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Introduction  

Direct Line Insurance Group plc (the “Company”) together with its subsidiaries (the “Group”) has prepared a Single Solvency and 
Financial Condition Report (“SFCR”) as at 31 December 2017, in accordance with permission granted by the Prudential 
Regulation Authority (“PRA”) in December 2015 to produce a Single SFCR. This permission allows the Group to produce one 
SFCR that covers both the Group and its individual regulated subsidiaries and is valid until 31 December 2020. 

The Group’s regulated entities are U K Insurance Limited (“UKI”) and Churchill Insurance Company Limited (“CIC”). In meeting the 
requirements for a Single SFCR, information is reported for the Group, UKI and CIC separately except where that information is 
equivalent in both nature and scope at Group level to that at regulated subsidiary level. The boards of Directors of the Company, 
UKI and CIC (the “Boards”) have the same membership. Much of the information in the SFCR is equally relevant to the Group, 
UKI and CIC. Where this is not the case, this has been highlighted. 

The requirement to produce an SFCR follows the introduction of Solvency II as the new solvency framework which was 
implemented on 1 January 2016 as the capital adequacy regime for the European insurance industry. Solvency II has established 
a set of EU-wide capital requirements and risk management standards with the aim of increasing protection for policyholders. 

The SFCR presents information on the business and performance, system of governance, risk profile, valuation for solvency 
purposes and capital management of the Group, UKI and CIC. Relevant information about the business of the Group is also 
included in the Group’s Annual Report & Accounts which is the primary vehicle for reporting performance, consolidated financial 
statements, corporate governance and risk management to the Group’s investors. The Group’s Annual Report & Accounts 2017 
was published on its website in March 2018 and a copy can be found at: www.directlinegroup.com/investors 

Some elements of this report are subject to external audit as detailed in the Auditor’s report, which can be found on page 67. 
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Executive summary  

Section A – Business and performance summary 
The Group 
Direct Line Insurance Group plc’s mission is to make insurance much easier and better value for customers. We have shown 
ourselves to be a business that can deliver great things for our customers through our brands and at the same time deliver returns 
for our shareholders. The Group has multiple brands, products and distribution channels. Each enables customers to choose the 
appropriate cover to protect their cars, homes, holidays, businesses and pets.  

The Group delivered a strong performance in 2017, reflecting its success in satisfying customers and focussing on profitability 
and returns. There was strong growth in direct own-brands premiums and in-force policies as customers responded positively to 
the many improvements made in the business. 

Brands 
Direct Line has maintained its brand heritage of speed, simplicity and a common sense human touch. Products are sold by phone 
and online. Churchill is one of Britain’s most recognisable brands and markets products by phone and online, including price 
comparison websites ("PCWs"). Green Flag is a roadside rescue and recovery provider, which is sold as a standalone service 
and an additional optional product alongside motor insurance across all of the Group’s brands. Privilege targets customers who 
mainly buy through PCWs. Direct Line for Business is an extension of the Direct Line brand that markets a range of business 
insurance products over the phone and online. NIG is our commercial insurance brand dedicated to the broker market and is 
focused on a number of specialisms including small and medium size enterprises (”SMEs”), agriculture and real estate. Brand 
Partners is the Group’s partnerships arm, specialising in providing personal lines insurance and roadside rescue and recovery 
products to some well-known brands. 

Lines of business  
Motor 
The Group is Britain’s leading personal motor insurer measured by in-force policies1, mainly represented through its well-known 
brands Direct Line, Churchill and Privilege, and also through partners. The Group insures approximately one in six insured cars on 
the road in the UK, representing 4.0 million in-force policies. 

Home 
The Group is one of Britain’s leading personal home insurers measured by in-force policies1. The Group reaches its customers by 
selling home insurance products through its own brands, Direct Line, Churchill and Privilege, and its partners – RBS, NatWest 
and Prudential. 

Rescue and other personal lines 
The Group is one of the leading providers of rescue and other personal lines insurance in the UK with 7.7 million in-force 
policies2,3. This includes providing roadside assistance and recovery for customers through Green Flag, the UK’s third-largest 
roadside recovery provider2. The Group also offers customers protection for their holidays and pets and is the second-largest 
travel and the fourth-largest pet insurer respectively. 

Commercial 
The Group protects commercial businesses through its brands NIG, Direct Line for Business and Churchill, and through its partners 
RBS and NatWest. NIG sells its products exclusively through brokers operating across the UK. Direct Line for Business provides 
business, van and landlord insurance products direct to customers. Churchill sells business, landlord and van products direct to 
customers and through PCWs. 

Solvency II lines of business 
The policies underwritten by the Group are spread across the Solvency II lines of business including motor vehicle liability 
insurance, other motor insurance, fire and other damage to property insurance, general liability insurance, income protection 
insurance, legal expenses insurance, assistance and miscellaneous financial loss. 

Business performance in 2017 
On an International Financial Reporting Standards (“IFRS”) basis in 2017, underwriting profit from Ongoing operations for the 
Group was £256.9 million. The underwriting result (for both current and prior year), instalment and other operating income and 
investment income were all higher than 2016.  The underwriting performance was £308.9 million, a substantial increase over 
2016 due to the non-repeat of the Ogden discount rate change impacting 2016 profit before tax by £217.3 million. In 
addition, 2017 benefitted from its reinsurance programme which was fixed prior to the Ogden discount rate change and strong 
growth and improved margins in the Motor business.  Group profit before tax was £539.0 million reflecting a strong run-off result 
and a one-off charge related to the refinancing of debt in December 2017. 

Notes: 

1. Includes Direct Line, Churchill, Privilege and partner brands: RBS, NatWest, Prudential and Sainsbury’s © GfK Financial Research Survey (FRS) six months ending 
January 2018, 14,063 adults interviewed for motor insurance and 12,214 for home insurance. 

2. Mintel Vehicle Recovery – UK, September 2017. 

3. Mintel Pet Insurance – UK, August 2017 and Mintel Travel Insurance – UK, February 2017  
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Executive summary continued 

Section A of the SFCR has more information on the Group’s business and performance in 2017 – see pages 6 to 17 of this 
report. 

Section B – System of governance summary 
The Company’s board of Directors (the “Board”) has overall oversight of the management of the Group. A major focus of the 
Board continues to be maintaining high standards of corporate governance, which the Board seeks to achieve through the 
Group’s governance arrangements. The Board is committed to the principles of the UK Corporate Governance Code 2016 
issued by the Financial Reporting Council (the “Code”) and has complied with all of the principles of the Code throughout the 
financial year. The Board seeks to secure the long-term success of the Group and aims to deliver this by creating an open culture 
that encourages the Group to make decisions that are best for its shareholders and stakeholders. 

The Boards have resolved to approve and adopt a High Level Control and System of Governance Framework document as a 
statement of the governance structure and requirements applicable to each company and the Group. 

The Board has established a risk management model that separates the Group’s risk management responsibilities into Three Lines 
of Defence as follows:  

• the First Line of Defence is management who are responsible for owning and managing risks to achieve the Group’s business 
objectives on a day-to-day basis; 

• the Second Line of Defence is the Risk function which is responsible for the design and implementation of the Group’s 
Enterprise Risk Management Strategy and Framework (“ERMF”), and the provision of proportionate oversight of and challenge 
to the business’ management of risks, events and management actions; and 

• the Third Line of Defence is Group Audit, which is responsible and accountable for providing an independent and objective 
view of the adequacy and effectiveness of the Group’s risk management, governance and internal control framework. 

Section B of the SFCR has more information on the Group’s system of governance – see pages 18 to 33 of this report. 

Section C – Risk profile summary 
The following chart shows the UKI Solvency Capital Requirement (“SCR”) of £1,361million as at 31 December 2017, calculated 
using the approved internal model, by risk type.  The SCR for the Group as at 31 December 2017 using its approved model 
was £1,393 million. 

 
The risk profile of the Group has not changed materially over the reporting period.  

71% 

1% 

21% 

7% 

Underwriting risk

Default risk

Market risk

Operational risk
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Executive summary continued 

Underwriting risk is the risk that future claims experience on business written is materially different from the results expected, 
resulting in current year losses.  Underwriting risk includes reserve risk, catastrophe risk, the risk of loss or of adverse change in 
the value of the insurance liabilities resulting from significant uncertainty of pricing, underwriting and provisioning assumptions.  

Market risk is the risk of loss resulting from fluctuations in the level and in the volatility of market prices of assets, liabilities and 
financial instruments.  

Operational risk is the risk of loss due to inadequate or failed internal processes, systems, human error or from external events. 

Credit risk is the risk of loss resulting from default on cash inflows and / or changes in market value of issuers of securities, 
counterparties and any debtors to which the Group is exposed.  

Section C of the SFCR has more information on the Group’s risk profile – see pages 34 to 41 of this report. 

Section D – Valuation for solvency purposes summary 
In accordance with the Solvency II requirements, the Group values all assets and liabilities on the balance sheets of the Group 
and its regulated entities at fair value, which represents an amount for which they could be exchanged between knowledgeable 
willing parties in an arm’s length transaction. Goodwill and intangible assets are valued at zero. 

An analysis of the Solvency II material classes of assets and liabilities is provided in sections D.1 and D.3 respectively. Section D 
details the recognition and valuations bases, the judgements and any assumptions made, including sources of estimation 
uncertainty applied for Solvency II, and compares these with judgements and assumptions made in the preparation of IFRS 
financial statements. 

Section D.2 describes the bases, methods and assumptions for the valuation of Solvency II technical provisions, including the 
estimation uncertainty, and compares these with the bases, methods and assumptions used in the preparation of the IFRS financial 
statements.  

A summary of the Solvency II balance sheets for the Group and its regulated subsidiaries is set out below:  

 Group UKI CIC 

As at 31 December 2017 £m £m £m 

Total investments 6,551.9 6,326.1 17.7 
Property, plant and equipment held for own use 58.7 – – 
Reinsurance recoverables 1,136.1 1,120.2 28.8 
Insurance and other receivables 243.0 168.0 1.0 
Cash and cash equivalents 258.0 245.1 – 
Deferred tax assets 41.9 – – 
Other assets  73.5 – – 
Total assets 8,363.1 7,859.4 47.5 
    
Technical provisions 5,205.8 5,185.1 33.5 
Provisions other than technical provisions 74.2 31.7 – 
Deferred tax liabilities – 13.2 0.1 
Derivatives 12.0 12.0 – 
Debts owed to credit institutions 54.1 48.6 – 
Insurance and other payables 289.7 307.5 0.6 
Subordinated liabilities 264.8 529.6 – 
Total liabilities 5,900.6 6,127.7 34.2  
Excess of assets over liabilities 2,462.5 1,731.7 13.3 

Section D of the SFCR has more information on the Group’s valuation for solvency purposes – see pages 42 to 52 of this report. 
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Executive summary continued 

Section E – Capital management summary 
In June 2016, UKI, the Group’s principal underwriter, received approval from the PRA to use its Internal Economic Capital Model 
(“IECM”) which forms part of a Group-wide Partial Internal Model (“PIM”) which has been in use from the same date. 

The Group aims to manage its capital efficiently and generate long-term sustainable value for shareholders, while balancing 
operational, regulatory, rating agency and policyholder requirements. The policies and processes that the Group adopts to 
manage its own funds to mitigate the risk of breaching regulatory and internal capital adequacy are described in the Group’s 
Capital Management Minimum Standard. 

The SCR coverage ratio was as follows for the Group and regulated entities: 

 Group UKI CIC 

As at 31 December 2017 £m £m £m 

Solvency capital requirement 1,392.7 1,361.5 1.7 
Capital surplus above solvency capital requirement 906.0 599.8 11.6 
Capital coverage ratio (%) 165% 144% 771% 

Section E of the SFCR has more information on the Group’s capital management – see pages 53 to 64 of this report. 

Reconciliation of excess of assets over liabilities to own funds 
 Group UKI CIC 

As at 31 December 2017 £m £m £m 

Excess of assets over liabilities 2,462.5 1,731.7 13.3 
Foreseeable dividends (390.7) (300.0) – 
Own shares1 (38.0) – – 
Less deferred tax assets (41.9) – – 
Excess of assets over liabilities (Tier 1)  1,991.9 1,431.7 13.3 
Subordinated liabilities (Tier 2) 264.8 529.6 – 
Deferred tax assets (Tier 3) 41.9 – – 
Own funds 2,298.6 1,961.3 13.3 

Note: 

1. Own shares (held directly) for employee share trusts form part of Tier 1 own funds and are included within assets on the Solvency II balance sheet. 

Material changes 
There have been no material changes to the business and performance, system of governance, risk profile, valuation for solvency 
purposes or capital management over the reporting period. 
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