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June 29, 2017
Report of Independent Auditors
To the Shareholder of XL Bermuda Ltd

We have audited the accompanying consolidated financial statements of XL BermudaLtd and its
subsidiaries, which comprise the consolidated balance sheets as of December 31, 2016 and December 31,
2015, and the related consolidated statements of income, comprehensive income, shareholder's equity and
cash flows for the years then ended.

Management's responsibility for the consolidated financial statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with accounting principles generally accepted in the United States of America;
thisincludes the design, implementation and maintenance of internal control relevant to the preparation
and fair presentation of consolidated financial statements that are free from material misstatement,
whether due to fraud or error.

Auditors' responsibility

Our responsibility isto express an opinion on the consolidated financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosuresin
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, whether due to
fraud or error. In making those risk assessments, we consider internal control relevant to the Company's
preparation and fair presentation of the consolidated financial statementsin 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 Company'sinternal control. Accordingly, we express no such opinion. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of
the consolidated financial statements. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide abasis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in al material
respects, the financial position of XL Bermuda Ltd and its subsidiaries as of December 31, 2016 and
December 31, 2015, and the results of their operations and their cash flows for the years then ended in
accordance with accounting principles generally accepted in the United States of America.

?,:cu.3,40-L10._Ceopy,

Chartered Professional Accountants

PricewaterhouseCoopers Ltd., Chartered Professional Accountants, P.O. Box HM 1171, Hamilton HM EX, Bermuda
L (a41) 2952000, F: +.1(441) 295 1242, www.pwc.comvbermuda



XL BERMUDA LTD
CONSOLIDATED BALANCE SHEETS
AS AT DECEMBER 31, 2016 AND 2015

(U.S. dollars in thousands, except share data) 2016 2015
ASSETS
Investments:
Fixed maturities, at fair value (amortized cost: 2016, $28,956,977; 2015, $31,097,730) $ 29,619,018 31,820,961
Equity securities, at fair value (cost: 2016, $995,934; 2015, $834,079) 1,036,655 878,919
Short-term investments, at fair value (amortized cost: 2016, $626,142; 2015, $539,032) 625,194 537,583
Total investments available for sale $ 31,280,867 33,237,463
Fixed maturities, at fair value (amortized cost: 2016, $1,548,178; 2015, $1,263,609) 1,617,014 1,235,699
Short-term investments, at fair value (amortized cost: 2016, $9,536; 2015, $60,176) 9,563 60,330
Total investments trading $ 1,626,577 1,296,029
Investments in affiliates 2,177,645 1,708,899
Other investments 1,164,547 1,432,173
Total investments $ 36,249,636 37,674,564
Cash and cash equivalents 3,341,679 2,874,027
Restricted Cash 153,504 154,992
Accrued investment income 281,330 310,296
Deferred acquisition costs and value of business acquired 946,721 890,568
Ceded unearned premiums 1,687,864 1,821,793
Premiums receivable 5,522,976 4,712,493
Reinsurance balances receivable 577,479 418,666
Unpaid losses and loss expenses recoverable 5,491,297 5,262,706
Receivable from investments sold 128,411 231,158
Amount due from Parent and affiliates 82,958 38,389
Goodwill and other intangible assets 2,067,341 2,073,954
Deferred tax asset 310,542 282,312
Other assets 692,835 822,058
Total assets $ 57,534,573 57,567,976
LIABILITIES AND SHAREHOLDER'S EQUITY
Liabilities:
Unpaid losses and loss expenses $ 25,939,571 25,439,744
Deposit liabilities 1,116,233 1,168,376
Future policy benefit reserves 3,506,047 4,163,500
Funds withheld on GreyCastle life retrocession arrangements (net of future policy benefit reserves recoverable:
2016, $3,072,615; 2015, $3,719,131) 998,968 914,629
Unearned premiums 7,293,028 7,043,358
Reinsurance balances payable 2,451,717 2,117,727
Payable for investments purchased 226,009 130,060
Deferred tax liability 77,271 120,649
Amount due to Parents and affiliates 47,710 61,040
Other liabilities 1,158,877 1,263,869
Total liabilities $ 42,815,431 42,422,952
Shareholder's Equity:
Ordinary shares, 15,000,000 authorized, par value $0.10; issued and outstanding (2016: 12,500,000 ; 2015:
10,000,000) 1,250 1,000
Additional paid in capital 12,579,844 13,488,503
Accumulated other comprehensive income 541,900 500,795
Retained earnings 918,483 521,843
Shareholder's equity attributable to XL Group Ltd $ 14,041,477 14,512,141
Non-controlling interest in equity of consolidated subsidiaries 677,665 632,883
Total shareholder's equity $ 14,719,142 15,145,024
Total liabilities and shareholder's equity $ 57,534,573 57,567,976

See accompanying Notes to Consolidated Financial Statements



XL BERMUDA LTD
CONSOLIDATED STATEMENTS OF INCOME

FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015

(U.S. dollars in thousands)
Revenues:
Net premiums earned
Net investment income:
Net investment income - excluding Life Funds Withheld Assets
Net investment income - Life Funds Withheld Assets
Total net investment income
Realized investment gains (losses):
Net realized gains (losses) on investments sold - excluding Life Funds Withheld Assets
Other-than-temporary impairments ("OTTI") on investments - excluding Life Funds Withheld Assets

OTTI on investments transferred to (from) other comprehensive income - excluding Life Funds
Withheld Assets

Net realized gains (losses) on investments sold - Life Funds Withheld Assets
OTTI on investments - Life Funds Withheld Assets

Net unrealized gains (losses) on investments, trading securities ("Trading") - Life Funds Withheld
Assets

Total net realized gains (losses) on investments, and net unrealized gains (losses) on investments, Trading
Net realized and unrealized gains (losses) on derivative instruments

Net realized and unrealized gains (losses) on life retrocession embedded derivative and derivative
instruments - Life Funds Withheld Assets

Income (loss) from investment fund affiliates
Fee income and other
Total revenues
Expenses:
Net losses and loss expenses incurred
Claims and policy benefits
Acquisition costs
Operating expenses
Foreign exchange (gains) losses
(Gain) Loss on sale of subsidiary
Extinguishment of debt
Interest expense
Total expenses
Income (loss) before income tax and income (loss) from operating affiliates
Income (loss) from operating affiliates
Gain on sale of operating affiliate
Provision (benefit) for income tax
Net income (loss)
Non-controlling interests

Net income (loss) attributable to XL Bermuda Ltd

See accompanying Notes to Consolidated Financial Statements

2016 2015
$ 9,777,934 $ 8,226,425
656,179 667,353
154,751 187,489
810,930 854,842
193,773 91,363
(78,997) (81,922)
439 (964)
152,589 223272
(2,598) (13,357)
109,458 (27,734)
$ 374,664 $ 190,658
2,521 40,761
(540,090) (151,691)
70,758 73,320
35,692 33,201
$ 10,532,409 $ 9,267,516
$ 6,072,835 $ 4,766,200
28,244 115,997
1,620,671 1,317,448
1,961,366 1,905,691
(8,146) 22,832
(7,088) —
— 5,592
69,121 61,874
$ 9,737,003 $ 8,195,634
795,406 1,071,882
44,397 44,740
— 340,407
42,380 (19,811)
$ 797,423 $ 1,476,840
(50,783) (29,216)
$ 746,640 $ 1,447,624




XL BERMUDA LTD

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015

(U.S. dollars in thousands)

Net income (loss) attributable to ordinary shareholder $
Change in net unrealized gains (losses) on investments - excluding Life Funds Withheld Assets, net of tax
Change in adjustments related to future policy benefit reserves, net of tax
Change in net unrealized gains (losses) on investments - Life Funds Withheld Assets, net of tax
Change in net unrealized gains (losses) on affiliate and other investments, net of tax
Change in OTTI losses recognized in other comprehensive income, net of tax
Change in underfunded pension liability, net of tax

Foreign currency translation adjustments, net of tax

Comprehensive income (loss) $

2016 2015
746,640 1,447,624
(58,217) (504,747)

62,294 170,688
(4,502) (421,604)
(57,854) (5,514)
3,670 8,536
(246) (3,852)
95,960 (23,692)
787,745 667,439

See accompanying Notes to Consolidated Financial Statements



XL BERMUDA LTD
CONSOLIDATED STATEMENTS OF SHAREHOLDER'S EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015

(U.S. dollars in thousands) 2016 2015
Ordinary Shares:
Balance — beginning of year $ 1,000 § 1,000
Issuance of ordinary shares 250
Balance — end of year $ 1,250 $ 1,000
Additional Paid in Capital:
Balance — beginning of year $ 13,488,503 $ 9,344,083
Increase in equity of subsidiary 1,341 5,239
Receipt of Capital — 4,139,181
Return of Capital (910,000)
Balance — end of year $ 12,579,844 $ 13,488,503
Accumulated Other Comprehensive Income (Loss):
Balance — beginning of year $ 500,795 $ 1,280,980
Change in net unrealized gains (losses) on investments - excluding Life Funds Withheld Assets, net of tax (58,217) (504,747)
Change in adjustments related to future policy benefit reserves 62,294 170,688
Change in net unrealized gains (losses) on investments - Life Funds Withheld Assets, net of tax (4,502) (421,604)
Change in net unrealized gains (losses) on affiliate and other investments, net of tax (57,854) (5,514)
Change in OTTI losses recognized in other comprehensive income, net of tax 3,670 8,536
Change in underfunded pension liability, net of tax (246) (3,852)
Foreign currency translation adjustments, net of tax 95,960 (23,692)
Balance — end of year $ 541,900 $ 500,795
Retained Earnings (Deficit):
Balance — beginning of year $ 521,843 $ 1,191,219
Net income (loss) attributable to ordinary shareholders 746,640 1,447,624
Dividends on ordinary shares (350,000) (2,117,000)
Balance — end of year $ 918,483 $ 521,843
Non-controlling Interest in Equity of Consolidated Subsidiaries:
Balance — beginning of year $ 632,883 $ 57,516
Non-controlling interests — contributions 47,524 23,610
Non-controlling interests — distributions (9,028) (19,001)
Non-controlling interests — acquired — 562,285
Non-controlling interests 7,308 7,464
Non-controlling interest share in change in accumulated other comprehensive income (loss) (1,022) 1,009
Balance — end of year $ 677,665 $ 632,883
Total Shareholder's Equity $ 14,719,142  $ 15,145,024

See accompanying Notes to Consolidated Financial Statements



XL BERMUDA LTD
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015

(U.S. dollars in thousands) 2016 2015

Cash flows provided by (used in) operating activities:
Net income (loss) $ 797,423 $ 1,476,840

Adjustments to reconcile net income (loss) to net cash provided by (used in) operating activities:
Total net realized (gains) losses on investments and net unrealized (gains) losses on investments, Trading (378,540) (190,658)
Net realized and unrealized (gains) losses on derivative instruments (2,521) (40,761)
Net realized and unrealized (gains) losses on life retrocession embedded derivative and derivative instruments -
Life Funds Withheld Assets 540,090 151,691
Amortization of premiums (discounts) on fixed maturities 193,482 194,824
(Income) loss from investment fund and operating affiliates (67,802) (46,072)
Loss (gain) on sale of subsidiaries (7,088) —
Gain on sale of operating affiliate — (340,407)
Depreciation and amortization 114,020 86,969
Accretion of deposit liabilities 43,984 43,633

Changes in:
Unpaid losses and loss expenses 1,073,313 (211,831)
Future policy benefit reserves (162,096) (278,818)
Funds withheld on GreyCastle life retrocession arrangements, net (223,516) (210,943)
Unearned premiums 436,106 (528,214)
Premiums receivable (1,084,432) 156,168
Unpaid losses and loss expenses recoverable (360,223) (439,548)
Amounts due from parent and affiliates (57,899) (36,752)
Ceded unearned premiums 70,529 237,017
Reinsurance balances receivable (174,126) 2,319
Deferred acquisition costs and value of business acquired (62,926) 126,455
Reinsurance balances payable 398,738 229,205
Deferred tax asset — net (41,641) (47,924)
Derivatives 119,038 185,300
Other assets (17,549) 15,345
Other liabilities (78,896) 173,604
Other (72,498) 18,815

Total adjustments $ 197,547 $ (750,583)

Net cash provided by (used in) operating activities $ 994,970 $ 726,257

Cash flows provided by (used in) investing activities:
Proceeds from sale of fixed maturities and short-term investments $ 12,443,102 $ 15,062,113
Proceeds from redemption of fixed maturities and short-term investments 3,750,469 3,562,543
Proceeds from sale of equity securities 848,779 664,735
Purchases of fixed maturities and short-term investments (14,923,187) (18,202,687)
Purchases of equity securities (1,103,447) (567,334)
Proceeds from sale of affiliates 397,091 188,023
Purchases of affiliates (681,385) (280,856)
Purchase of subsidiaries, net of acquired cash (92,893) —
Proceeds from sale of subsidiaries, net of cash sold 22,998 —
Proceeds from sale of ARX Holding Corp. — 560,552
Change in restricted cash 1,488 (154,992)
Other, net 201,219 (169,593)

Net cash provided by (used in) investing activities $ 864,234 $ 662,504

See accompanying Notes to Consolidated Financial Statements



XL BERMUDA LTD
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015

(U.S. dollars in thousands) 2016 2015
Cash flows provided by (used in) financing activities:
Dividends paid on ordinary shares (350,000) (1,974,178)
Distributions to non-controlling interests (51,852) (40,508)
Contributions from non-controlling interests 47,524 23,610
(Distribution)/Contribution to/from Parent Company (910,000) 1,267,565
Repayment of debt — (87,447)
Deposit liabilities (69,482) (84,758)
Net cash provided by (used in) financing activities $ (1,333,810) $ (895,716)
Effects of exchange rate changes on foreign currency cash (57,742) (64,377)
Increase (decrease) in cash and cash equivalents $ 467,652 $ 428,668
Cash and cash equivalents — beginning of period 2,874,027 2,445,359
Cash and cash equivalents — end of period $ 3,341,679 $ 2,874,027
Net taxes paid $ 81,315  $ 95,521

See accompanying Notes to Consolidated Financial Statements



XL BERMUDA LTD
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015

1. General

XL Bermuda Ltd (the “Company” or “XLB”) was formed June 2016 under the laws of Bermuda as the result of the
amalgamation of two Bermuda operating entities, XL Insurance (Bermuda) Ltd and XL Re Ltd and is registered as a Class 4
insurer. The Company’s ultimate parent is XL Group Ltd ("XLG"), a Bermuda exempted company.

The Company and its operating subsidiaries are a leading provider of insurance and reinsurance coverages to
industrial, commercial and professional firms, insurance companies and other enterprises on a worldwide basis. The Company
and its various subsidiaries operate globally in 29 countries, through the Company's two business operations: Insurance and
Reinsurance.

Insurance Operations

On July 25, 2016, XL Group plc, an Irish public limited company ("XL-Ireland"), and XLG completed a scheme of
arrangement under Irish law (the "Scheme of Arrangement") that effected a transaction (the "Redomestication") that resulted in
the shareholders of XL-Ireland becoming shareholders of XLG and XL-Ireland becoming a subsidiary of XLG.

In connection with the Redomestication, on August 3, 2016, XL-Ireland distributed the ordinary shares of XLIT Ltd.
(formerly XL Capital Ltd.), a Cayman Islands exempted company ("XL-Cayman"), to XLG (the “Distribution’), which was
recorded on the share register of XL-Cayman on August 4, 2016. As a result of the Distribution, XL-Cayman is now a direct,
wholly-owned subsidiary of XLG. It is anticipated that XL-Ireland will be liquidated (via a solvent members voluntary
liquidation which was initiated on August 2, 2016) in 2017.

The Company's insurance operations are organized as a matrix which includes four business groups: Global Casualty,
Global Energy, Property, & Construction, Global Professional and Global Specialty, as well as four regions: Americas; Europe,
Middle East & Africa ("EMEA"); U.K. & Ireland; and Asia Pacific.

Global Casualty provides primary and excess casualty, environmental liability, excess and surplus lines, surety U.S. program/
facilities and North American construction business.

Global Energy, Property & Construction Teams includes all aspects of the energy cycle, from exploration and production
phases to midstream and downstream phases. Appetite ranges from single location risks to multinational companies with global
risks - and cover is available as primary, excess or full value. Products and services include: control of well; drilling
contractors; energy casualty; offshore construction projects; and offshore and onshore energy property/business interruption.

Property includes commercial combined packages, general property, business interruption and boiler and machinery.
Through its Property Risk Engineering/Global Asset Protection Services ("GAPS") unit, the property team offers risk
assessment and consultancy services to help build a holistic risk management strategy for the Company's clients.

Global Professional includes directors’ and officers’ liability, errors and omissions liability, employment practices liability,
crime, fiduciary and technology and cyber liability coverages.

Specialty includes the following lines of business: aviation & satellite, marine (including North America inland marine),
fine art & specie, equine, livestock & aquaculture, crisis management (product recall, political violence, kidnap & ransom,
contingency, sport & leisure, title), political risk, trade credit and life, accident & health.

Reinsurance Operations

The Company’s Reinsurance operations are structured into five geographical regions: Bermuda; North America; London;
EMEA; and Latin America, Asia Pacific & Credit ("LAC").

The Reinsurance operations provide casualty, property risk, property catastrophe, specialty, and other reinsurance lines on
a global basis with business being written on both a proportional and non-proportional treaty basis, and also on a facultative
basis.

Run-Off Life Operations

The Company ceased writing new life reinsurance contracts in 2009 and since that time have been managing the run-off of
the life reinsurance operations ("Run-Off Life Operations"). On May 1, 2014, XLB completed a transaction with GreyCastle
Holdings Ltd ("GreyCastle") that resulted in sale of the Company's wholly-owned subsidiary, XL Life Reinsurance (SAC) Ltd
("XLLR"), to GreyCastle (subsequent to the transaction, XLLR changed its name to GreyCastle Life Reinsurance (SAC) Ltd
("GCLR")). As aresult of the transaction, the Company has ceded the majority of the life reinsurance business to GCLR via
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XL BERMUDA LTD
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015

100% quota share reinsurance (the "GreyCastle Life Retro Arrangements"). This transaction covers a substantial portion of
XLB's life reinsurance reserves. During 2015, the Company entered into another reinsurance agreement (the "U.S. Term Life
Retro Arrangements") ceding the majority of the remaining life reinsurance business.

2. Significant Accounting Policies

(a) Basis of Preparation and Consolidation

These consolidated financial statements include the accounts of the Company and all of its subsidiaries. These
consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the United
States of America ("GAAP"). To facilitate period-to-period comparisons, certain reclassifications have been made to prior year
consolidated financial statement amounts to conform to the current year presentation. There was no effect on net income from
this change in presentation.

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amount of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses during the reporting period. The Company’s
most significant areas of estimation include:

= unpaid losses and loss expenses and unpaid losses and loss expenses recoverable;
= future policy benefit reserves;

= valuation and other-than-temporary impairments of investments;

*  income taxes;

= reinsurance premium estimates; and

= carrying value of goodwill and intangible assets.

While management believes that the amounts included in the consolidated financial statements reflect the Company’s best
estimates and assumptions, actual results could differ from these estimates.

(b) Fair Value Measurements

Financial Instruments Subject to Fair Value Measurements

Accounting guidance over fair value measurements requires that a fair value measurement reflect the assumptions market
participants would use in pricing an asset or liability based on the best information available. Assumptions include the risks
inherent in a particular valuation technique (such as a pricing model) and/or the risks inherent in the inputs to the model. The
fair value of a financial instrument is the amount that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date (the "exit price"). Instruments that the Company owns
("long positions") are marked to bid prices and instruments that the Company has sold but not yet purchased ("short positions")
are marked to offer prices. Fair value measurements are not adjusted for transaction costs.

Basis of Fair Value Measurement

Fair value measurements accounting guidance also establishes a fair value hierarchy that prioritizes the inputs to the
respective valuation techniques used to measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices
in active markets for identical assets or liabilities (Level 1 measurements) and the lowest priority to unobservable inputs (Level
3 measurements). An asset or liability’s classification within the fair value hierarchy is based on the lowest level of significant
input to its valuation. The three levels of the fair value hierarchy are described further below:

= Level 1 - Quoted prices in active markets for identical assets or liabilities (unadjusted); no blockage factors.

= Level 2 - Other observable inputs (quoted prices in markets that are not active or inputs that are observable either
directly or indirectly)-include quoted prices for similar assets/liabilities (adjusted) other than quoted prices in Level 1;
quoted prices in markets that are not active; or other inputs that are observable or can be derived principally from or
corroborated by observable market data for substantially the full term of the assets or liabilities.

= Level 3 - Unobservable inputs that are supported by little or no market activity and are significant to the fair value of
the assets or liabilities. Unobservable inputs reflect the reporting entity’s own assumptions about the assumptions that

10



XL BERMUDA LTD
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015

market participants would use in pricing the asset or liability. Level 3 assets and liabilities include financial
instruments whose values are determined using pricing models, discounted cash flow methodologies, or similar
techniques, as well as instruments for which the determination of fair value requires significant management judgment
or estimation.

Details on assets and liabilities that have been included under the requirements of authoritative guidance on fair value
measurements to illustrate the bases for determining the fair values of these items held by the Company are included in each
respective section of this note.

Fair values of investments and derivatives are based on published market values if available, estimates of fair values of
similar issues, or estimates of fair values provided by independent pricing services and brokers. Fair values of financial
instruments for which quoted market prices are not available or for which the Company believes current trading conditions
represent distressed markets are based on estimates using present value or other valuation techniques. The fair values estimated
using such techniques are significantly affected by the assumptions used, including the discount rates and the estimated
amounts and timing of future cash flows. In such instances, the derived fair value estimates cannot be substantiated by
comparison to independent markets and are not necessarily indicative of the amounts that would be realized in a current market
exchange.

(c) Investments

Investments - Available For Sale

Investments that are considered available for sale (comprised of fixed maturities, equity securities and short-term
investments) are carried at fair value. The fair values for available for sale investments are generally sourced from third parties.
The fair values of fixed income securities are based upon quoted market values where available, "evaluated bid" prices
provided by third party pricing services ("pricing services") where quoted market values are not available, or by reference to
broker or underwriter bid indications where pricing services do not provide coverage for a particular security. To the extent the
Company believes current trading conditions represent distressed transactions, the Company may elect to utilize internally
generated models.

It is common industry practice to utilize pricing services as a source for determining the fair values of investments where
the pricing services are able to obtain sufficient market corroborating information to allow them to produce a valuation at a
reporting date. In addition, in the majority of cases, although a value may be obtained from a particular pricing service for a
security or class of similar securities, these values are corroborated against values provided by other pricing services. The
pricing services use market approaches to valuations using primarily Level 2 inputs in the vast majority of valuations, or some
form of discounted cash flow analysis, to obtain investment values for a small percentage of fixed income securities for which
they provide a price. Standard inputs to the valuations provided by the pricing services listed in approximate order of priority
for use when available include: reported trades, benchmark yields, broker/dealer quotes, issuer spreads, two-sided markets,
benchmark securities, bids, offers, and reference data. The pricing services may prioritize inputs differently on any given day
for any security, and not all inputs listed are available for use in the evaluation process on any given day for each security
evaluation; however, the pricing services also monitor market indicators, customer feedback through a price challenge process
and industry and economic events. Information of this nature is a trigger to acquire further corroborating market data. When
these inputs are not available, they identify "buckets" of similar securities (allocated by asset class types, sectors, sub-sectors,
contractual cash flows/structure, and credit rating characteristics) and apply some form of matrix or other modeled pricing to
determine an appropriate security value which represents their best estimate as to what a buyer in the marketplace would pay
for a security in a current sale. Prices provided by independent pricing services and independent broker quotes can vary widely
even for the same security. The use of different methodologies and assumptions may have a material effect on the estimated fair
value amounts. While the Company receives values for the majority of the investment securities it holds from pricing services,
it is ultimately management’s responsibility to determine whether the values received and recorded in the financial statements
are representative of appropriate fair value measurements.

Broker/dealer quotations are used to value fixed maturities where prices are unavailable from pricing services due to
factors specific to the security such as limited liquidity, lack of current transactions, or trades only taking place in privately
negotiated transactions. These are considered Level 3 valuations, as significant inputs utilized by brokers may be difficult to
corroborate with observable market data, or sufficient information regarding the specific inputs utilized by the broker was not
available to support a Level 2 classification.

Equity securities include investments in open end mutual funds and shares of publicly traded hedge funds. The fair value
of equity securities is based upon quoted market values (Level 1), or monthly net asset value statements provided by the
investment managers upon which subscriptions and redemptions can be executed (Level 2).

11



XL BERMUDA LTD
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015

Short-term investments include investments due to mature within one year from the date of purchase and are valued using
the same external factors and in the same manner as fixed income securities.

Changes in the value of investments available for sale are reflected as unrealized gains or losses on investments, and are
included in "accumulated other comprehensive income (loss)", on a net of tax basis.

All investment transactions are recorded on a trade date basis. Realized gains and losses on sales of equities and fixed
income investments are determined on a first-in, first-out basis.

Investment income is recognized when earned and includes interest and dividend income together with the amortization of
premium and discount on fixed maturities and short-term investments, and is recorded net of related investment expenses.
Amortization of discounts on fixed maturities includes amortization to expected recovery values for investments that have
previously been recorded as other than temporarily impaired. For mortgage-backed securities, and any other holdings for which
there is a prepayment risk, prepayment assumptions are evaluated and revised as necessary. Prepayment fees or call premiums
that are only payable to the Company when a security is called prior to its maturity are earned when received and reflected in
net investment income.

Investments -Trading

Investments for which the Company has elected the fair value option are classified as "trading." Trading securities are
carried at fair value. All trading securities are held in support of the GreyCastle Life Retro Arrangements, which relates to the
2014 sale of the Life Reinsurance subsidiary (XL Life Reinsurance (SAC)). Thus, changes in the fair value of trading securities
are included in "Net unrealized gains (losses) on investments, trading securities - Life Funds Withheld Assets," and interest and
dividend income from trading securities are included as a component of "Net investment income - Life Funds Withheld Assets".

Investments Related to Life Retrocession Arrangements written on a Funds Withheld Basis

Designated investments that support the GreyCastle Life Retro Arrangements, which were written on a funds withheld
basis ("Life Funds Withheld Assets") and entered into in connection with the sale of XLB's life reinsurance subsidiary are
classified as either available for sale or trading. Investment results for these assets - including interest income, unrealized gains
and losses, and gains and losses from sales - are passed directly to the reinsurer pursuant to a contractual arrangement that is
accounted for as a derivative.

Changes in the fair value of the embedded derivative associated with the GreyCastle Life Retro Arrangements are recorded
in "Net realized and unrealized gains (losses) on life retrocession embedded derivative and derivative instruments - Life Funds
Withheld Assets" on the consolidated statements of income. The fair value of the embedded derivative is included within
"Funds withheld on life retrocession arrangements, net of future policy benefit reserves recoverable" on the consolidated
balance sheets.

Investments In Affiliates

Investments in which the Company has significant influence over the operating and financial policies of the investee are
classified as investments in affiliates on the Company’s balance sheets and are accounted for under the equity method of
accounting. Under this method, the Company records its proportionate share of income or loss from such investments in its
results for the period as well as its portion of movements in certain of the investee shareholders' equity balances. When
financial statements of the affiliate are not available on a timely basis to record the Company’s share of income or loss for the
same reporting periods as the Company, the most recently available financial statements are used. This lag in reporting is
applied consistently. Distributions received from affiliates representing returns on invested capital are recorded as operating
cash flows, while distributions representing returns of invested capital or proceeds upon sale of all or a portion of an affiliate are
recorded as investing cash flows.

The Company generally records its hedge fund and private investment fund affiliates on a one-month and three-month lag,
respectively, and its operating affiliates on a three-month lag. Significant influence is considered on a case-by-case basis.
Investments in affiliates are not subject to fair value measurement guidance as they are not considered to be fair value measured
investments under GAAP. However, impairments associated with investments in affiliates that are deemed to be other-than-
temporary are calculated in accordance with fair value measurement guidance and appropriate disclosures included within the
financial statements during the period the losses are recorded.
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Other Investments

Contained within this asset class are equity interests in investment funds, limited partnerships and unrated tranches of
collateralized debt obligations for which the Company does not have sufficient rights or ownership interests to follow the equity
method of accounting. Also included within other investments are structured transactions, which are carried at amortized cost.

Fair values for other investments, principally other direct equity investments, investment funds and limited partnerships,
are primarily based on the net asset value provided by the investment manager, the general partner or the respective entity,
recent financial information, available market data and, in certain cases, management judgment, if required. These entities
generally carry their trading positions and investments, the majority of which have underlying securities valued using Level 1
or Level 2 inputs, at fair value as determined by their respective investment managers; accordingly, these investments are
generally classified as Level 2. Investments for which fair value is estimated using net asset value per share as a practical
expedient are excluded from the fair value hierarchy. Private equity investments are classified as Level 3. The net unrealized
gain or loss on investments, net of tax, is included in "Accumulated other comprehensive income (loss)". Any unrealized loss in
value considered by management to be other-than-temporary is charged to income in the period in which it is determined.

Overseas deposits include investments in private funds related to Lloyd’s syndicates in which the underlying instruments
are primarily fixed maturities. The funds themselves do not trade on an exchange and therefore are not included within
available for sale securities. Also included in overseas deposits are restricted balances held by Lloyd’s syndicates for solvency
purposes which are primarily invested in cash and cash equivalents. Given the restricted nature of these balances, they are
included in other investments on the balance sheets. Each of these investment types is considered a Level 2 valuation.

The Company has historically participated in structured transactions. These have included providing cash loans supporting
project finance transactions and providing liquidity facility financing to structured project deals. The Company also invested in
a payment obligation with an insurance company. The Company's policy is to value such transactions at amortized cost. For
further details see Note 8, "Fair Value Measurements," and Note 6, "Other Investments."

(d) Premiums and Acquisition Costs

Insurance premiums written are recorded in accordance with the terms of the underlying policies. Reinsurance premiums
written are recorded at the inception of the policy and are estimated based upon information received from ceding companies
and any subsequent differences arising on such estimates are recorded in the period they are determined. For multi-year
reinsurance treaties which are payable in annual installments, generally, only the initial annual installment is included as
premiums written at policy inception due to the ability of the reinsured to commute or cancel coverage during the term of the
policy. The remaining annual installments are included as premiums written at each successive anniversary date within the
multi-year term.

Premiums are earned on a pro-rata basis over the period the coverage is provided. Unearned premiums represent the
portion of premiums written applicable to the unexpired terms of policies in force. Net premiums earned are presented after
deductions for reinsurance ceded, as applicable.

Mandatory reinstatement premiums are recognized and earned at the time a loss event occurs.

Life and annuity premiums from long duration contracts that transfer significant mortality or morbidity risks are
recognized as revenue and earned when due from policyholders. Life and annuity premiums from long duration contracts that
do not subject the Company to risks arising from policyholder mortality or morbidity are accounted for as investment contracts
and presented within deposit liabilities.

The Company has periodically written retroactive loss portfolio transfer contracts. These contracts are evaluated to
determine whether they meet the established criteria for reinsurance accounting, and, if so, at inception, written premiums are
fully earned and corresponding losses and loss expense recognized. The contracts can cause significant variances in gross
premiums written, net premiums written, net premiums earned, and net incurred losses in the years in which they are written.
Reinsurance contracts sold not meeting the established criteria for reinsurance accounting are recorded using the deposit
method.

Acquisition costs, which vary with and are directly related to the acquisition of policies, consist primarily of commissions
paid to brokers and cedants, and are deferred and amortized over the period during which the premiums are earned. Acquisition
costs are shown net of contractual commissions earned on reinsurance ceded. Future earned premiums, the anticipated losses
and other costs (and in the case of a premium deficiency, investment income) related to those premiums, are also considered in
determining the level of acquisition costs to be deferred.
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(e) Reinsurance

In the normal course of business, the Company seeks to reduce the potential amount of loss arising from claims events by
reinsuring certain levels of risk assumed in various areas of exposure with other insurers or reinsurers. Reinsurance premiums
ceded are expensed (and any commissions recorded thereon are earned) on a monthly pro-rata basis over the period the
reinsurance coverage is provided. Ceded unearned reinsurance premiums represent the portion of premiums ceded applicable to
the unexpired term of policies in force. Mandatory reinstatement premiums ceded are recorded at the time a loss event occurs.
Amounts recoverable from reinsurers are estimated in a manner consistent with the claim liability associated with the reinsured
policy. Provisions are made for estimated unrecoverable reinsurance.

The Company enters into ceded reinsurance agreements with other companies in the normal course of business. All
premium and loss-related balances related to reinsurance agreements are reported on a gross basis within XLB's consolidated
balance sheets, with the exception of the GreyCastle Life Retro Arrangements, which were written on a funds withheld basis.
The future policy benefit reserves recoverable related to these retrocession arrangements are netted against the funds withheld
liability owing to the counterparty on the consolidated balance sheets due to the contractual right of offset.

(f) Fee Income and Other

Fee income and other includes fees received for insurance and product structuring services provided and is earned over the
service period of the contract. Any adjustments to fees earned or the service period are reflected in income in the period when
determined.

(g) Other-Than-Temporary Impairments ("OTTI") of Available for Sale Securities

The Company’s process for identifying declines in the fair value of investments that are other-than-temporary involves
consideration of several factors. The primary factors include (i) an analysis of the liquidity, business prospects and financial
condition of the issuer including consideration of credit ratings, (ii) the significance of the decline, (iii) an analysis of the
collateral structure and other credit support, as applicable, of the securities in question, and (iv) for debt securities, whether the
Company intends to sell such securities. In addition, the authoritative guidance requires that OTTI for certain asset-backed and
mortgage-backed securities be recognized if the fair value of the security is less than its discounted cash flow value and there
has been a decrease in the present value of the expected cash flows since the last reporting period. Where the Company’s
analysis of the above factors results in the Company’s conclusion that declines in fair values are other-than-temporary, the cost
of the security is written down to discounted cash flow and a portion of the previously unrealized loss is therefore realized in
the period such determination is made.

With respect to equity securities and other investments carried at fair value, we generally impair a security if its fair value
is 50% or lower than its amortized cost or if the security is in a loss position for 11 or more consecutive months.

If the Company intends to sell an impaired security, or it is more likely than not that it will be required to sell the security
before recovery of its amortized cost basis, the impairment is other-than-temporary and is recognized currently in earnings in an
amount equal to the entire difference between fair value and amortized cost.

In instances in which the Company determines that a credit loss exists but the Company does not intend to sell the security,
and it is not more likely than not that the Company will be required to sell the security before the anticipated recovery of its
remaining amortized cost basis, the OTTI is separated into (1) the amount of the total impairment related to the credit loss and
(2) the amount of the total impairment related to all other factors (i.e. the noncredit portion). The amount of the total OTTI
related to the credit loss is recognized in earnings and the amount of the total OTTI related to all other factors is recognized in
accumulated other comprehensive loss. The total OTTI is presented in the income statement with an offset for the amount of the
total OTTI that is recognized in accumulated other comprehensive income (loss). Absent the intent or requirement to sell a
security, if a credit loss does not exist, any impairment is considered to be temporary.

The noncredit portion of any OTTI losses on securities classified as available for sale is recorded as a component of other
comprehensive income(loss) with an offsetting adjustment to the carrying value of the security. The fair value adjustment could
increase or decrease the carrying value of the security.

In periods subsequent to the recognition of an OTTI loss, the other-than-temporarily impaired debt security is accounted
for as if it had been purchased on the measurement date of the OTTI at an amount equal to the previous amortized cost basis
less the credit-related OTTI recognized in earnings. For debt securities for which credit-related OTTI is recognized in earnings,
the difference between the new cost basis and the cash flows expected to be collected is accreted into interest income over the
remaining life of the security in a prospective manner based on the estimated amount and timing of future estimated cash flows.
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With respect to securities where the decline in value is determined to be temporary and the security’s amortized cost is not
written down, a subsequent decision may be made to sell that security and realize a loss. Subsequent decisions on security sales
are made within the context of overall risk monitoring, changing information, market conditions generally and assessing value
relative to other comparable securities. We have outsourced a significant portion of the day-to-day management of the
Company’s investment portfolio to third party investment manager service providers. While these investment manager service
providers may, at a given point in time, believe that the preferred course of action is to hold securities with unrealized losses
that are considered temporary until such losses are recovered, the dynamic nature of the portfolio management may result in a
subsequent decision to sell the security and realize the loss, based upon a change in market and other factors described above.
The Company believes that subsequent decisions to sell such securities are consistent with the classification of the Company’s
portfolio as available for sale.

There are risks and uncertainties associated with determining whether declines in the fair value of investments are other-
than-temporary. These include subsequent significant changes in general economic conditions as well as specific business
conditions affecting particular issuers, subjective assessment of issue-specific factors (seniority of claims, collateral value, etc.),
future financial market effects, stability of foreign governments and economies, future rating agency actions and significant
disclosure of accounting, fraud or corporate governance issues that may adversely affect certain investments. In addition,
significant assumptions and management judgment are involved in determining if the decline is other-than-temporary. If
management determines that a decline in fair value is temporary, then a security’s value is not written down at that time.
However, there are potential effects upon the Company’s future earnings and financial position should management later
conclude that some of the current declines in the fair value of the investments are other-than-temporary declines.

(h) Derivative Instruments

The Company recognizes all derivatives as either assets or liabilities on the balance sheets and measures those instruments
at fair value. Except for the embedded derivative associated with the GreyCastle Life Retro Arrangements discussed above
within (c) "Investments Related to Life Retrocession Arrangements written on a Funds Withheld Basis," the changes in fair
value of derivatives are shown in the consolidated statements of income as "net realized and unrealized gains and losses on
derivative instruments," unless the derivatives are designated as hedging instruments. The accounting for derivatives that are
designated as hedging instruments is discussed below. Changes in the fair value of derivatives may create volatility in the
Company’s results of operations from period to period. Amounts recognized for the right to reclaim cash collateral (a
receivable) or the obligation to return cash collateral (a payable) are offset against net fair value amounts recognized in the
consolidated balance sheets for derivative instruments executed with the same counterparty under the same netting arrangement
to the extent that the Company intends to settle the amounts on a net basis.

Derivative contracts can be exchange-traded or over-the-counter ("OTC"). Exchange-traded derivatives (futures and
options) typically fall within Level 1 of the fair value hierarchy depending on whether they are deemed to be actively traded or
not. OTC derivatives are valued using market transactions and other market evidence whenever possible, including market-
based inputs to models, model calibration to market clearing transactions, broker or dealer quotations or alternative pricing
sources where an understanding of the inputs utilized in arriving at the valuations is obtained. Where models are used, the
selection of a particular model to value an OTC derivative depends upon the contractual terms and specific risks inherent in the
instrument as well as the availability of pricing information in the market. The Company generally uses similar models to value
similar instruments. Valuation models require a variety of inputs, including contractual terms, market prices, yield curves, credit
curves, measures of volatility, prepayment rates and correlations of such inputs. For OTC derivatives that trade in liquid
markets, such as generic forwards, interest rate swaps and options, model inputs can generally be verified and model selection
does not involve significant management judgment. Such instruments comprise the majority of derivatives held by the
Company and are typically classified within Level 2 of the fair value hierarchy.

Certain OTC derivatives trade in less liquid markets with limited pricing information, or required model inputs that are not
directly market corroborated, which causes the determination of fair value for these derivatives to be inherently more
subjective. Accordingly, such derivatives are classified within Level 3 of the fair value hierarchy. The valuations of less
standard or less liquid OTC derivatives are typically based on Level 1 and/or Level 2 inputs that can be observed in the market,
as well as unobservable Level 3 inputs. Level 1 and Level 2 inputs are regularly updated to reflect observable market changes.
Level 3 inputs are only changed when corroborated by evidence such as similar market transactions, pricing services and/or
broker or dealer quotations. The Company conducts its non-hedging derivatives activities in three main areas: investment
related derivatives, credit derivatives and other non-investment related derivatives.

The Company uses derivative instruments, primarily interest rate swaps, to manage the interest rate exposure associated
with certain assets and liabilities. These derivatives are recorded at fair value. On the date the derivative contract is entered into,
the Company may designate the derivative as: a hedge of the fair value of a recognized asset or liability ("fair value" hedge); a
hedge of the variability in cash flows of a forecasted transaction or of amounts to be received or paid related to a recognized
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asset or liability ("cash flow" hedge); or a hedge of a net investment in a foreign operation. Alternatively, the Company may not
designate any hedging relationship for a derivative contract.

Fair Value Hedges

Changes in the fair value of a derivative that is designated and qualifies as a fair value hedge, along with the changes in the
fair value of the hedged asset or liability that is attributable to the hedged risk, are recorded in current period earnings (through
"net realized and unrealized gains and losses on derivative instruments") with any differences between the net change in fair
value of the derivative and the hedged item representing the hedge ineffectiveness. Periodic derivative net coupon settlements
are recorded in net investment income with the exception of hedges of Company issued debt, which are recorded in interest
expense. The Company may designate fair value hedging relationships where interest rate swaps are used to hedge the changes
in the fair value of certain fixed rate liabilities and fixed maturity securities due to changes in the designated benchmark interest
rate.

Hedges of the Net Investment in a Foreign Operation

Changes in the fair value of a derivative used as a hedge of a net investment in a foreign operation, to the extent effective
as a hedge, are recorded in the foreign currency translation adjustments account within AOCI. Cumulative changes in fair value
recorded in AOCI are reclassified into earnings upon the sale or complete or substantially complete liquidation of the foreign
entity. Any hedge ineffectiveness is recorded immediately in current period earnings as "net realized and unrealized gains and
losses on derivative instruments".

Hedge Documentation and Effectiveness Testing

To qualify for hedge accounting treatment, a derivative must be highly effective in mitigating the designated changes in
value or cash flow of the hedged item. At hedge inception, the Company formally documents all relationships between hedging
instruments and hedged items, as well as its risk-management objective and strategy for undertaking each hedge transaction.
The documentation process includes linking derivatives that are designated as fair value, cash flow, or net investment hedges to
specific assets or liabilities on the balance sheet or to specific forecasted transactions. The Company also formally assesses,
both at the hedge’s inception and on an ongoing basis, whether the derivatives that are used in hedging transactions are highly
effective in offsetting changes in fair values or cash flows of hedged items. In addition, certain hedging relationships are
considered highly effective if the changes in the fair value or discounted cash flows of the hedging instrument are within a ratio
of 80-125% of the inverse changes in the fair value or discounted cash flows of the hedged item. Hedge ineffectiveness is
measured using qualitative and quantitative methods. Qualitative methods may include comparison of critical terms of the
derivative to the hedged item. Depending on the hedging strategy, quantitative methods may include the "Change in Variable
Cash Flows Method", the "Change in Fair Value Method", the "Hypothetical Derivative Method" or the "Dollar Offset
Method."

Discontinuance of Hedge Accounting

The Company discontinues hedge accounting prospectively when it determines that the derivative is no longer highly
effective in offsetting changes in the fair value or cash flows of a hedged item; the derivative is dedesignated as a hedging
instrument; or the derivative expires or is sold, terminated or exercised. When hedge accounting is discontinued because it is
determined that the derivative no longer qualifies as an effective fair-value hedge, the derivative continues to be carried at fair
value on the balance sheets with changes in its fair value recognized in current period earnings through "net realized and
unrealized gains and losses on derivative instruments." When hedge accounting is discontinued because the Company becomes
aware that it is not probable that the forecasted transaction will occur, the derivative continues to be carried on the balance
sheets at its fair value, and gains and losses that were accumulated in AOCI are recognized immediately in earnings.

(i) Cash and Cash Equivalents

Cash Equivalents

Cash equivalents include fixed interest deposits placed with a maturity of under 90 days when purchased. Bank deposits
are not considered to be fair value measurements and as such are not subject to the authoritative guidance on fair value
measurement disclosures. Money market funds are classified as Level 1 as these instruments are considered actively traded;
however, certificates of deposit are classified as Level 2.

Restricted Cash

Restricted cash represents cash and cash equivalents that the Company is a) holding for the benefit of a third party and is
legally or contractually restricted as to withdrawal or usage for general corporate purposes; and b) not replaceable by another
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type of asset other than cash or cash equivalents, under the terms of the Company's contractual arrangements with such third
parties. Restricted cash includes cash and cash equivalents held pursuant to the terms of the Company's contractual obligations
relating to the 2014 sale of the Life Reinsurance subsidiary.

(j) Foreign Currency Translation

Assets and liabilities of foreign operations whose functional currency is not the U.S. dollar are translated at prevailing year
end exchange rates. Revenue and expenses of such foreign operations are translated at monthly average exchange rates during
the year. The net effect of the translation adjustments for foreign operations, net of applicable deferred income taxes, as well as
any gains or losses on intercompany balances for which settlement is not planned or anticipated in the foreseeable future, are
included in "accumulated other comprehensive income (loss)".

Monetary assets and liabilities denominated in currencies other than the functional currency of the applicable entity are
revalued at the exchange rate in effect at the balance sheet date and revenues and expenses are translated at the exchange rate on
the date the transaction occurs with the resulting foreign exchange gains and losses on settlement or revaluation recognized in
income.

(k) Goodwill, Intangibles and Other Long-Lived Assets

The Company has recorded goodwill in connection with various acquisitions in the current and prior years. Goodwill
represents the excess of the purchase price over the fair value of the net assets acquired. In accordance with GAAP, the
Company tests goodwill for potential impairment annually as of June 30, and between annual tests if an event occurs or
circumstances change that may indicate that potential exists for the fair value of a reporting unit to be reduced to a level below
its carrying amount. The Company tests for impairment at the reporting unit level in accordance with the authoritative guidance
on intangibles and goodwill. The Company has organized its goodwill into two reporting units, reflecting its two operations.

The Company’s indefinite-lived intangible assets consist primarily of Lloyd's syndicate capacity plus acquired insurance
and reinsurance licenses. These assets are deemed to have indefinite useful lives and are therefore not subject to amortization.
In accordance with GAAP, the Company tests non-amortized intangible assets for potential impairment annually, or more
frequently if events or changes in circumstances indicate that the asset might be impaired. If the carrying value of a non-
amortized intangible asset is in excess of its fair value, the asset must be written down to its fair value through the recognition
of an impairment charge to earnings.

All of the Company’s depreciable or amortizable intangible and other long-lived assets such as trade names, distribution
networks, premises, equipment, agency relationships, and acquired or internally-developed software are carried at net book
value, and are depreciated or amortized on a straight-line basis over their estimated useful lives. The amortization periods
approximate the period over which the Company expects to generate future net cash inflows from the use of these assets. All of
these assets are subject to impairment testing in accordance with authoritative guidance for the impairment or disposal of long-
lived assets when events or conditions indicate that the carrying value of an asset may not be fully recoverable from future cash
flows. See Note 9, "Goodwill and Other Intangible Assets" for further information.

(1) Variable Interest Entities ("VIEs")

Investments or other interests that absorb portions of an entity’s expected losses or receive portions of the entity’s expected
residual returns are called variable interests. Entities in which the equity investors, as a group, do not have the characteristic of
a controlling financial interest, or that do not have sufficient equity at risk to allow them to finance their own activities without
additional financial support are referred to as VIEs.

A VIE must be consolidated by its primary beneficiary, which is the variable interest holder that is determined to have the
controlling financial interest in the entity. This is the entity that has both: a) the power to direct the VIE’s activities that most
significantly impact its economic performance, and b) the obligation to absorb losses or receive benefits of the VIE that could
potentially be significant to it. Refer to Note 16, "Variable Interest Entities," for further discussion of the Company’s interests in
VIEs.

(m) Non-controlling Interests

Non-controlling shareholders' interests are presented separately in the Company's Consolidated Balance Sheets and
Consolidated Statements of Shareholders' Equity as required under GAAP. The net loss (income) attributable to non-controlling
interests is presented separately in the Company's Consolidated Statements of Comprehensive Income. Refer to Note 16,
"Variable Interest Entities," and Note 19, "Share Capital," for further discussion of non-controlling interests in the Company.
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(n) Losses and Loss Expenses

Unpaid losses and loss expenses include reserves for reported unpaid losses and loss expenses and for losses incurred but
not reported. The reserve for reported unpaid losses and loss expenses for the Company’s property and casualty ("P&C")
operations is established by management based on claims reported from insureds or amounts reported from ceding companies,
and represent the estimated ultimate cost of events or conditions that have been reported to or specifically identified by the
Company.

The reserve for losses incurred but not reported is estimated by management based on loss development patterns
determined by reference to the Company’s underwriting practices, the policy form, type of program and historical experience.
The Company’s actuaries employ a variety of generally accepted methodologies to determine estimated ultimate loss reserves,
including the "Bornhuetter-Ferguson incurred loss method" and frequency and severity approaches.

Certain workers’ compensation and certain U.K. bodily injury liabilities are considered fixed and determinable and are
discounted.

Management believes that the reserves for unpaid losses and loss expenses are sufficient to cover losses that fall within
coverages assumed by the Company. However, there can be no assurance that losses will not exceed the Company’s total
reserves. The methodology of estimating loss reserves is periodically reviewed to ensure that the assumptions made continue to
be appropriate and any adjustments resulting from such reviews are reflected in income in the year in which the adjustments are
made.

(o) Deposit Liabilities

Contracts entered into by the Company that are not deemed to transfer significant underwriting risk and/or timing risk are
accounted for as deposits, whereby liabilities are initially recorded at an amount equal to the assets received. The Company uses
a portfolio rate of return of equivalent duration to the liabilities in determining risk transfer. An initial accretion rate is
established based on actuarial estimates whereby the deposit liability is increased to the estimated amount payable over the term
of the contract.

The deposit accretion rate is the rate of return required to fund expected future payment obligations (this is equivalent to
the "best estimate" of future cash flows), which are determined actuarially based upon the nature of the underlying
indemnifiable losses. Accretion of the liability is recorded as interest expense.

The Company periodically reassesses the estimated ultimate liability. Any changes to this liability are reflected as
adjustments to interest expense to reflect the cumulative effect of the period the contract has been in force, and by an
adjustment to the future accretion rate of the liability over the remaining estimated contract term.

(p) Future Policy Benefit Reserves

The Company estimates the present value of future policy benefits related to long duration contracts using assumptions for
investment yields, mortality, and expenses, including a provision for adverse deviation.

The assumptions used to determine future policy benefit reserves are best estimate assumptions that are determined at the
inception of the contracts and are locked-in throughout the life of the contract unless a premium deficiency develops. As the
experience on the contracts emerges, the assumptions are reviewed. If such review would produce reserves in excess of those
currently held, then the locked-in assumptions will be revised and a claim and policy benefit is recognized at that time. The
Company includes the cost of reinsurance in its premium deficiency considerations.

Certain life insurance and annuity contracts provide the holder with a guarantee that the benefit received upon death will
be no less than a minimum prescribed amount. The contracts are accounted for in accordance with GAAP, which requires that
the best estimate of future experience be combined with actual experience to determine the benefit ratio used to calculate the
policy benefit reserve.

(q) Income Taxes

The Company accounts for income taxes under the asset and liability method, which requires the recognition of deferred
tax assets and liabilities for the expected future tax consequences of events that have been included in the financial statements.
Under this method, we determine deferred tax assets and liabilities on the basis of the differences between the financial
statement and tax bases of assets and liabilities by using enacted tax rates in effect for the year in which the differences are
expected to reverse. The effect of a change in tax rates on deferred tax assets and liabilities is recognized in income in the
period that includes the enactment date.
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The Company recognizes deferred tax assets to the extent that we believe that these assets are more likely than not to be
realized. In making such a determination, we consider all available positive and negative evidence, including future reversals of
existing temporary differences, projected future taxable income, tax planning strategies, and taxable income in prior years that
may be available for carryback. A valuation allowance will be established for any portion of a deferred tax asset that we believe
will not be realized, and the impact will be included in the provision for income taxes.

The Company records uncertain tax positions in accordance with ASC 740 on the basis of a two- step process in which (1)
we determine whether it is more likely than not that the tax positions will be sustained on the basis of the technical merits of the
position and (2) for those tax positions that meet the more likely than not recognition threshold, we recognize the largest
amount of tax benefit that is more than 50 percent likely to be realized upon settlement with the tax authority.

The Company recognizes interest and penalties on underpaid tax as a component of income tax expense.

The Company’s investment income is allocated to applicable branch operations and is taxable in certain jurisdictions. The
method of allocating this income may be different for tax reporting as compared to GAAP. The Company records the tax effects
of this allocation entirely through operations.

(r) Recent Accounting Pronouncements
Recently Issued Accounting Standards Adopted in 2016

ASU 2014-15 Disclosure of Uncertainties about an Entity’s Ability to Continue as a Going Concern

In August 2014, the Financial Accounting Standards Board ("FASB") issued an accounting standards update concerning the
evaluation of an entity's ability to continue as a going concern. Under this new guidance, in connection with preparing financial
statements for each annual and interim reporting period, an entity's management should evaluate whether there are conditions or
events, considered in the aggregate, that raise substantial doubt about the entity's ability to continue as a going concern within
one year after the date that the financial statements are issued. Management's evaluation should be based on relevant conditions
and events that are known and reasonably knowable at the date that the financial statements are issued. Substantial doubt exists
when it is probable that the entity will be unable to meet its obligations as they become due. When management identifies
conditions or events that raise substantial doubt about an entity's ability to continue as a going concern, management should
consider whether its plans that are intended to mitigate those conditions or events will alleviate the substantial doubt. The
mitigating effect of management's plans should be considered only to the extent that it is probable that the plans will be
implemented and if implemented, it is probable that the plans will be effective. If conditions or events raise substantial doubt,
the entity should disclose the conditions or events, management's evaluation of their significance in relation to the ability to
meet its obligations, and management's plans to mitigate the conditions or events along with whether substantial doubt has been
alleviated. The Company adopted this guidance in 2016. There was no impact on its financial condition, results of operations or
cash flows, nor were any additional disclosures required.

ASU 2015-02 Amendments to the Consolidation Analysis

In February 2015, the FASB issued an accounting standards update concerning consolidation of certain legal entities.
Under this new guidance, all legal entities are required to evaluate whether they should consolidate certain legal entities. The
guidance: (1) modifies the evaluation of whether limited partnerships and similar legal entities are VIEs or voting interest
entities; (2) eliminates the presumption that a general partner should consolidate a limited partnership; (3) affects the
consolidation analysis of reporting entities that are involved with VIEs, particularly those that have fee arrangements and
related party relationships; and (4) provides a scope exception from consolidation guidance for certain reporting entities. Upon
adoption of the new guidance, differing requirements for performing a consolidation analysis under existing GAAP will be
eliminated, and all reporting entities will now fall within the scope of the Accounting Standards Codification Subtopic 810-10,
Consolidation-Overall, unless a specific exception applies. Under this Subtopic, there are only two primary models for
determining whether consolidation is appropriately a voting interest entity model, and a variable interest entity model. The
Company adopted this guidance in 2016. There was no impact on its financial condition, results of operations, or cash flows.
The disclosure in Note 16, "Variable Interest Entities," was updated as a result of the adoption of this update.

ASU 2015-07 Disclosures for Investments in Certain Entities That Calculate Net Asset Value per Share (or Its Equivalent)

In May 2015, the FASB issued an accounting standards update concerning investments for which management estimates
fair value using net asset value per share (or its equivalent) as a practical expedient. Under the guidance, such investments will
no longer be reported within the fair value hierarchy. Removing those investments from the fair value hierarchy not only
eliminates the diversity in practice resulting from the way in which investments measured at net asset value per share (or its
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equivalent) with future redemption dates are classified, but also ensures that all investments categorized in the fair value
hierarchy are classified using a consistent approach. Investments that calculate net asset value per share (or its equivalent), but
for which the practical expedient is not applied, will continue to be included in the fair value hierarchy. A reporting entity
should continue to disclose information on investments for which fair value is measured at net asset value (or its equivalent) as
a practical expedient to help users understand the nature and risks of the investments and whether the investments, if sold, are
probable of being sold at amounts different from net asset value. The Company adopted this guidance in 2016. As this guidance
is disclosure related only, there was no impact on the Company's financial condition, results of operations, or cash flows. The
disclosures in Note 8, "Fair Value Measurements," were updated as a result of the adoption of this update.

ASU 2015-09 Disclosures about Short-Duration Contracts

In May 2015, the FASB issued an accounting standards update concerning the annual disclosure regarding the liability for
unpaid claims and claims adjustment expenses for insurance entities. The guidance requires: (1) incurred and paid claims
development information by accident year, on a net basis after reinsurance, for the number of years for which claims incurred
typically remain outstanding, including the most recent reporting period, which need not exceed 10 years; (2) a reconciliation of
incurred and paid claims development information to the aggregate carrying amount of the liability for unpaid claims and claim
adjustment expenses, with separate disclosure of reinsurance recoverable on unpaid claims for each period presented in the
statement of financial position; (3) for each accident year for which incurred claims development information is presented, the
total of incurred but not reported ("IBNR") liabilities plus expected development on reported claims included in the liability for
unpaid claims and claims adjustment expenses, accompanied by a description of reserving methodologies; (4) for each accident
year for which incurred claims development information is presented, quantitative information about claim frequency (unless it
is impracticable to do so) accompanied by a qualitative description of methodologies used for determining claim frequency
information; and (5) for all claims, the average annual percentage payout of incurred claims by age for the same number of
accident years as the disclosure for IBNR. The guidance recommends that insurance entities aggregate or disaggregate those
disclosures so that useful information is not obscured by either the inclusion of a large amount of insignificant detail or the
aggregation of items that have significantly different characteristics. The amendments also require insurance entities to disclose
information about significant changes in methodologies and assumptions used to calculate the liability for unpaid claims and
claim adjustment expenses, including reasons for the change and the effects on the financial statements. Additionally, the
amendments require insurance entities to disclose for annual and interim reporting periods a rollforward of the liability for
unpaid claims and claims adjustment expenses. Additional disclosures about liabilities for unpaid claims and claim adjustment
expenses reported at present value include: (1) for each period presented in the statement of financial position, the aggregate
amount of discount for the time value of money deducted to derive the liability for unpaid claims and claim adjustment
expenses; (2) for each period presented in the statement of income, the amount of interest accretion recognized; and (3)the line
items in the statement of income in which interest accretion is classified. The Company adopted this guidance in 2016. There
was no impact on its financial condition, results of operations, or cash flows. The additional disclosures required by this update
have been included in Note 10, "Losses and Loss Expenses."

ASU 2016-07 Simplifying the Transition to the Equity Method of Accounting

In March 2016, the FASB issued an accounting standards update concerning the accounting for equity method investments.
The amendments in this update require an investor to increase its current basis in an investment by the cost of the acquisition of
an additional interest in the investee when the investment qualifies for use of the equity method as a result of such increase in
the level of ownership interest or degree of influence and adopt the equity method of accounting as of that date. Additionally, if
the investment was previously accounted for as an available-for-sale ("AFS") security, an entity also should immediately
recognize through earnings the unrealized holding gain or loss in AOCI as of that date. Thus, this new treatment is eliminating
existing GAAP rules requiring retroactive adjustment of an entity’s investments, results of operations and retained earnings
when an existing investment qualifies for the equity method of accounting. The guidance is effective for fiscal years, and
interim periods within those fiscal years, beginning after December 15, 2016, applied prospectively upon its effective date.
However, the Company elected to early adopt this guidance during the third quarter of 2016, as was permitted under the
standard's transition rules, and recognized approximately $33.5 million in 2016 earnings as a result of the adoption.
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Recently Issued Accounting Standards Not Yet Adopted

ASU 2016-01 Recognition and Measurement of Financial Assets and Financial Liabilities

In January 2016, the FASB issued an accounting standards update concerning the accounting for financial instruments. The
guidance retains the basic existing framework for accounting for financial instruments under GAAP, while achieving limited
convergence with IFRS in this area. The guidance: (1) requires equity investments (except consolidated entities and those
accounted for under the equity method of accounting) to be measured at fair value with changes in fair value recognized in net
income; (2) simplifies the impairment assessment of equity investments without readily determinable fair values by requiring a
qualitative assessment to identify impairment; (3) eliminates the requirement to disclose the fair value of financial instruments
measured at amortized cost for non-public business entities; (4) eliminates the requirement to disclose the method(s) and
significant assumptions used to estimate the fair value of financial instruments measured at amortized cost on the balance sheet;
(5) requires public business entities to use the exit price notion when measuring the fair value of financial instruments for
disclosure purposes; (6) requires an entity to present separately in other comprehensive income the portion of the total change
in the fair value of a liability resulting from a change in the instrument-specific credit risk when the entity has elected to
measure the liability at fair value in accordance with the fair value option for financial statements; (7) requires separate
presentation of financial assets and financial liabilities by measurement category and form of asset in the financial statements;
and (8) clarifies that an entity should evaluate the need for a valuation allowance on a deferred tax asset related to AFS
securities in combination with the entity's other deferred tax assets. The guidance will be effective for fiscal years beginning
after December 15, 2017, including interim periods within those fiscal years. Early adoption is permitted at the beginning of the
fiscal year of adoption only, and should be applied by means of a cumulative effect adjustment to the balance sheet as of the
beginning of the fiscal year of adoption, except the amendments related to impairment of equity securities without readily
determinable fair values. The Company is currently evaluating the impact of this guidance, but expects that it will have an
effect on results of operations as mark to market movements will prospectively impact net income. It is not expected to have a
material impact on the Company's financial condition or cash flows.

ASU 2016-02 Leases

In February 2016, the FASB issued an accounting standards update concerning the accounting for leases. The most
significant change to existing GAAP created by this standard will be the lessee recognition of lease assets and lease liabilities
for those leases classified as operating. The core principle of this guidance stipulates that a lessee should recognize in the
statement of financial position, initially measured at the present value of the lease payments, both a liability for contractual
payments due under the lease, and an asset representing its right 