anticipated to change in 2021 as more new
players have entered the marketplace, although the effects of this are unlikely to be felt until the second half of 2021. The rating landscape held up
well with most renewals in 2020 being flat, although the Company started to see rating being squeezed towards year end. The continuing impact of
COVID-19 on companies causing them to struggle financially could also have an impact on the business written as they look for savings by buying less
limit than previously.
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Whilst the Company does not write a lot of political violence business, it has scaled back on the amount of business it writes due to the current
complex political environment globally and poor rating.

The Company re-entered the property direct and facultative insurance class of business and has achieved nearly $20million of premium income from
a standing start which is an impressive result and provides a meaningful springboard heading into 2021. Whilst almost all the book is new business,
LUK re-entered the market when rate increases were on the rise, even for non-distressed or non-loss effected business. LUK's presence in the market is
now at a level where the Company is receiving an abundance of submissions and believes it is in a good position for 2021, during which we anticipate a
seeing a continuation of the pricing momentum and opportunities to underwrite new accounts.

(1) CREDIT AND SURETYSHIP INSURANCE
This class of business largely comprises our sovereign obligors book of business.

Sovereign and quasi-sovereign obligors coverage protects against the non-payment or non-honouring of an obligation by a sovereign or quasi-
sovereign entity. Cover is provided to medium to large commercial and industrial clients as well as bank and commodity trading clients. The term
of these contracts is often multi-year reflecting the term of the underlying exposures. This cover generally relates to one-off bespoke deals and

is not a renewing book — premium income therefore tends to be unpredictable. Given the link between the economy and the Company’s sovereign
risk offering, demand for the product is impacted by the COVID-19 pandemic, but as the economy recovers so should this demand. LUK’s appetite
for these products remains stable in line with market conditions and this segment of the Company’s business continues to generate healthy
underwriting returns.

(1v) NON-PROPORTIONAL PROPERTY INSURANCE
This class of business is immaterial for LUK in terms of gross written premium but comprises a small amount of property catastrophe and property
retrocession business.

For more detailed quantitative information refer to Appendix 1: $.05.01.02 — premiums/claims/expenses QRT.

(B) UNDERWRITING PEFORMANCE BY GEOGRAPHICAL AREA

The Company’s underwriting performance by geographical area is detailed in Appendix 1: S.05.02.01 - premiums/claims/expenses by country QRT.
All business is underwritten in the United Kingdom, by LUK, and risks covered are worldwide. LUK writes mostly direct insurance with a leading
presence in the energy, terrorism, political risk, marine hull and AV52 markets.

The S.05.02.01 QRT in Appendix 1 discloses underwriting performance by geographical area according to the specific Solvency Il requirements for this
form and the resulting geographical area splits do not necessarily reflect the location of risk or the location of underwriting. The geographical area for
the fire and other damage to property and credit and surety lines of business is the location of risk, for the marine, aviation and transport line of
business it is the location where the contract was entered into and for non-proportional business it is the location of the client.

A3: INVESTMENT PERFORMANCE
(A) INVESTMENT INCOME AND EXPENSES
The Company'’s investment income and expenses by Solvency Il asset class are summarised in the tables below:

Interest Net gains and Unrealised gains

income losses and losses Total
For the year ended 31 December 2020 $'000 $'000 $'000 $'000
Government bonds 994 82 354 1,430
Corporate bonds 3,068 (109) 3,197 6,156
Collateralised securities (17) — — (17)
Collective investments undertakings 213 (121) 143 235
Total 4,258 (148) 3,694 7,804

Interest Net gains and Unrealised gains

income losses and losses Total
For the year ended 31 December 2019 $'000 $'000 $'000 $'000
Government bonds 822 574 408 1,804
Corporate bonds 3,392 391 3,659 7,442
Collateralised securities 300 (63) 20 257
Collective investments undertakings 232 — — 232
Total 4,746 902 4,087 9,735

Since inception, the primary objectives for the Company’s investment portfolio have been capital preservation and liquidity. Those objectives remain
unchanged, and are more important than ever in today’s volatile and reactive markets. As market volatility continues, the Company has positioned its
portfolio to limit downside risk in the event of market shocks. 2020 has been an extremely volatile year, but the Company’s investment portfolio has
rebounded from the stress of the first quarter. In this environment of very low rates and a flat yield curve, it does not pay to increase duration. While
any expectation of higher rates is at least a few years out, LUK's focus will be on maintaining a defensive portfolio with short duration high quality
assets. The Company continues to maintain a short duration fixed maturity portfolio. With the composition regulated by the Company’s investment
guidelines, LUK has two investment portfolio categories: ‘core’, and ‘surplus’. The core portfolio contains at least enough funds required to meet near-
term obligations and cash flow needs following an extreme event. Assets in excess of those required to be held in the core portfolio may be held in
either of the two portfolio categories.
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(B) INVESTMENT GAINS AND LOSSES RECOGNISED DIRECTLY IN EQUITY
Gains and losses recognised directly in equity comprise the unrealised gains and losses detailed in section A3(A) above.
(€ INVESTMENTS IN SECURITISATION
The Company'’s allocation to investments in securitisation comprises the following:
2020 2019
Total Total
As at 31 December $'000 $'000
Asset backed securities 867 2,019
Non-agency mortgage backed securities 47 63
U.S. government agency mortgage backed securities 4,906 6,607
Total collateralised securities 5,820 8,689

The total return from these investments for the year ended 31 December 2020 was a negative $17,000 (2019 - $257,000 net income).
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A4: PERFORMANCE OF OTHER ACTIVITIES
(A) OTHER INCOME
The Company does not have any other income.

(B) OTHER OPERATING EXPENSES
Other operating expenses are summarised in the table below:

2020 2019

Total Total
For the year ended 31 December $'000 $'000
General and administration costs 8,451 6,856
Service fee 23,839 22,569
Costs Reimbursed by fellow Subsidiary (889) (700)
Total 31,401 28,724

Operating expenses were $2,677,000 higher for the year ended 31 December 2020 compared to the same period in 2019. The increase in operating
expenses in 2020 is largely due to the increase in employment costs due to an increase in employees, increased equity based compensation charges as
higher performance targets were met and higher IT costs due to an increase in the number of IT project initiatives during the year.

(©) EQUITY BASED COMPENSATION EXPENSES
Equity based compensation expenses are recharged as part of the service fee discussed above.

(D) FINANCING COSTS

LUK did not incur any financing costs during the year.

(E) LEASING ARRANGEMENTS

Lease costs are charged to the Company as part of the service fee from the lessor, LISL, a fellow group subsidiary company.

A5: ANY OTHER INFORMATION
All material information regarding the Company’s business and performance by Solvency Il lines of business is disclosed in sections A2 - A4 above.
Transactions within the Group: Intra-Group Reinsurance

LICL and LUK have entered into a whole account quota share treaty. Under this agreement LUK cedes a share of all its business written or assumed.
During the year the following amounts were ceded from LUK to LICL under the terms of this agreement:

2020 2019
For the year ended 31 December $'000 $'000
Gross premiums written 117,846 (110,976)
Change in unearned premiums 913) (5,561)
Insurance losses and loss adjustment expenses 75,316 13,828
Insurance acquisition expenses ceded and overrider commission 62,139 48,224

LICL holds $212,594,000 (2019 - $203,342,000) (valued on an IFRS basis) of cash and cash equivalents and fixed income securities in trust for the
benefit of LUK largely relating to reinsurance recoveries and ceded unearned premium reserves under the intra-group reinsurance agreement.

The Company also entered into a quota share agreement with LSL on behalf of Syndicate 3010 from 1 January 2019. Under the terms of the
agreement the Company assumes a share of certain business written. During the year the premium ceded to LUK amounted to $2,013,000.

Following the ending of the transition period which was agreed as part of the Withdrawal Agreement, for the UK to leave the EU, Syndicate 3010 has
gained approval to write the bulk of LUK's EU business via Lloyd's Insurance Company, which is authorised in Belgium, where EU regulators advise that
policies are unable to be run off or where clients request a change to an insurance company based in the EU. A portion of this business would be ceded
to LUK through the quota share agreement with Syndicate 3010.
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B System of governance

B.1 GENERAL INFORMATION ON THE SYSTEM OF GOVERNANCE

LUK strives to implement simple yet effective systems of corporate governance in a way that helps shape strategy, monitors its implementation,
balances support and challenge for management and the business and embeds a positive and open corporate culture. The LUK Board aligns its
systems of corporate governance with that of the Group where applicable.

Good strategic debate and decision making remain central to the work of any board. LUK is fortunate in having a nimble strategy and a simple “flat”
structure with a total employee headcount at LISL, which provides services to the Company, of 106 at 31 December 2020. This means that all LUK
Directors have regular opportunities to meet with both the members of the management team and other employees within the business. That helps
inform the Board’s active understanding of the business, its needs and challenges.

Further to the requirements of Solvency Il, UK regulated insurers are required to prepare an ORSA report. Both the management team and the Board
have engaged fully with the ORSA process, and use it as a tool to help deepen their understanding of the business, better understand the risks and
opportunities facing it and to refine and focus LUK's strategic thinking and priorities.

The Group seeks to achieve the highest standards of corporate governance. As a premium listed Group on the LSE, it measures its corporate
governance compliance against the requirements of the UK Corporate Governance Code published by the UK FRC. The LUK Board and its committees
seek to align their general approach, in relation to the matters that they regularly consider, with that of the LHL Board and committees and their
terms of reference as adopted from time to time. There have been no changes to the Company’s governance structure during the year.

Please refer to the Corporate Governance section starting at page 62 of the Group’s 2020 Annual Report and Accounts for additional details on the
Group's system of governance, supplementary to that disclosed below: Investors — Lancashire Group.

(A) BOARD AND COMMITTEES

The Board of Directors is responsible for the leadership and control and the long-term success of the business. The Board has reserved a number of
matters for its decision, including responsibility for setting the Company’s values and standards, and approval of the Company’s strategic aims and
objectives. The Board is responsible for setting the Company’s risk appetites, defining its risk tolerances, and setting and monitoring the Company’s
risk management and internal control systems including compliance with risk tolerances.

The Board has delegated certain matters to Committees of the Board. There are a number of matters which the Board considers not suitable for
delegation including: approval of dividends and dividend policy; receiving reports from the CRO and legal and compliance department; approval of the
financial statements and accounts and any qualification thereon; approval of significant changes in accounting policy or practice; approval of annual
Solvency Il regulatory submissions; appointments and removal of directors and the Company Secretary; selection of the Chairman and CEO;
committee membership and chairmanship; appointment and removal of external auditors; division of responsibilities between executive and non-
executive directors; approval of committee Terms of Reference; receiving committee reports; and determining the independence of directors.

The Company’s governance structure is as follows:

LUK Board

Group

Underwriting Executive

. . Grou

Audit Remuneration P .
. . . . Investment & Underwriting Management
Committee Committee ] i .
Risk Committee

Committee?

Committee'

(1) Does not report directly to the LUK Board, but it establishes the group underwriting strategy in which LUK is an active and significant participant.
(2) Does not report directly to the LUK Board but it provides services and investment reports to the LUK Board.
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The Board carries out its duties in accordance with the Companies Act 2006, other relevant legislation, the company’s memorandum and articles of
association, resolutions of the Company and the general common law. The Board has established Audit, Executive Management and Remuneration
Committees. There is also a Group Investment Committee which provides reports to the LUK Board and a Group Underwriting and Underwriting Risk
Committee which, although does not report directly to the LUK Board, establishes the group underwriting strategy in which LUK is an active and
significant participant. Each of the Committees has written Terms of Reference, which are reviewed regularly. The Schedule of LUK Board Reserved
Matters and Terms of Reference of the LUK Board Committees can be found on the Group's website at: Lancashire Insurance Company (UK) Limited.
The Terms of Reference of the relevant Group committees are on the Group’s website at: Board Committees — Lancashire Group. The Committees are
generally scheduled to meet quarterly, although additional meetings and information updates are arranged as business requirements dictate. The
composition of the LUK Committees is detailed in Appendix 2 and the composition of the Group Committees as at 31 December 2020 can be found
from page 67 of the Group’s 2020 Annual Report and Accounts for 31 December 2020: Investors — Lancashire Group.

At the regular quarterly Board meetings, the Directors review all areas of the Company’s business and receive reports from management on
underwriting, reserving, finance, investments, capital management, internal audit, risk, legal and regulatory developments, compliance and other
matters affecting the Company. Management provides the Board with the information necessary for it to fulfil its responsibilities. In addition,
presentations are made by external advisers if required. The Board Committees are authorised to seek independent professional advice at the
Company'’s expense.

The Chairman is responsible for the leadership and management of the Board and for providing appropriate support and advice to the CEO. The CEO
is responsible for the management of the Company’s business and for the development of the Group’s strategy and commercial objectives. The CEO
is responsible, along with the executive team, for implementing the Board’s decisions.

(B) ROLES AND RESPONSIBILITIES OF KEY FUNCTIONS

The Company defines key functions as those prescribed by the relevant regulators as well as those functions which the Company considers to be
important within the system of governance. The key functions prescribed by Solvency Il are risk management, internal audit, compliance and actuarial.
The Company has also defined the following as key functions: finance and investment management, underwriting and reinsurance, claims
management and IT.

m RISK MANAGEMENT FUNCTION

The function is led by Louise Wells, CRO, who is a Fellow of the Institute of Chartered Accountants and fulfils the UK regulators' controlled function
role of Chief Risk Officer (SMF4). The CRO reports to the LUK Board and is supported by a number of additional individuals who are deemed to be
sufficiently skilled to perform risk management function duties. The risk management function therefore has the required skills, knowledge and
expertise to fulfil its duties.

Whilst risk is considered at Board level, committees of the Board have responsibility for various aspects of risk. The CRO reports directly to the Board
and facilitates and aids the identification, evaluation, quantification, mitigation and control of risks. The CRO provides regular reports to the Board
covering, amongst other things, actual risk levels against tolerances, emerging risks and any lessons learned. A supportive ERM culture, established by
the LHL Board and embedded throughout the subsidiary undertakings, is considered to be of key importance. Facilitating and embedding ERM, and
helping to improve ERM practices, is a major responsibility assigned to the CRO.

The risk management function is deemed sufficiently independent and has performed its duties in an objective and fair manner. The function has
direct access to the LUK Board to report on any matters that may impact its ability to perform its duties effectively.

({)] INTERNAL AUDIT FUNCTION

The function is led by Samantha Churchill, Group Head of Internal Audit (HIA), who is a Fellow of the Institute of Chartered Accountants and fulfils
the UK regulators’ controlled function role of Head of Internal Audit (SMF5). The HIA reports to the LUK Audit Committee and is supported by a
number of additional individuals who are deemed to be sufficiently skilled to perform internal audit function duties. The internal audit function has the
required skills, knowledge and expertise to fulfil its duties. Internal audit plays a key role in the Group’s ERM by providing an independent opinion
regarding the accuracy and completeness of risks in the risk register, in addition to verification of the effectiveness of controls and the consistency of
their operation.

The internal audit function is deemed sufficiently independent and has performed its duties in an objective and fair manner. The function has direct
access to the LUK Board to report on any matters that may impact its ability to perform its duties effectively.

The internal audit function is described more fully in Section B.5 below.

() COMPLIANCE FUNCTION

The Group maintains separate compliance functions across its operating entities to ensure it maintains its focus on the specific legal and regulatory
issues in each of the operating jurisdictions. Within the UK, the function is led by Michael Bambury, Head of Compliance who fulfils the UK regulators’
controlled function role of Compliance Oversight Officer (SMF16) and Money Laundering Reporting Officer (SMF17). The Head of Compliance reports
to the LUK CEQ. The compliance function at both the Group and subsidiary undertaking level is supported by a number of additional individuals who
are deemed to be sufficiently skilled to perform compliance function duties. The compliance function has the required skills, knowledge and expertise
to fulfil its duties. The compliance function is deemed sufficiently independent and has performed its duties in an objective and fair manner. The
function has access to the LUK Board via the LUK CEO, to report on any matters that may impact its ability to perform its duties effectively.

The Group compliance function at Lancashire oversees all the Group and subsidiary undertaking compliance matters. The function is led by John
Cadman, Group General Counsel and LUK CEO, who reports directly to the LHL Board. Its key responsibilities are to identify, assess, monitor and
report on the compliance risks which the Group faces as well as the establishment of a robust compliance framework and assessing the
appropriateness of the Group’s compliance procedures.

The compliance function is described more fully in Section B.5 below.
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B SYSTEM OF GOVERNANCE CONTINUED

(v) ACTUARIAL FUNCTION

The LUK Chief Actuary, Jamie Grant is a Fellow of the Institute and Faculty of Actuaries. Mr Grant fulfils the UK regulators' controlled function role of
Chief Actuary (SMF20). Further, as required by the Institute, he also holds a UK Practising Certificate and complies with the additional requirements
from the Institute to maintain this certificate. The Group and LUK Chief Actuaries are supported by a number of additional individuals who are
deemed to be sufficiently skilled to perform actuarial function duties. The actuarial function has the required skills, knowledge and expertise to fulfil
its duties.

The actuarial function is deemed sufficiently independent and has performed its duties in an objective and fair manner. The function has direct access
to the LUK Board to report on any matters that may impact its ability to perform its duties effectively.

(v) INTERNALLY DEFINED KEY FUNCTIONS

The following functional areas have been deemed as important within the system of governance by management. To comply with the UK regulators’
SM&CR regime each of these areas within LUK has a SMF owner. The SMF owner of these functions and each function’s key responsibilities are
disclosed below. Each of these functional areas is supported by appropriate resources, both in quantum and in terms of experience and skills, to enable
them to perform their duties with the required skill, knowledge and expertise.

FINANCE

The finance function at LUK oversees all the Company’s finance and investment management matters. The function is led by Russell
Worsley, Finance Director, who is an Executive Director of the LUK Board. Its key responsibilities are: the provision of internal and external
financial reporting that complies with the relevant IFRS and regulatory guidelines on a timely basis; capital management; business planning
and forecasting; and to ensure that the Company’s external investment portfolio is managed in accordance with the Group's investment
strategy and Company’s investment guidelines and risk parameters.

UNDERWRITING AND REINSURANCE

The underwriting and reinsurance function at LUK oversees all the Company’s underwriting and reinsurance management matters. The
function is led by James Flude, Chief Underwriting Officer, who reports to the LUK CEQ, John Cadman and is also an Executive Director of
the LUK Board. Its key responsibilities are to ensure that the Company’s inwards and outwards (re)insurance business is managed in
accordance with the Group’s strategy and risk appetite.

CLAIMS MANAGEMENT

The claims management function at LUK oversees all the Company’s claims management matters. The function is led by Steve Yeo, Group
Head of Claims, who reports directly to the LUK CEO in respect of LUK matters and is an Executive Director of the LUK Board. Its key
responsibility is to ensure that the Company pays all valid claims in a timely manner and in accordance with the relevant (re)insurance
contract of the policyholder.

T
The IT function oversees all the Company’s IT matters. The function is led by the Group Head of IT, Jed Farr who reports to the Group CFO.
Its key responsibilities are to deliver IT services and support in alignment with Lancashire’s corporate strategy.

(€ ANY MATERIAL CHANGES IN THE SYSTEM OF GOVERNANCE THAT HAVE TAKEN PLACE OVER THE REPORTING PERIOD
There have been no material changes in the system of governance during the reporting period.

(D) REMUNERATION POLICY AND PRACTICES

Detailed information concerning the Group's and subsidiary undertakings remuneration policies and practices can be found from page 84 of the
Group’s 2020 Annual Report and Accounts: Investors — Lancashire Group

m REMUNERATION POLICY PRINCIPLES

LUK’s goal continues to be to reward its employees fairly and responsibly, by providing an appropriate balance between fixed remuneration and
variable remuneration, linked to the achievement of suitably challenging Group results and individual performance measures. There is a strong link
between the remuneration policy and the business strategy. The strategy focuses on the effective operation of the business necessary to maximise
both the long-term Group RoE and the shareholder returns on a risk-adjusted basis over the course of the insurance cycle. The remuneration policy
and the way it is implemented are closely aligned to this strategy. LUK has its own Remuneration Committee and wherever possible LUK's
remuneration policy will be aligned to the Group’s policy set by the LHL Board and LHL Remuneration Committee.

The remuneration policy is geared towards providing a level of remuneration which attracts, retains and motivates Executive Directors of the highest
calibre to further the Company’s interests and to optimise long-term shareholder value creation, within appropriate risk parameters. The
remuneration policy also seeks to ensure that Management and staff are provided with appropriate incentives to drive individual performance and to
reward them fairly for their contribution to the successful performance of the Company and Group. Any of the Group’s employees may be offered
structured packages, with participation in annual bonus and long-term incentive plans, although award types (restricted cash, restricted stock or
performance shares) and size may vary between different categories of staff. For some Executive Directors, with higher remuneration levels, a higher
proportion of the compensation package is subject to performance pay, share based remuneration and deferral. This ensures that there is a strong link
between remuneration, Group performance and the interests of shareholders.

A Solvency Il remuneration policy seeks to identify key staff so as to ensure appropriate oversight of the remuneration of such individuals. During
2020 this policy was reviewed and updated where required.

The Non-Executive Directors are paid a single fee for all responsibilities, although supplemental fees may be payable where additional responsibilities
are undertaken.
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B SYSTEM OF GOVERNANCE CONTINUED
(n) PERFORMANCE CRITERIA
Bonus Plan

The annual bonus is based on financial and personal performance. The precise weightings may differ each year and also differ dependent on the
employee’s level of seniority and role and responsibilities within the organisation, with more senior employees generally having a higher weighting
to financial performance metrics. Not all roles have a financial performance element to their bonus structure.

The financial component is based on the Group’s key financial measures of performance. For any year, these may include change in FCBVS, growth
in BVS, profit, comprehensive income, combined ratio, investment return or any other financial KPI. Typically, a sliding scale of targets applies for
financial performance targets. Bonus is earned on an incremental basis once a predetermined threshold level is achieved. The degree of stretch in
targets may vary each year depending on the business aims and the broader economic or industry environment at the start of the relevant year.

The personal performance component is based upon achievement of clearly articulated objectives. A performance rating is attributed to participating
employees, which determines the pay-out for this part of the bonus. The weightings applying to the bonus measures and the degree of stretch in
objectives may vary each year depending on the business aims and the broader economic or industry environment at the start of the relevant year.

The Remuneration Committee will have the ability to override the bonus outcome by either increasing or decreasing the amount payable, subject to
the bonus cap of 200% of target bonus, to ensure a robust link between reward and performance. At least 25% of bonuses for some senior members
of management may be automatically deferred into shares as nil cost options over three years, with one third vesting each subsequent year. The
bonus for some of the members of senior management is subject to claw back if the financial statements of the Group were materially misstated or
an error occurred in assessing the performance conditions on bonuses and/or if the individual ceased to be a Director or employee due to gross
misconduct.

Long Term Incentives

RSS awards are normally made annually in the form of nil cost options. For some members of senior management, vesting is dependent on the
achievement of performance conditions over at least three financial years, commencing with the year of grant. For other members of staff, vesting is
over three financial years with no performance conditions. The three-year period is longer than the typical pattern of loss reserve development on the
Group's insurance business, which is approximately two years. The number of awards will normally be determined by reference to the share price
around the time of grant unless the Group’s Remuneration Committee at its discretion determines otherwise. The Remuneration Committee
considers carefully the quantum of awards each year to ensure that they are competitive in light of peer practice and the targets set. A dividend
equivalent provision operates enabling dividends to be accrued (in cash or shares) on RSS awards up to the point of exercise. Award levels are
determined primarily by seniority.

Performance metrics awards vest at the end of a three-year performance period based on performance measures reflecting the long-term strategy of
the business at the time of grant. These may include measures such as TSR, change in FCBVS / growth in BVS, Group profitability or any other relevant
financial measures. If more than one measure is used, the Group’s Remuneration Committee will review the weightings between the measures chosen
and the target ranges prior to each LTI grant to ensure that the overall balance and level of stretch remains appropriate. A sliding scale of targets
applies for financial metrics with no more than 25% vesting for threshold performance.

() PENSION OR EARLY RETIREMENT SCHEMES

The Company operates a defined contribution pension scheme (via outsourced pension providers) or cash-in-lieu of pension. There is a salary sacrifice
structure in the UK and the opportunity for additional voluntary contributions to be made by individuals, if elected. The pension scheme operates on
the same basis for all employees in the Company; there are no supplementary retirement schemes for executive directors or key function holders.
Non-executive directors do not receive any retirement benefits.

(E) MATERIAL TRANSACTIONS WITH SHAREHOLDERS, PERSONS WHO EXERCISE A SIGNIFICANT INFLUENCE, AND WITH
MEMBERS OF THE ADMINISTRATIVE, MANAGEMENT OR SUPERVISORY BODY “AMSB”

Transactions with Members of the AMSB
Remuneration for members of the Company’s AMSB is disclosed in note 15 “related party disclosures” to the Company’s 31 December 2020 financial
statements available on the Group’s website: Lancashire Insurance Company (UK) Limited.

B.2 FIT AND PROPER REQUIREMENTS

(A) SKILLS, KNOWLEDGE AND EXPERTISE APPLICABLE TO THE PERSONS WHO EFFECTIVELY RUN THE UNDERTAKING OR
HAVE OTHER KEY FUNCTIONS

The Group has implemented a fit and proper’ policy and process for persons who effectively run the Group and its subsidiary undertakings or hold

other key functions. The fit and proper policy explicitly covers in relation to LUK the Chairman, CEO, Chairman of the Audit Committee, Chairman of

the Remuneration Committee, CFO, CRO, Compliance Oversight Officer and the Heads of Internal Audit and Actuarial functions. The Group defines

key functions as those prescribed by the relevant regulators as well as those functions which the Group or subsidiary underta
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