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DIRECT LINE INSURANCE LIMITED 01810801
GIRECTORS' REPORT '

The drrectors present thewr annual report and the audited financial statements for the year ended 31 December 2012
ACTIVITIES AND BUSINESS REVIEW

Achvity

The principal activity of the Company was the provision of general insurance and the Company wos regulated by the Financial
Services Authonty (FSA] The Company ceased underwnting activities on 10 December 2011

In preparation for the new European Union Solvency Il regulations which were anhcipated to be implemented in January 2014 1t
was decided that the group structure of the insurance diision of the Royal Bank of Scotland Group ple should be simplified as part
of this the ownership of the Company was tronsferred from RBS Insurance Group Limited to U K Insurance Limited on 10 December
2001

RB3 Insurance Group Limited changed its name on 3 February 2012 to Direct Line Insurance Group plc

The Company 15 a subsidiary of Direct Line Insurance Group plc {DLIG) which provides the company with direclion and access to all
central resources It needs and determines policies In all key areas such as finance nsk, human resources or environment For this
reason, the directors belleve that performance indicators specific o the Company are not necessary or appropnate for an
understanding of the development, performance or position of the business  The annual report of Direct Line Insurance Group ple
reviews these matters on a group basis Copies can be obtained from Direct Line Group Secretanat Churchill Court Westmoreland
Road, Bromley BR) 1DP the Registrar of Companies or through the Group's website at www direcilinegroup com

Review of the year

Business review

The directors are satisiied that the Company has not tfraded th the year due to part Vil transfer

In accordance with an Order granted by the High Courd of Justice on 10 December 2011 under the insurance business transfer
scheme in Part VII, $112 of the Financial Services and Markets Act 2000 {FSMA) all of the insurance business and cosh and other
invesiments of an aggregote value egual fo the insurance business of Direct Line Insurance Limited were transferred to U K
Insurance Limifed  Also on 10 December 2011 Direct Line Insurance Limited entered into o Surplus Asset Transfer Agreement with UK
Insurance Limited 1o fransfer therr surplus assets and o discharge all therr labilihes remaining after the Part Vil iransfer

U K Insurance Limited has assumed full responsioility for all of the adminisiration and settlement of both current and any future
claims ansing n the insurance business transferred and will acguire all nghts to future premiums of existing policies and the amounts
held on the balance sheet for uneamed premiums in relahon to the policies transferred

Financiol performance

The Company's financial performance 1s presented in the statement of comprehensive ncome on page 6

The comparative data in the statement of comprehensive income and accompanying noles include the business (reflected as
discontinued operations '} which was transferred using an insurance business tfransfer scheme under Part Vil of the Financial Services
Markets Act 2000 and via a Surplus Asse! Transfer Agreement which was entered into between the company and U K Insurance
umited

No dividend has been paid in 2012 {2011 £1,104 0 milion)

At the end of the year the balance sheet showed total assets of £100 (2011 £100)

Going concem

These financial staternents have been prepared on a basis other than that of a going concem The basis of preparation 1s referred
to further in note 1

SHARE CAPITAL

On 14 December 2011 the Company reduced the 1ssued share capital from £155 milion to a nominal amount of £100




DIRECT LINE INSURANCE LIMITED 01810801
DIRECTORS’ REPORT (Continued)

DIRECTORS AND SECRETARY

The present directors and secretary who have served throughout the year except where noted below are listed on page |

From 1 January 2012 1o date the following changes have taken plaoce

Directors Appomnted Resigned

C P Sulivon 27 January 2012
| Falconer 23 February 2012
$ K Howard 26 February 2012
JHanson 4 July 2013

A Palmer 4 July 2013

P Geddes 20 August 2013
JRerzenstan 20 August 2013
C morton 20 August 2013

P Edwards 20 August 2013

H Tomltinson 20 August 2013

DIRECTORS' RESPONSIBILITIES STATEMENT

The drrectors are responsible for preparnng the annual report and the financial stotements in accordance with applicabte law and
regutations

Company law requires the directors to prepare o directors’ report and financial statements for each financial year and the directors
have elected to prepare them in accordance with International Financial Reporting Standards {"IFRSs") as adopted by the
European Union Under Company law the directors must not approve the financial statements unless they are satisfied that they
give a true and far view of the state of affars at the end of the year and the profit or foss for the financial year as for as concerns
members of the Company In prepanng these financial statements under Internatonal Accouniing Standard 1, the directors are
requrred o

- select suitable accounting policies and then apply them cansistently,

- prasent information, \ncluding accounling policies i1 a manner that provides relevant relable, comparable and
understandable information

- provide additional disclosures when complionce with the spectfic requirements in IFRSs are insufhicient to enable users to
understand the mpact of particular transactions other events and coenditions of the entty's financial positon and
performance, and

- make an assessment of the Company's abihty to continue as a going concerm

The drrectors are responsible for keeping adequate accounting records that are sufficient to show ond explain the Company's
transachons and disclose with reasonable accuracy at any time the financial pesition of the Comgeany and to enable them to
ensure that the drectors’ report and financial staiements comply with the requirements of the Companies Act 2006 They are also
responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the prevention and detection of
froud and other mregulanties

DISCLOSURE OF INFORMATION TOQ AUDITOR

Each of the directors ot the date of approval of this report confirms that

Q) so far as they are aware there is no relevant audit information of which the Company's cuditor s unaware, and

b) the dreciors have taken all the steps that they ought to have taken to make themselves aware of any relevant oudit
information and to establish that the Company’s audior is aware of that information

This confirmation 15 given and shall be interpreted in accordance with the provisions of section 418 of the Companies Act 2006

Deloitte LLP hove expressed ther willingness 1o continue in office as auditor

DIRECTORS' INDEMNITIES

Direct Line Insurance Group pic has made qualifying third party indemnity provisions for the benefit of s directors which were
made duning ihe year and remain i force al the date of this report

Approved by the Board of Directors and signed on behalf of the Board

Darrell Evans
Director 3
20 August 2013




DIRECT LINE INSURANCE LIMITED . 018108C
INDEPENDENT AUDITOR'S REFORT TO THE MEMBERS OF DIRECT LINE INSURANCE LIMITED

We have audited the financial statements of Direct Line Insurance Limited {“the Company"} for the year ended 31
December 2012 which the Statement of Comprehensive Income, the Balance Sheet, the Cash Flow Statement the
Statement of Changes in Equity and the related notes 1 to 19 The financial reporting framework that has been appled in
ther preporation 15 applicable law and Infernational Financial Reporting Standards (IFRSs) as adopted by the European
Union

This report 15 made solely to the company's members as a body, n accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Qur audit work has been undertaken so that we might state to the company’s members those
matters we are required fo staie to them i an auditor's repert and for no other purpose  To the fullest extent permitted by
law, we do not accept or assume responsibility to anyone cother than the company and the company’s members as a
body, for our audit work, for this report or for the opinions we have formed

Respective responsibilities of directors and auditor

As explained more fully in the Drectors' Responsibiihes Statement, the directors are responsible for the preparation of the
financial statements and for being sahsfied that they give a true and far view  Our responsiility 1s 1o audit and express an
opmicn on the financial statements in accordance with appicable low and International Standards on Audiiing (UK and
Ireland) Those standards require us to comply with the Auditing Practices Board's Ethical Standards for Auditors

Scope of the audit of the financlal statements

An audit involves oblaining evidence aboul the amounts and disclosures In the financial stalements sufficient to give
reasonable assurance that the financial statements are free from matenal misstatement whether caused by fraud or error
This ncludes an assessment of whether the accounting policies are appropnate to the company's crcumstances and
have been consistently appled and adeguately disclosed, the reasonableness of significant accounting estmates made
by the directors, and the overall presentation of the financral statements

In addiion, we read all the financial and non-financial nformation in the annual report to Identfy matenal inconsistencies
with the audited financial statements |If we become aware of any apparent matenal misstatements or Inconsistencies we
consider the mnlicahons for our report

Opinion on financlal statements

in our opinion the financial statements

* give a true and far view of the state of the company’s affars as at 31 December 2012 and of ifs result for the year
then ended,

* have been properly prepared in accordance with IFRSs as adopted by ihe European Union, ond
* have been prepared in accordance with the requreaments of the Companies Act 2006

Oplnion on other matter prescribed by the Companies Act 2004

In our opimon the information given in the Directors” Report for the financial year for which the financial statements are
prepared 5 consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following rmatters where the Companies Act 2006 requires us to report to you if,
N OUr ORINIGN

» adequate accounting recerds have not been kept, or returns adequate for our audit have not been received from
branches not visited by us or

* the financiol statements are not in agreement with the accounting records and returns or

» certain diclosures of drectors' remuneration specified by law are not made, or

+ we have not received cll the information and explanatons we require for our oudit




DIRECT LINE INSURANCE LIMITED 01810801

INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF DIRECT LINE INSURANCE LIMITED (Conhnued)

Emphasis of matter - Financial statements prepared other than on a going concermn basis

in forming our opimon on the finoncial statements, which 15 not modified, we have considered the adequacy of the
disclosure made in note 1 to Ihe financial statements, which explains that the financial statements have been prepared
on a basis other than that of o going concern

~

v o €

Dawid Rush {Senior Statutory Auditor)
for and on behalf of Deloitte LLP
Chartered Accountants and Statutory Auditor
London, United Kingdom
20 August 2013




DIRECT LINE INSURANCE LIMITED 01810801

STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2012

2012 201
Notes £ Million £ Million
Discontinued operations
Insurance premium revenue 2 - 1,6182
Insurance premium ceded to remnsurers 2 - (37 4)
Net insurance premium revenve - 1,5808
Investment income 3 - 168 4
Neft realised gains on financial assets 4 - 709
Net farr value loss on assets at farr vatue 5 - {14)
QOther operating income and expenses é - 149
Net ncome - 1,8334
Insurance clonms and 10ss adjustment expenses 7 - {12000
Insurance claims and loss adjustment expenses recovered
from rensurers 7 - 89
Net insurance claims - (1191 1)
Commission refund 8 - 08
Expenses for marketing and administration 8 - {343 3)
Expenses - (342 5)
Profit before tax - 2998
Tax charge 9 - {81 4}
Profit for the year - 2184
Other comprehensive income
Avaitable-for-sale financial assets gon ansing dunng the year 16 - 3546
Less realised net gamns on avalable-for-sale investments 16 - (17 7)
- 379
Tax charge on other comprehensive income 146 - (100}
Other comprehensive income for the year - 279
Total comprehensive income for the year - 245 3

The total comprehensive ncome for the year was entirely altrbutable to equity shareholders of the Company and was
denved from discontinued operations

The accompanying noles on pages 10 to 21 form anintegral part of these financial statements




DIRECT LINE INSURANCE LIMITED 01810801

BALANCE SHEET

AS AT 31 DECEMBER 2012
2012 201

Notes £ Million £ Million
ASSETS

Property, plant and equipment . -
Investment property - -
Insurance contracts

Reinsurance assels - -

Deferred acquisihon costs - -
Prepayments and accrued income - -
Financial investments - -
Loans and receivables - -
Curmrent tox assels - -
Cash and cosh eguivalents - -
Total assets - -

EQUITY

Share capital .

Other reserves 16 - -
Retamned earnings 16 . -
Total equity - :

LIABILITIES

Insurance habibties - .
Borrowings - .
Provisions for other labiities and charges - -
Trade and other payables ncluding insurance payables - -
Deferred tax iabilities - -
Total liabilities - N

Total equity and liabilihies - N

The financial statements of Direct Line Insurance Limited, were approved by the Board of Directors on 20 August 2013
and signed on its behalf by-w—e-_

——
-
—"/
Darrelfl Evans

Director

The accompanying notes on pages 10 to 21 form an infegral part of these financial statements




DIRECT LINE INSURANCE LIMITED

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2012

Balance as at 1 January 2011

Profit tor the year

Other comprehensive income
Movement in claims equalisation reserves
Total comprehensive income

Share capital reduction

Release of capilal contnbuhon reserve

Release of claims equabsation reserve - business transfer
Release of avalgble-for-sale reserve - busingss transfer
Release of avalable-for-sale deterred lax - business transfer
Dividends Paid during the year

At 31 December 2011

Al 31 December 2012

Notes

16
16
16
16

01810801

Share Other Retained
capital reserves earnings Total
£ Million £ Million £ Million £ Million
1550 2107 5311 896 8
- - 2184 2i84
- 279 - 279
- 94 {9 4} .
- 373 2090 244 3
{1550) - 1550 -
- (1600} 1600 -
- {48 9) 489 -
- {53 2} - (53 2)
- 141 - 141

- - {11040y

{11040

The accompanying notes on pages 10 to 21 form an integral part of these finoncial statements




DIRECT LINE INSURANCE LIMITED 01810801

CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2012 )

2012 201
Notes £ Million £ Milhion
Profit before tax - 29 8
Adjustments for
Investment revenues 3 - (168 4)
Net fair value loss on assets at far value through income 5 - 16
Profit an sale of avanlable-for-sale equity iInvestiments 4 - 37
Profit on sale of available-for-sale debt secunties 4 - (67 2)
Interest receved - 1690
Rental income received from investment properties - b6
Dividends received from equity shares - 59
Operating cash flows before movements in working capital . 243 &
Movements in working capital
Net increase Iin insurance net assetls - {12 5}
Net decrease In remnsurance assets - 361
Proceeds on disposal/matunty of available-for-sale equity nvesiments - a7
Proceeds on disposal/matunty of avallable-for-sale debt secunhes - 2,189 3
Net decrease in invesiment balances held with credit institutions - 300
Purchases of debt secunhes - {2,159 9)
Neti increase In loans and recewvables - (142
Net decrease in other assets - 374
Nei decrease in retated party balances - 215
Net increase in other operating llabilities - {139)
Net cash inflow on fransfer of business - 1526
Cash generated from operations - 515%
Taxes recewved - 193
Net cash generated from operating aclivities - - 5352
Cash flows trom investing achvities
Proceeds on disposal of property, plant and equipment - 02
Net cash generated from investing activities B 02
Cash flow from financing activities
Dividends paid - (1,104 Q)
Net cash used by financing activities - (1,104 0)
Net decrease in cash and bank overdrafts - (568 6)
Cash and bank overdrafts at the beginning of the year - 568 6

Cash and bank overdrafts at the end of the year - R

The Company classified the cash flows for the purchase and disposal of inancial assets inits operating cash flows as the
purchases were funded from the cash flows associated with the ongination of insurance contracts, net of the cash flows
from payment of insurance claims

The accompanying notes on pages 10 to 21 form aninlegral part of these financial statements



DIRECT LINE INSURANCE LIMITED 01810801

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

1

ACCOUNTING POLICIES -
11 Presentation of accounts

The accounts have been prepared on an other than going concern bass (see page 2 of the Directors’ Report) and in
accordance with International financial Reporting Standards issued by the International Accounting Standards Beard {IASB) and
mterpraetations issued by the International Anancral Reperting Interpretations Commitiee of the |1ASB os adopied by the European
Union [EV) {together IFRS)

The Company 15 incorporated in the United Kingdom and registered in England and Wales

Ihe accounts were previously prepared on the nistoncal cost basis except that avaladle-tor-sgle tnancial gssets and investment
properties were stated af therr far value

The Company accounts are prepared In accordance with the Companies Act 20046

Ine Lompany haQ consiaerapie inancial resources and as @ consequence, e QIrecion peleved e company was well
placed to manage its business nsks successfully despite the current uncertain economic chmate  As discussed In the Directors’
Report the business was transferred to U K Insurance Lmited The business is no ionger considered a going concern and there 1s
no metenal impact on either the 2012 or 2011 financial statements  Accordingly the directors have not adopted the going
concern basis in prepanng the annual report and financial statements The Company has not traded In the year due to Part Vil
transfer as set outin the Actwities ond Business Review sechon of the Directors’ Report on page 2

12 Foreign currencies

The Company's financial statements are presented in sterkng which s the funchonal and presentation currency of the Company

Transactions in toreign currencies were franslated into stering af the foreign exchange rate ruling ot the date ot the fransaction
Monetary assets and habiiies denominated in foreign currencies were translated inio stering at the rates of exchange ruling ot
the balance sheet date  Foreign exchange differences ansing on translahon were recognised in the income statement Non-
monelary items denominated i foreign curencies that were stated at far volue were franslated mto sterding ai foreign
exchange rotes ruling at the dates the values were determined

13 Insurance premium revenue

Insurance premiums compnsed of the total premiums receivable for the whole penod of cover provided by contracts Incepted
dunng the financial year adjusted by an uneamed premium prevision which represenied the proporhion of the premiums that
related to penods of nsk after the balance sheet date Unearned premiums were calculated on the basis of the eshmated nsk
profile of the business wntten Insurance premiums exclude insurance prermum tax

Estimates were included for premium not yet notified by the year end Insurance premums were stated gross of commisstons and
exclusive of taxes ond duties levied on premiums

14 [Insurance claims and loss adjustment expenses

INSUrance ciams were recognised i 1he accouniing Penoda IN W iNe 10ss OCCUNea  FroviSion was made 1or the il cost of
setthing cutstanding claims ai the balance sheet date Including claims incurred but not yet reported at that date net of salvage
and subrogahon recovenas Quisianding clams provisions were not discounted for the tme value of meney except for claims
o be settled by penodical payments orders (PPOs) established under the Courts Act 2003 A UK Court can award damages for
future pecuriary loss In respect of personal Injury or for other damages in respect of personal inury and may order that the
damages are wholly or partly to take the form of PPOs

15 Claims equalisation

A statutery clams equealisahion reserve was Included as a non-distnbutable reserve within Other Reserves in Equity This reserve
was calculated in accordance with chapler 1 4 of the Prudental Sourcebook for insurers (INS PRU)

14 Reinsurance

Ing LOMpAany ceaed reinsurance In e NorMal Course 07 DUSINESS WITN relention IMITS varying DY IINE OF DUSINESS UUTwaras
rensurance premiums were accounted for i the same accounting pencd os the prermiums for the related drect business being
reinsured Quiward reinsurance recovenes were accounted for i the same accounting penod as the drect claims to which they
relate




DIRECT LINE INSURANCE LIMITED 01810801

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

1  ACCOUNTING POLICIES (Conhnued)
1 & Reinsurance (Continved)

Remnsurance assets inclueded balances due from reinsurance companies for ceded insurance labiihes Amounts that were
recoverable from reinsurers estimated in a consistent manner with the outstanding ctaims provisions or settled claims associated
with the remnsured policies and in accordance with the relevant reinsurance contract Recovernies in respect of penodical
payment orders were discounted for the ime value of money A reinsurance bod debt provision was assessed in respect of
outstanding rensurance clams to reflect the credit nsk exposure to tong-term rensurance assets parhcularly in relation to
Penodic Payment Orders

Where there was evidence to indicate that the rensurance asset may not have been collecied or where the reinsurer's credit
rating had been downgraded signficantly, the Company reduced the cammying value of the asset accordingly and the
imparment loss was recognised in the statement of comprehensive statement

17 Deferred acquisthon costs

Acquisthon costs relating to new and renewing insuronce pelicies were matched with the earning of the prem:ums o which they
related

The pnncipal acquisithon costs so defered were drect advertsing expenditure and costs associated with telesales ond
underwnhng staff

18 Revenue recognition

Interest income on finoncial assets that were classthed as loans and recevables avalable-for-sale and interest expense on
financial habithes other thon those at far value through profit or loss were determined using the effective interest method The
effective interest method s a method of calculcting the omorhsed cost of a financial asset or fnancial icbility [or group of
financial assets or habilhes) and of allocoting the interest iIncome or nterest expense over the expected Ife of the asset or
iabity The effective interest rate 1s the rate thai exactly discounts estmated future cash flows to the insirument's inthal carrying
amount Calculation of the effective interest rate takes nto account fees poyabile or recevable that are an integral pari of the
instrument’s yield, premiums or discounts on acquisition or 1ssue, ecrly redempthon fees and transachon costs Al contractual
terms of a financial instrument were considered when estimating future cash flows

Investment property - Rental ncome from investiment property was recognised on a straight-ine basis over the ferm of the lease
Lease incentives granted were recognised as an integral part of the tolal rental Income Any gain or loss ansing from a change in
far value was recognised in the statement of comprehensive statement

19 Taxation

Provision was made for taxahon at current enacted rotes on taxable profits ansing in income or In equily, tcking into account
relief for overseas taxahon where appropnate

Deferred toxation was accounted for in full for all temporary differences between the camying omount of on asset or liability for
accounting purposes and its cammying amount for tax purposes except in relotion to overseas earnings where remittance was
confrolled by the Group, and goodwill

Deferred tax assets were only recognised to the extent that it 15 probable that they will be recovered
110 Investment property

Investment property compnsed freehold and long leasehold properties that were held to eomn rentats or for capital appreciation
or poth it was not depreciated and was stated at far value based on veluations by ndependent registered valuers Far vatue
was based on current pnces in an active market for smilor properties in the same locaton and condifion Any gain or loss ansing
from a change in far value was recognised in the statement of comprehensive statement

111 Property, plant and equipment

items of property plant and equipment (except mvestment property - see accounting policy 1 10} were stated at histoncal cost
less accumulated depreciahon {see below] and imparment losses Where an itern of property plant and equipment comprised
major compenents having different useful hves, they were accounted for separately

Deprecichion was charged to the siatement of comprehensive siatement on a straighi-ine basis so as o wrile off the
depreciable amount of property plant and equipment {including assets owned and tet on operoting leases) over ther
estimated useful lives The depreciable amount was the cost of an asset less its residual valve Land was not depreciated
Estimaied useful Iife was os follows

-

Freehold and long leasehold bulldings 50 years or the period of the lease if shorter

The gain or loss arising from the derecognition of an item of property plont and equipment was determined os the difference
between the dsposal proceeds i any and the camrrying amount of the item

.

1t




DIRECT LINE INSURANCE LIMITED 01810801

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

1 ACCOUNTING POLICIES (Continued)

112 Imparment of property, plant end equipment

At each reporting dote the company would assess whether there was any indicchion that its property plant and equipment
were mpared If any such indicchon existed, the company estimated the recoverable omount of the asset and the imparment
toss if any The recoverable amount of an asset was the higher of ifs for value tess cosis to sell and its value 1N use Value In use
was the present value of future cash flows from the asset discounted at a rate that reflects market interest rates adjusted for nsks
speciic to the asset that have not been reflected in the estmahon of future cosh flows

If the recoverable amount of an intangible or tangible asset was tess than s carying value, an imparment loss would have
been recognised immediately in profit or loss and the camying value of the asset reduced by the amount of the loss

Where an imparment loss subsequently reversed the carrying ameount of the assel was increased to the revised estimate of its
recoverable ameount but so that the increased carrying amount does not exceed the camrying amount that would have been
deterrmined had no mparment loss been recognised as income immediately unless the relevant asset 1s camed at a revalved
amount, In which case the reversai of the mparment icss was freated as a reveluation increase

113 Frnancial assets

Cninthal recognition financial assets were classified into ovaillable-for-sate financial assets or loans and recevables

Loans and receivables - Non-denvative financial assets with fixed or determinable repayments that were not guoted in an achve
market were classihed as loons and receivables except those that were classified as availoble-for-sale Loans and recevables
were inthally recognised at far value plus directly related transachion costs They were subsequently measured ot amortised cost
using the effectve interest method (see accounting policy 1 8} less any mparment losses

Insurance receivables compnsed outstanding insurance premiums where the policyholders had elecied to pay in instalments or
omounts due from third parties where they had collecied the money from the policyholder

Available-for-sale — Finoncial ossets that were not clossified as loans and recevables were classified as avalable-for-sale
Financial asseis con be designated as available-for-sale on imitial recogniton  Available-for-sale finanaiat assets were inthally
recognised at far value plus drectly related transaction costs They were subsequently measured at far value Impairment losses
and sxchange differences resulting from refranslating the amorlised cost of foreign currency monetary avalable-for-sale
financial assets were recognised n profit or loss together with interest calculoted using the effechve interest method [see
accounting policy 18] Other changes in ihe iar value of avalable-for-sale financal assets were reported In a seporate
component of shareholders’ equity until disposal when the cumulative gain or loss was recognised In profit or loss

A financra! asset was regarded as quoted in an active market f guoted pnces were readly and regulorly avalable from an
exchange dealer broker industry group, pncing service or regulatory agency and those prices represent actual and regularly
occumng market transachons on an arm's length basis The appropnate quoted market price for an asset held was usually the
current bid pnce When current bid pnces were unavallable the price of the most recent transachon provides evidence of the
current far value as long as there has not been a significant change In economic crcumstances since the hme of the
transaction f condiions have changed since the hme of the transaction (e g a change in the nisk-free interest rate following the
most recent prnce quote for a corporate bond} the farr value reflects the change in condiions by reference to current prces or
rates for simitar financial instruments, as appropnate

The valuation methodology descnibed above uses observable market daia

If the market for a hnancial asset was not active the Company establishes far value by using o vatuahon fechnique Valuation
techniques include using recent arm's length market fransactions between knowledgeable, willng parties if ovailable reference
to the current far value of ancther instrument that was substanhally the same discounted cash flow analyss and option pricing
models If there 15 a valuation techrigue commonty used by market participants to price the instrument and that technique has
been demonsirated to provide reliable estimaotes of pnces obtaned in actual market transachons the Company used that
technique

The far value of investments In equity instruments that did not have o quoted market pnce n an achve market and denvatives
that were linked to and must be settled by delivery of such an unquoted equity instrument is reliably measurable if

{a) the vanability in the range of reascnable far value eshmates was not significant {or that instrument or
(b) the probabilthes of the vanous estimates within 1he range could be reasonably assessed and used in estimaiing far valye

12




DIRECT LINE INSURANCE LIMITED 01810801

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

ACCOUNTING POLICIES (Conhinued)
Available-for sale - (Conhnued)

114 Imparment of financial assets

The company assessed at each balance sheet date whether there was any objective evidence that o financial asset or group of
financial assets classified as avalable-for-sale or loans and receivables was imparred A fnancial asset or portfolio of financial
assefs was impared and an mpaorment loss incurred If there was objective evidence that an event or evenis since il
recognition of the asset have adversely offected the amount or tming of future cash ftows from the asset

Available-for-sale - When a declinge in the far value of a financial asset classified as available-for-sale had been recognised
drectly In equity and there was objective evidence that the asset was mpared the cumulative loss was removed from eguily
and recegnised in profit or loss The loss wos measured as the difference between the amortised cost of the financial asset and its
current far volue Imparment losses on available-for-sale equity Instruments were not reversed through profit or loss but those on
avallable-for-sale debt instruments were reversed f there wos en Incregse In farr value that was objectively related to a
subsequent event

Loans and receivables - If there was objeclive evidence that an imparment loss on a financiol asset or group of financial assets
classiied as loans and recewvables had been incurred the company measured the amount of the loss as the difference
between the camrying amouni of the asset or group of assels and the present value of estimated future cashflows from the asset
or group of assets discounted at the efiective interest rate of the instrument ot Initial recognition

Impairment losses were assessed indvdually where sigrificant or collectively for assets thal were not indvidualy significant

Impairment losses were recognised In profit or loss and the carrying amount of the financial asset or group of financial assets was
reduced by estabhishing an allowance for the imparment losses If in a subsequent penod the amount of the iImpairment loss
reduces and ihe reducton can be ascnbed to an event afier the imparment was recognised the previously recognised loss was
reversed by cdjushng the allowance

For debts due from policyholders the bad debt provision was calculated based upon prior loss expenence For all bolances

outstanding In excess of three months o provision of 75% was made Where a policy was subsequently cancelled, the
outstanding debt that was overdue wos wntten off to profit or loss and the provision was written back to profit or loss

115 Financial liablliies

On inihicl recognition financial habiliies were classified into held-for-trading  desighated os at far volue through profit or loss or
amortised cost

Amorhised cost

Other than denvahves which were recognised and measured at far value, all other financral habilities were measured at
amortised cost using the effeciive inlerest method (see accounting policy 1 8)

114 Derecognlhon
A financiol asset was derecognised when it had been transferred and the transfer qualified for derecogniion

117 Porticlio transter

The charges ossocioted with making porifelio clams' transfers from the Company were included as part of claims incurred
Outstanding claims' labilhes covered by the portfolio transfer, are transferred off the balance sheet as at the date of transfer

Portfollo premiums payoble are reflected as premiums for rensurance and are included wathin net insurance premium revenue
Unearned premium reserves in respect of premium covered by he portiolio fransfer are fransferred off the balance sheet as at
the date of the transfer

13
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

2

NET INSURANCE PREMIUM REVENUE
Discontinved operctions

Prermum income from insurance confracts ssued
Premium recewvables
Change in uneamed premium provision
Transfer of business - portfolio premiums paid

Transfer of business - transfer of unearned premium off balonce sheet

Premium revenue ceded 1o reinsurers on insurance contracts issued
Premium payables
Change in uneamed premium prowvision
Transfer of business - portfolio prermum income

Transfer of business - transfer of unearned premium off bolance sheet

Net insurance premium revenue

INVESTMENT INCOME

Avalkable-for-sale financial assets
Dividends from equity shares
Interest ncome from debt secunties
Interest ncome
from polcyholders
from loans to related parhies {(note 19)
from deposits wath credit inshiutions
Net discount of premium on purchase of finoncicl assets
Rentat ncome from nvestment property
Income from other iInvestments

NET REALISED GAINS ON FINANCIAL ASSETS

Net realised gans on financial assets - available-for-sale (note 16}
Equity shares

Release of avalable-for-sale reserve 10 comprehensive income
Debt secunties

Release of avalable-for-sale reserve o coemprehensive income

NET FAIR VALUE LOSS ON ASSETS AT FAIR VALUE

Net far value loss on mvestment property {(note 12}

202
£ Mihon

01810801

2011
£ Milion

16357
(17 5}
(837 2)
837 2

16182

{432}
58
236
{23 é)

(37 4]

15808

2012
£ Milion

201
£ Mifion

59
814

870
02

(19 4)
66
15

168 4

2012
£ Milhon

2011
£ Million

37
177
495

709

202
£ Milion

2011
£ mMullion

(1¢)

Far value lesses in the pnor year have ansen from the revaluation of financial assets at farr value through profit or loss property

end the revoluation of non-hedged denvatives

OTHER OPERATING INCOME AND EXPENSES

QOther ncome

2012
£ Millen

2011
£ Millon

14¢




DIRECT LINE INSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

7 INSURANCE CLAIMS AND LOSS ADJUSTMENT EXPENSES

Current gceident year clams pad

Pner accident years' claims paid

Movement in current accident year claims provision
Movernent in pnor accident years claims provision

Current accident year claims paid

Pnor accident years claims pad

Movernent In current accident year claims provision
Movement in pnor accident years' claims provision
Transfer of business - portfolio clams paid

Transfer of business - ¢laims aklty

01810801
2012
Gross Reinsurance Net
£ Millon £ Mition £ Milhon
2011
Gross Reinsurance Net
£ Million £ Milhon £ mithon
5243 - 5243
6735 {450) 6285
7481 97 733 4
{7459) 458 {700 1)
(2 358 8) 1747 12184 1)
23588 {174 7) 21841
12000 {8 %) 1191

Loss adjustment expenses for the year of £0il {2011 £112 5 milion) have beenincluded in the aecident year clams figures above

8 EXPENSES

a} Commission expenses

Cost incurred for the acquisihon of Insurance contracts expensed in the year

Deferred acquisiion cosis

b) Expenses for marketing and administration

Marketing and adminsstration expenses

? TAX CHARGE

Current taxahion
Charge for the year
Under provision in respect of pnor penods

Deferred faxation (note 14)
Credit for the year

Income tax charge for the year

Current tax
Deferred taxation {note 14)
Income tax charge for the year

2012 2001
£ millkon £ Millon

- 112
- {120}

- (08)

- 3433

2012 2011
£ Million £ Milion

- %0 4

- 919

- g1 e
- (105)

- 814

The actual Income tax charge diifers from the expected ncome tax charge computed by applying the standard rate of UK

corporation tax of 24 5% (2011 254 5%) as follows




DIRECT LINE INSURANCE LIMITED 01810801

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

?

n

TAX CHARGE (Conhnued)

2012 2011

£ Millgn £ Milbon

Expected ncome tax charge - 79 4
Effects of

Non-taxable items - 04

Effect of the reduchon in deferred tax rate to 23% (2011 25%) - 1

Adiustments in respect of pnor penods - 15

Income tax charge - 814

The aggregote current and deferad tax relating to items that were charged to equity 1s £nil (2011 £{4 3) milicn)
AUDITOR'S REMUNERATION

Fees for audit and ncn-audit services included within marketing and administration expenses were borne and recharged by o
related party DL Insurance Services bmited

Fees paid 1o the auditors with respect to the statutory audit of the Company amount to £nilin 2012 (2011 £252 074}

Drectors emoluments

2012 201

£ Mithon £ Milhon

Other emcluments - 15
Company pension contnbutions - 01
- 16

Fees pad to drectors dunng the year amounted to £nil (2011 £24 525)

The directors of the Company are executives of the Group No directors who served dunng this or the previous inancial year were
remunerated by the Company All drectors receive remunerahon from DLIS as employees of that company ond due to the non-
exscutve nature of ther services 1t 15 nol appropnate to allocate ther emocluments in respect of the Company

Emctuments excluding pension contnbutions paid to the highest pad directors amounted o £ril (2011 £588 205)
A contnbution of £nil {2011 £10 859) to a meney purchase scheme was made on behalf of the highest paid director Twe directors
{2011 Four drectors) had retrement benefils accruing under defined pension schemes in respect of qualfying sermce One

diregtor (2011 Two directors) had benehts accrung under defined benefit pension schemes

Dunng the year no directors exercised share ophons (2011 no directors)

PROPERTY, PLANT AND EQUIPMENT

Land and
buldings
£ Millon

Cost
At 1 January 2011 02
Disposals 02

Al 31 December 2011 -
Al 31 December 2012 -

Net book value
At 31 December 2011 -

At 31 December 2012 .

Depreciaton charged dunng 2012 amounted to £nit {2011 £495)

The disposal related 1o o sale of property on 4 February 2011
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12

INVESTMENT PROPERTY

At 1 Jenuary
Change in far value
Transfer of business
At 31 December 2011

At 31 December 2012

2012
£ million

01810801

2011
£ milhon

835
{16)
{819)

Investment property compnsed of freehold property occupied by entifies within The Royal Bank of Scotland Group on an
operating lease A valuation was camed out ¢t 10 December 2011 by CB Richard Elis and this resulted in o decrease in the value
of the property by £1 6 miion CB Richard Elis 1s @ member of the Royal Inshtution of Chaortered Surveyors ond has appropnate
qualficahons and recent expenence in the valuation of properties in the relevant location The decrease was debied (o the

income statement (note 5)

DEFERRED ACQUISITION COSTS

Al 1 January

Net credit to income statement
Transfer of business

At 31 December 2011

Al 31 December 2012

DEFERRED TAXATION

2012
£ Millon

2011
£ Million

598

120
(71.8)

The following were the defered tax assets and labilhes recognised by the Company and the movements thereon dunng the

current and pnor reporting years

At 1 January 2011
Credit o income staternent
Al 31 December 2011

At 31 December 2012

SHARE CAPITAL

Issved and fully pad

Equity shares

100 ordinary shares of £1 each
At 31 December 2011

Far value on

Equalisation financial
reserves assets Total
£ Mmilion £ milhon £ Million
105 - 105
(10 5} - (10 5)
2012 2011
£ £
1000 1000

On 14 December 2011 the ssued share capital of the company was reduced from £155 millon to £100

17
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14

OTHER RESERVES AND RETAINED EARNINGS

01810801

The company received o copital Inechon of £140 millon from s parent company Direct Lne Group Limited in July 2010 The

Capital contrnbution reserve was reduced to £nilin 2011

Movements in the revaluation reserve for available-for-sale investments were as follows

At 1 Janvary 2013

Revaluahen dunng the penod - gross

Revaluahon dunng the penod - taxahen

Net {gains}) transferred {o net profit on disposal and impairment -
gross (note 4}

Net gans transferred o net profit on disposal and imparment -
taxation

Retease of avalable-for-sale reserve as a result of transfer of business

Releqse of avalable-for-sale deferred tax ¢s aresult of transfer of
business

At 31 December 2011

At 31 December 2012

Movements in the cloims egqualisation reserve were as follows

At 1 Jenuvary 2011

Transfer to retained eamings for movement in year

Retease of clams equalsation reserves followng transfer of bhusiness
At 31 December 2011

At 31 December 20712

18

Debt

Equity shares secunties Total
seanote 1 1) see note 1 1)

£ Million £ Million £ Million

21 133 112

64 490 558

{18) {129} (47

- {17 7) (177

- 47 47

(37) (49 5) {53 2)

10 131 141

£ Millon

395

94

1483)



DIRECT LINE INSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2012

17

18

INSURANCE LIABILITIES AND REINSURANCE ASSETS
Movements In insurance (labilities and reinsurance assets

[ Clawns and loss adjustment expenses

Nohified clams
Incurred but not reperted
At 1 January 2011

Cash paid for claims settled in the yeor
Current year
Pricr year
Increase/{decrease) in habilifies
- ansing from cument yeaor cloims
- ansing from pror year claims
Transfer of business - claims hability
At 31 December 2011

There were no movements in insurance liabilihes in the year
Al 31 December 2012

Notified claims
Incurmred but not reported
At 31 December 2012

{u} Provisions for unearned premiums

Unearned premium pravision

At 1 Jonuary 2011

Net increase n the year

Transfer of business - unecarned premium
At 31 December 2011

There were no movements in insurance labiliies in the year
At 31 December 2012

PROVISIONS FOR OTHER LIABILITIES AND CHARGES

At 1 January 2011

Charged to the statement of comprehensive ncome
- addihienal provisions

Exchange differences

Used durnng year

Transfer of business

At 31 December 2011

There were no movements In provisions for other habiliies and charges in the year

At 31 December 2012

19

01810801

Gross' Reinsurance Net

£ milion £ Mmillon £ Milhon
14140 (116 8) 12972
942 6 {94 0) 848 &
23566 (210 8) 21458
(524 3) - {524 3)
(673 5} 450 (628 5}
12724 97) 12627
{72 4} 08 (71 6}
{2,358 8} 1747 (2184 1)
Gross  Relnsurance Net

£ Milhon £ Mithon £ Million
8197 (17 7) 8020
175 59 114
{837 2) 236 (B13 &)
Regulatory

levies

£ Milhon

297

235

(27 8)

(25 4)
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RELATED PARTIES

On 1 December 2008 the UK Governmeni through HM Treasury became the ultimate controling party of The Royal
Bank of Scotiand Group plc The UK Government's shareholding s managed by UK Financial Invesiments Limited o
company whally owned by the UK Government As a result the UK Government and UK Government controlied bodies
became related parhes of the Company

At 31 December 2012, Direct Ling Insurance Limiied vlhmate holding compony was The Royal Bonk of Scotland Group ple
which 15 incorporated in the Uniled Kingdom and registered in Scotland On 13th March 2013, the ultimate holding
company ceased to be The Royal Bank of Scotland Group plc and became Direct Line Insurance Group ple, which s also
the immediate parent company and s ncorporated in the United Kingdom cond registered in England ond Wales

The following transactions were camed out with other Group companies in the penod 1 January fo 31 December 2012
and are transacied on an arm's length basis

1 Sales of iInsurance ceontracls and other services

2012 201
£ million £ Million
Sales of services
Fellow subsidanes - 02
2012 2011
£ Miilion £ Million
Interesi recerved [note 3)
Fellow subsidaries - 02

Sales of services were provided between related parties on an arm s length basis

Interest income received from depostts hetd with related parlies were at rates ranging from nil in 2012 {2011 0 40% to
Q77%)

1 Purchases of products and services and cther purchases

2012 2011
£ Million £ million

Purchase of services
Fellow subsidanes - 488 4

Purchases of services also includes payments made between componies determined by the level of business generated
and as agreed between the parties on on arm's tength basis

All employees were employed by DL Insurance Services Lirmted a fellow subsidiary company Total employee cosls
including directors’ remuneration, recharged 1o the Company by DL Insurance Services Limited dunng the year were £nil
(201} £1857 millien)

Employee costs recharged by DL Insurance Services Limited included the full costs of key managers and other staff n
respect of share-based paymenis The atinbution among members of the RBS Group has regard to the needs of the
Group as a whole

1
m Compensation of key management

The aggregate remuneration of directers and other members of key management during the year was as follows

2012 201

£ Million £ Milleon

Other emoluments - 28
Company pension contribuhions - 03
- 31

Fees paid fo drectors dunng the year amounted to £ni! (2031 £38,245)

20
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RELATED PARTIES (Continued)

v Year-end balances ansing from sales/purchases of products/services
Recelvables from related parties

Movements in recelvabies frem related parties were as follows

At 1 Jonuary 2011

Transachons in the year

Settled in the year

Transferred os part of business transfer

At 31 December 2011

At 31 December 2012

Movements in receivables from Headrow Reinsurance Limited

At 1 January 2011
Transoctions in the year
Al 31 December 2011

At 31 December 2012

v Due to related parties

mMovements due to reloted parhes were as follows
At 1 Jonuary 2011

Transactons in the year

Settled in the year

Transferred as part of business transfer
At 31 December 2011

At 31 December 2012

vi Loans to related partles

Movements in loans to related parties were as follows
At 1 January 2011

Loans advanced dunng year

Loan repayments received

Interest received {note 3)

Transferred os part of business transfer
At 31 December 2011

At 31 December 2012
vii Remnsyrance ossets

Movements in rensurance assets were as follows

At 1 January 2011
Movement In claims provision
At 31 December 2011

At 31 December 2012

21
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2012 2011

£ Million £ Million
79

- 02

- (8 4

- 03

2012 2011

£ millien £ Milhion
- 20

- {20

2012 2011

£ Milhon £ Milhon
375

488 4

. {450 7}

- 1772

2012 201

£ Milhion £ Million
- 1546

- 1023

- {78 2}

- 02

- (3% 9).

2012 211

£ Milion £ Million
- 198

- (198




