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- Strategic report
For the year ended 31 December 2019

" 'The Directors present their suategic report ot the year ended 31 December 2019,
Activities ana business review
Activity

The principal accivity of Chuchill Inswiange Company Limited {the “"Company™) continues (o be the provision of general
insurance, in so far as it relates to the handling and flinal secdemeit of outstanding motor claims. The Company ceased
underwriting acsivities on 10 Lecember 201, Om_o all motor claim lmbmueq have beein qenled the Company w:ll cease
tracling activives. . .

The Company i'm member of the Direct Line Group (the “Croup”) headed by Direct Line Insurance Group plc ("DLIGT).
The Company is a subsidiary of U K insurance Limiced {"UKI"). The Group provides the Company with access to all Crdup .
central resowces and provides policies in key areas such as finance, risk, human resources and environmental maters.
Key performance indicators across the Group taken as a whale are referred ta in the DLIG Annual Report and Accounts
2019 {"DLIG annual report”) and accordingly for an understanding of the Company's development, berformance or
position of the business, please refer 1o the.DLIG annual report, alonysidle the Review of the year section below. Copies
can be obiained from Direct Line Group Company Sacretariat, Churciill Court, Westmoreland Road, Bromley, BRI DR,
the Registrar of Companices or through the Croup's website at www directlinegrow couk

The Company is authorised by the Prudential Regulation Authority {"PRA") and regulated by the PRA and the Financial
Conduct Authority {"FCA”), .

Review of the year
Business review

The DlreC(OIS are sacisfied with the Companys performance dunng the year. The Company connnued to assist the
Group in delivering is key priorities.

Financial performance
The Campany's financial perfarmance is presented in the profit and loss account on page 13.

The loss for the year was £16,000 (2018: profiz of £374,000). The remaining claims 1o be settled by the Company are large

bodily injury claims, which are subject o both favourable and unfavourable volatility, due 6 the complex nature and
timescales over which such claims are handied. A sigrificant proportion of outstanding claims are settied by means of

court-awarded periodic payment orders ("PPOs"). .

No interim diviclend was paid during the financial year ended 31 December 2019' (2018: £nil). Thle Directors do not
recommend the payment of a finat dividend. {2018: £nil). .

At the end of the year, the balanre sheet showed 1otal assets of £41,685,000 (2018: £42,561,000), including cash ai bank
and in hand of-£17,316 000 (2018: £17,251,000). Total capital and reserves were £13,138,000 (2018: £13,154,000).

The Company's solvency capitat requiremem ('SCR") has been calculated as £0.8 million {2018: £0.9 mitlion) using the
standard formula approach, However, the absolute floor of the minimum capital requirement {*"MCR"} specified in the
Solvency !l Directive is €3.7 million {£3.2 million at 2012 exchange rates) (2018 €3.7 million (£33 million a1 2018 exchange
rates)). As a result of thig, the Company's MCR is £2.4 million (2018: £2.4 million) hngher than its SCR. The Company has a
capital surplus of approximately £13.2 mitlion {2018: £12.8 niiltion) above its SCR and £10.8 mllhon (2018: £10.4 mulhon)
above its MCR at 31 December 2019.

Principal risks ana uncenaimtes
The Company's risk managémem objectives are set out in note 3 1o the financial statements.

Brexit

The Company prepared for the possibility of a disruptive Brexit. The UK left the EU on 31January 2020. The werms, if any,
of any future tading relationship between the UK and the EU are not yet known and there remains uncertainty and the
possibility of disruption, particularly at the end of the implementation period. The Company is predominantly a UK
business, and has minimum exposure 1o the EU. The Group has been monitaring events carefully and has proactively
1aken steps 10 mitigate the likely impact on the Group and the Company to the extent it is considered appropriate and
proportionate 1o do so, given the considerable uncertainties; however, in the event of a disruptive end 1o the
implementation period the Company will not be immune. For more information, please refer to the DLIG Annual Report
and Accounts 2019, . .
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-Strategic report
For the year ended 3) December 2019

Sectlon 1720 Q!a(ément

The Cioup is a leading motor, home and commercial insurer which depends on the trust and confidence of, and the
quality of its engagement with, its stakeholders 1o operate sustainably in the long term. It seeks 10 put its customers’
bost interests first, invests in its employecs, supports the communities in which it operates and strives to generate
susiainable profits for shareholders. The principal activity of the Company is the provision of general insurance, in so far
as’ic relates o (he handling and final sewlement of oucscandmg maotor claims.

- The DlleClOls of the Company have acted in accord'mce with their duties codified in law, in parucular their duty a act in. 1
the way in which they consider, in good faith, would be most likely to promote the success of the Company for the .

" benefit of its members as a whole, havmg regard 1o the stakeholders and matiets set out in section 172(1) of the
Companies Act 2006. : o ’

The Directors of DLIG, the ultimate parent entity of the Group, are also the Direciors of the Company. Except in cases in
which a decision relates solely to the Company, such as arrangements for the Company’s policyholders or the adoption
of new Articles of Association, the debates and decisions of the Directors concern both caompanies. The Croup's
governance framework, which is cangistent with the 2018 UK Corporate Governance Code, applied to the Company

. during the year, Further information about the Group's governance arrangements can be found in DLIC's annuat teport
-and financial statements for the year ended 31 December 2019 on page 90. The Company relies on resaurces made
available by the Group including staff and suppliers who are respectively employed and contiacted by a fellow
subsidiary undertaking, DL Insurance Services Limited. Disclosures relating 1o employees, suppliers, customers and
others may be found_in the financial statements of DL Insurance Services Limited and the DLIG's Annual Report and
Accounts for the year ended 31 December 2019,

The Croup’s vision, purpose and values are set aut in the Strategic Report of DLIG for the year ended 31 December 2019
on pages 20 and 21 and further information on the Croup's five- plllar susta:nablhly strategy, which includes
engagement with ‘the community and protection of the environment and which apphes 1o the Company, can be found
on pages 59 1o 73 in DLIG’s 2019 Atwnual Report.

The Directors consider the likely consequences of any decision in the long-term. Each company within the Croup is

". bound by Group palicies consistent with the Graup's culture in alt key areas including supplier management and
outsourcing, custemer conduct, human resources and the environment. Croup policies and minimum standards
applied by the Company during the financial year included, for examgle, the capital management minimum standard
1o which the Directors adhered when making decisions concerning the Company's solvency capital requirement

" {*SCR"). Further information on the Company's SCR can be found on pages 2 and 23.

The Directors and management operate the business in a responsible manner with the aim of ensuring that the
Company malintains a teputation for high standards of business conduct and good governance. Each year, the Directors
of DLIC, who are also the Directors of the Company, review the Group’s Code of Business Conduct which embodies the
Croup's culture, purpose and values. The Code of Business Conduct provides guidance to the Group's employees and
contractors on the high standards of profeséional and ethical conduct expected of them and aims 10 preserve the
Craup's and the Company's reputation for high standards of conduct. Informatian on the Gtoup's Ethical Code for
Suppliers can be found in the DLIC’s annual report and financial statements for the year ended 31 December 2019 on
page 67. . . '

- Oudook ".

High level suategies of the Group are detesmined by the Board of DLIG and these ate shown in the DLIG annual report
for the year ended 31 December 2019. The Directors cons-der that the (‘ompany s principal activities will continue
unchanged for the foreseeable futu:e

-Approved by the d of Directors and signed on behalf of the Board by:

’ M

Director -

19 March 2020
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Directors’ report
For the year ended 31 December 2019

~.The Direciors present (their Annual Report and the audiled financial statements for the year ended 31 December 2019.

The Company has chosen, in accordance with section 414¢{l}) of the Companies Act 2006, and as noted in this Ditectors'-
repon, 1o include certain additional rmauers in its strategic report that would otherwise be required to be dlsclosed in
this Directors' report,

Directors ang Secretary
The names of the present Direcrors and Lhe COmpany Secfetaly appear on page L.

Ftom 1January 2019 10 da(e the ful)owuu; changes have taken place:

Director . . Appom(ed Resigned

T W tarris ‘ 1October 2019

P R Ceddes : c o 9 May 2019

MA I'-Iolliday~Wiliiams i . 30 June 2019 g

C 1z Thompson ' . ’ 3 May 2019 -

Golng concern

Having made due enquiries, the Directars reasonably éxpect that the Company has adequate resources to continue in
operational existence for at least 12 months from the date of approval of the financial statements. The Dueciors

. reasohably expect that, although the Company has ceased underwriting activities, there will still be claims handling
activities underiaken over the next 12 months. Accordingly, the Directors have adopted the going roncern basis for the
far eceeable future in preparing the financial statements.

. Employees

All siaff are employed by a fellow subsidiary undertaking of DLIG, DL Insurance Services Limited. Disclosures relading to
employees may be found in the annual report and financial statements of DL Insurance Services Limited.

Disciosure of information to the Aualtor
Each person who is a Director of the Company on the date of approval of this report confirms that: -

a) sofarasthe Director is aware, there is ho relevant audit information, being informarion needed by auditors in
connection with preparing their report, of which the Company’s Auditor is unaware; and .

b) each Director has tiken all the steps that they ought to have taken as a Director in arder to make themselves
aware of any relevant audit information and to establish that the Auditor is aware of that information.

This confinmation is gwen and shall be interpreted in accordance with the provisions uf section 418 of the Compames
Act 2006.

Aualtoi- )

Deloitte LLP has expressad its willingness 10 conunue in office as Auditor and itis the intention of the Directors ta
reappoint Deloitte LLP under the deemed apponn:ment rules of section 487 of the Companies Act 2006,

Directors’ inaemnities

DLIG has made qualafymg whird- pany ptovisions fOl the benefit of the Dlrectors of (he (.ompany which remain in force at
the date of this repon
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Directors’ report:
For the year ended 31 December 2019

Statement of Directors’ responsibliities

1 he Directois are responsible for preparing the Annua! Repon and the ﬁnancml statements in accordance with
applicable law and regulations.

Company law requires the Directors (¢ prepnm financial staterments for each financial year, Under that law the l)uecwrs
have elected to prepare the financial statements in accordance with.United Klngdom Gencrally Accépred Accounung
.. Practice (United Kingdom Accounting Standards and applicable law), including FRS 101 “Reduced Disclosure
) Framework”, and applicable law. Under company | Iaw the Directors must not apptove the hnunc*al 'swcements unless
they are satisfied that they give a vue and fajr view of the stae of affails of the (‘ompany at u\e ©nd of che year and the
profit ar foss of the Company for the financial year. in preparing these financial statements the Directors are required to:

e« select suitable accou|1lil1g paolicies and then apply them consistently;

+  make Judgements and nccounung estimates thatare reasonable and prudent;

. ' state whether applicable United Klngdom standards, comprising FRS 101 have been followed ‘iUbj(‘(‘[ toany-
material deparwres disclosed and explained in the financial staterments; and

¢ prepare the nnancral statements on the going concern basis unless it is inappropriate o presume lhal the
Company will continue in business.

. The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Company's uansécxions and disclose, with reasonable accuracy, the Company's financial position at any ume;and
..enable them o ensure the financial statements comply with the Companies Act 2006. They are also responsible for
safeguarding the Company's assets ahd, hence, taking reasonable steps to prevent and detect fraud and other

megulanues

Approved by the Board of DTfectors and signed on behalf of the Board by:

4 ‘
< TW Harris
Direcior .

19 March 20_20
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Inaepenaent Auditor's report 1o the members of Cnurchill Insurance Company

Limitea
For the year ended 3 December 2019

Report on the audit of the financial statements

1. Opinion
In our opinion the financial statements of Churchill Insurance Company Limited (‘the Company’);

» give a vue and fair wew of the state of the Company s affaiis as at 31 Decembel 2019 and of its loss for the year then
ended; .

¢ have been properly prepared in acoordance wnth United Kingdom Generally Accepted Accounting Pracuce
unc_ludrng Financial Reporting Stanclard 101 Reduced Disclosure Framewark"; and

. have been prepared in accordance with the requuemems of the Companies Act 2006.
We have audited the financial statements which comprise:

the profit and loss accoum; . C . .

the balance sheet; )

the statement of changes in equity, and

the related notes 110 10, excluding the capital adequacy disclosure in note 3, calcula(ed .n accordance with the
Solvency Il regime, which is marked as unaudxted

The firancial reporting framework that has been applied in their prepéra[ion is applicable law and United Kingdom
Accounting Standards, including Financial Reparting Standard 101 "Reduced Disclosure Framework”,

2. Basis for opinion

We conducted our audit in accordance with International Standards an Auditing (UK) (ISAs (UK)) and applicable law.
Our responsibilities under those standards are furither descn ibed in the auditor’s reqponmblilues for the audlt of the
financial statements section of our report. :

Y i T e
We are independent of the company in ‘accordance with the ethical requurements that are relevant 1o our audlt of the
financial statements in the UK, including the Financial Reporting Councii's (the FRC's) Ethical Standard as applied 1o
publici interest entities, and we have fulfilfed our other ethical responsibilities in accordance with these requirements.
We confirm that the non-audit services prahibited by the FRC's Exhical Standard were hot provided to the company.,

We believe that the audit evidence we have obtained is sufficient and appropriate 10 provide a basis for our, dpinion,
: \

3. Summary of our audit approach

Key audit maniers - The key audit matter that we have identified in the current year isthe valuauon of the
© oustanding claims reserves.

This key audil matter is consistem wilh that identified in the prior period audit.

Mareriaiity The materiality that we used was £853 000, which approxvmales 3% of insurance labilities.
Scbping . Audit work 1o respond to the risks of material misstaternent was pe(formed dvrectly by the
: . audit team .

Significant changes in There haye beén no significant changes in our approach.

our approach

4. Conclusions relating to going concern

_“ -
We are required by {SAs (UK)'IO report in respect of the following matters where: We have nathing to report

NS : . . L . in respect of these matters.
s Lhedirectors’ use of the going concern basis of accounting in preparation of the : .

financial statements is not appropriate; or

e« thedirectors have not disclosed in the financial statements any identified
material uncertainties that may cast significant doubt about the company's
ability 1o cantinue o adopt the gding concern basis of accounting for a period
of at least iwelve months from the date when (he financial statements are
authorised for issue.
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Inagepenaent Auaitor's report to the members of Cnurcnill lnsurance Company

Limiteqa
For the year ended 31 December 2019

5. Keyaudlt matters - L

Key audit matters are those matters that, inour profes-;lonal judgement, were of most significance in our audit of the
financial statements of rhe current period and include the most significant assessed risks of material migstatement
{whether or not due 1o fraud) that we identified. These matters included those which had the greatest effect on: the
overall audit strategy, the allocation of resources in the audit; and dlrecting the cfforts of the engagement team,

.These matuers were addre%ed in the con(ext of our. audut ‘of-the financial statements as a whole and in forming our
opinion ther eon, and we do not provide a separa!e opamon on these matters,

5.1 Valuartion of omsranolng claims reserves

Refer to page 16 (Accounting Policies) and note 9 1o the Financial Statements

Key aualt mauer ~ The principal activity of the Company relates to the handling and final settlement of

description - outstanding claims. The Company ceased underwriting activities on 10 December 2011, The
valuation of these outstanding clalms reserves has a material impact on the financial
statements, with these liabilities totalling £ 28 Srn million {2018: £29.0 million) as detailed in
note 9,

The majomy of the outstanding claims in th company are settled PPOs. These Inabmues
total £26.2 million on a discounted gross basis as detalled in note 9 which is 92% of the
butSlandmg claims reserves. We have refined our key audic matier to relate ta the
assumptions used in the valuation of seutled PPOs. PPOs are sensitive 10 the choice of

. ) inflation and discount rate used, with small rate changes resulting in materlal valuation
differences, The significant judgement exercised by management in setting the inflation
rate of 4% (2018: 4%) and discount rate of 4% (2018:4%), increases the suscepubnlny of 1he
balance to material misstatement due to error and fraud. . .

" How the scope of our We have gained a detailed understanding over Management's broc&ss for setting these

audit respongegd to the assumptions and assessed the design and implemenzation of key governance controls
Key audit maaer surrounding the setting of the PPO inflation rate and discount rate. In order 10 gain

assurance over the completeness and accuracy of source data used in the Company's
actuarial caiculations in performing their work, we have tested the operating effectiveness’
of data reconciliations controls and performed reconciliations on the data back m the
financial ledger.

. We'have worked with our actuarial specialists 1o

o review and challenge the Company's PPO inflation assumption througlh
inguiries with the Actuarial Directar, reviewing relevant supporting
documentation and benchmarking against market economic data, including
the potential risk of increased claims inflation caused by Brexit; and -

) « challenge the consistency of the approach with that used in the 2018 year end
. . valuation and the appropriateness of maintaining that approach in hglu of the
current economic climate and market benchmarking. .

Key abservatons ~ We have determined the estimate for the oulsxanding claims reserves 1o be reasonable
based on the information available to management. The inflation and discount rate
assumptions used in the calcutartion of the PPQO claims reserves are in the middle of a
reasonable range. -
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ingepenaent Auaitor's report 10 tne members of Cnurchil Insurance Company -
Limitea

For the year ended 31 December 2019
6. Our apptication of mareriality

6.1 Materiatity

We define marteriality as the magnitude of misstatement in the financial statements that makes it probable that the
cconomic decisions of a reasonably knowtedgeable person would be changed or, lnlluenced We use materiality both in
planning the scope of our audll work and in evaluaunq the lesulls af our work.

Based on our professional judgemem. we determined materiality for the financial statements as a whole as follows;

Materlatity £853.000 (2018: £869,000)
Basis for . Materiallty was determined a5 approximately 3.0% (2018: 3.0%) of insurance liabilities.
aetermining k :

~ materiality

Rationale for the Wa deterimined thas the critical benchmark for the Company was outstanding insurance
penchmark appitiea  liabilities. This measure is the total of insurance liabilities, including both claims reported and
. clalms incurred but not reponed

We considered this measure 10 be suitable because the Company is an insurer in run-off, As
such, neither revenue nor profit measures would be appropriate given that no business is being
written. Given that the Company’s principal activity is the handling and final seulement of
outstanding claims, we expect that insurance reserves will be the bcnchmark of Mmost
impotrance to users,

6.2 Performance materlauty

- We set performance materiality at a Jevet lower m.;n ‘matetiality to reduce the probabmty that, ln aggrega{e

uncorrected and undetected missiatements exceed the rateriality for the financial statements as a whole.

Performance materiality for the company was set at 70% of company matenahty for the 2013 audit {2018; 70%}. In

determining performance materiality, we considered the folluwmg factors: .

*  We have audited the Company for a number of years and so have knowledge of both the Companyand the
environment it operates in;

«  Our ability 1o rely on conurols over a number of significant business processés;

e Our past experience of the audit, whicly has indicated a low humber of corrected and uncortected misstatements
identified in prior periods; and

=  Misstatements noted in priar periods have not been indicative of deficiencies in internal control and sothereisa
low likelihood they will occur in the current period.

6.3 Error reporting threshold

We agreed with the Audit Committee that we would report 1o the Commitiee all audit differences iin excess of £42,650
(2018: £43,450), as well as differences below that threshold thar, in our view, warranied reponing on qualitative grounds.
‘We also report to the Audit Committee on disclosure mauters that we identified when assessing the overall presentation

of the financial statements.

7. An overview of the scope of our audit

7.1 Scoping

The scope of cur audit was determined by obraining an understanding of the Company and its environment, including
Internal conurol and assessing the risks of material misstatement. We also repart to the Audit Commitiee on disclosure
tnauers that we identified when assessing the overall presentation of the financiai statements,
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lnaepenaent AUGIIOI‘ s fFeport o tne memoers of Cnurcnm Insurance Company

Limitea
For the year ended 31 December 2019

7.2 Our consiaeration of the control environment

Business processes and flnancial repordng controls

mn planning our 2019 audit we identilied 4 business cycles that were material 1o the Companys ﬁnancml reporting
processes. These cycles spanned the Company's manerial transactions and account batances including the invesuments,
cash, claims and part of the reserving cycle relating to reconciliation of data, and we intended to 1ely on the business
controls associated with all of these cycles. Having completed our testing aver the operating effectiveness of business
conuols associated with these cycles, through a combination of current period testing ahd reliance on prior per iad
wesng, we concluded that we were abie 1o rely upon the business controls associated Wl[h all 4 cycles.

IT Comrols

In planning our 2019 auditwe identified a number of systems that were material to the Company's linancial reporting
processes, Thase systems handled data relating to claims, and we intended to rely on the [T and business controls
associated with these systems. Having worked with our in-house (T specialists 1o assess the operating effectiveness of
the IT controls associated with these systems, as well as the wider general IT control environment across the Company
we were able to rely upon the IT conurols associated with alf materlal systems identifled.

8. Otner information

The diréctors are responsible for the ather information. The other information comprises the information included in the
annual ueporr ather than the financial statements nnd our auditor’s report thereon. .

Our opmlon on the financial statemems does not cover the other information and, except o the extent otherwlse
explicitly stated in our report, we do not express any form of assurance conclusion thereon

- In connection Wi{h our audit of the !’nanclal statcmcnls our responsibility is 1o read the mher mlormauon and, in doing
s0, consider whether the other information is materially inconsistent with the r nancnal statements or our knowledgo
obtained in the audit or otherwise appears to be matenally misstated. N .

1f we identify such material inconsistencies or apparent macerial mlsstatempns we are required to determine whether
there is a materlal misstatement in the financial statements or a material misstatemient of the other informarion. If,
baseci on the work we have perfarmed, we conclude that thereisa malenal misstatement of this other mformauon we
are requ:red to report that fact

We have nothing 10 report in respect of these mauers.’

9. Responsibiiities of directors

As explained more fully in the directors’ responsibilities statement, the directors are responsible lor the preparation of
the financial statements and for belng satisfied thal they give a true and fair view, and for such internal caontrol as the
direciors determine is necessary 1o enable the preparation of financial statements that are free from materiat
misstaternent, whether due 1o fraud or error.

In preparing the financial stateméms, the directors are responsible for assessing the Company's ability 1o continue as a

" going concerh, disclosing as applicable, matters related 1o going concern and using‘ the going concern basis of *
accouniing unless the' dnrecwrs either imend to liquidate the company or to cease operations, of have no realistic
alternative buttodo so.’

10. Auditor's responsibpilities for the auait of the financial statements

Qur objectives are to abtain reasonable assurance about whether the financial statements as a whole ave free from
material misstarement, witether due to fraud or error, and to issue an auditor's report thar includes our opinion.
Reasonable assurance is a high level of assurance, butisnota guarainee thatan audit conducted in accordance with
ISAs (UK) will always detect a material misstatement when it exigts. Migstatements can arise from fraud or errar and are
considered material if, Individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users.taken on th¢ basis of these financial statements.

Details of the extent 1o which 1he audit was considered capable of detecting irregularities, »ncludmg fraud and non-
compliance with iaws and regulations are set out below -

A further description of our responsibilizres for the audr: of the financial statements is located on the FRC's website at:

www.lre orguk/auditorsresponsibilicés. This description forms part of our auditor's report.
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Independent Auditor's report 1o tne members of Cnurcnm lnsurance Company
Limictea
. For the year'ended 31 December 2019

" 1. Exxent to which the audit was considerea capablte of detecting irregularities, incluaing
fraua

woe identily and assess the risks of material misstatement of the financial statements, whether due to fraud or ervar, and
then desigh and perform audit procedures responsive 1o those risks, including obtaining audit evidence thatis
sufficientand appropriate to provide a basis for our opinion.

ni Iuentlfylng ana assessing potentlat risks reiated to Irregunarities

In |denuf,t|ng and agsessing risks of material misstatement in réspect of lrregularmes inciuding fraud and non- .
comnhancp with laws and regulations, we consiclered the following: ’

e the rnlure of the industiy and sector, control environment and business performance including the design of
the Conpany’s remuneratian policies, key drivers for directors’ remuneration, bonus ieveis and performance
argets;

+ the Company's own assessiment of the risks that irregularities may ccqur elther as a result of fraud or errot that
was approved by the Board Risk (.om|mttce of the parent company, Direct Line Insurance Group plc, on 6
February 2020, :

s results of our enguir| ies of management, internal audit, and the audit comimittee about their own |denurcatson
and assessment of the risks of irregularities;

e any matrers we idencifi ed having obrtained and reviewed the Company s dlocumentation of their policies and
proccdures relating tor
- identifying, evaluating and complying with laws and regulations and whelher they were aware of any
nstances of non-compliance
- detecting.and responding to the risks of fraud and whether they have knowiedge of any actual,
© suspeced or alleged fraud;
- theinternal controls established 10 mmqate risks of fraud or non-compﬁanre with laws and
' regulations: and .

» the matters discussed among the audit engagemem team and involving refevant internal specuahs:s
including tax, valuations, pensions, IT and industry specialists regarding how and where fraud might occur m
thefi nanmal statements and any poiental indicators of [ raud

As a result of these. procedures, we . considered the opportunities and incentives that may exist within the orgarsisation
for fraud and identified the greatest potential for fraud in retation 1o the valution of outstanding clhims reservesducto
the estimates and Judgemems exercised by management, In common with all audits under I1SAs (UK), weé ate aiso
required o perform specific procedures to respond to the risk of management override. )

We also obrained an understanding of the legal and regulawry framework that the Company operates in, focusing on

provisions of those laws and regularions that had a direct efféct on the determination of material amounts and
disclosures in the financial statements. The key laws and regulations we consideted in this context included the UK

" Companies Act and tax legisiation. In addition, we cansidered provisions of other laws and regulations that do not have

a direct effect on the financial staternents but compliance with which may be fundamental 10 the Company's ability to

operate or 1o avoid a material penalty. These inciuded the Company's operating licence and regulatory solvency

requirements, such as those under the relevant Solvency H requirements and those requued by the PRA and FCA

12 Auuit response 10 risks |uentlﬁeu

As a result of per[orming the above, we identified valuation of outstanding claims 1eserves asa key audit matuer. The
key audit matters section of our report explains the matter in more detail and also describes the specific procedures we
performed in response 1o those key audit matters,

In addition to the above, our proéédures w respond to risks identified included the fallowing:

« reviewing the financial statement disclosures and resiing 10 supporting documentation 1o assess compliance :
ith provisions of relevant laws and regulations described as having a direct effect on the financial statements;
» enquiring of management, the audit committee and in-house legal counsel concerning actual and potential
- litigation and claims;
"o  performing snalytical procedures o identfy any unusual or unexpected relauonshlps that may indicate risks of
material misstatement due to fraud;
* ieading minutes of meetings of thosg charged with governance, reviewing internal audit repors and
reviewing correspondence with HMRC, PRA and FCA, and
« inaddressing the risk of fraud through management override of comrols testing the appropriateness of
Jjournal enuries and other adjustuments; assessing whether the judgements made in making accounting
estimates are indicative of a potential bias; and evaluating the business rationale of any significant transactions
that are unusual or outside the normal course of business, ‘

- 10
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' lnaepenaent Augitor” s report 10 the members of Cnurcnin lnsurance Company

Limitea
For the year ended 31 December 2019

i

Woe .aiso communicated relevant identified laws-and regulations and potential fraud risks to all engagement team
‘members including internal specialisis, and remained alert o any indications of Iraud or non complmnce with laws and
rcqu!auons throughout the audit.

Report on other legal ana reg_utat__ory requirernents
' 12. Opinions on-other matters prescribed by the Compariies Act 2006
In our opinion, based'on the work undertaken in the course of the audic

s .theinformation given in thc strategic report and the direclors’ report for the fnancial year for which the fnnanctal
‘statements are prepared is consistent with the financial statements; and
. the strategic report and the dnectors report have been prepared in accordance with apphcable legal .
requirements. . .

Ih the light of the knowledge and understanding of the company'and its environment obtained in the course of the
audit, we have not identified any material missxatemems in the strategic report or the directors’ ieport.
13. Matters on which we are required 1o report by exception
13.1 Adequacy of expianations received ana accounting records
Under the Companies Act 2006 we ate required (10 report ta you'if, in our opinion:

»  we have not received all the information and explanations we requue for our audit; or

o adequate accounting records have inot been kept by the Company, or returns adequate for our audit have not
.. -been received from branches not visited by us; or

« the Company’s financial statements are not In agreement with the accounting records and retums

Weé have nothing to report in respect of these matters.

13.2 Directors’ remuneration

Under the Companies Act 2006 we are also recjuired to |ep0n ifinour opinion certain disclosures ofduectors
remuneration have not been made.

We have nothing w report in respect of these mauers.

14. Other mauers
141 Auagitor tenure

Following the recommendation of the audit commiltee of Royal Batk of Scotland.Group plc {"RBSG"), which at the time
owned Direct Line, we were appoinied by the Board of Direcrors of RBSG on 21 March 2000 10 audit the financial
statements for the year ending 31 December 2000 and subsequent financial periods. When the Group became
independent of RBSC the Croup’s Board ieappointed us to audit the newly demerged Direct Line Insurance Croup,
including Churchill Insurance Company Limited. Taking into account our service 1o predecessar organisations, the
period of total uninterrupted engagement including previous renewals and reappointments of the firm is 20 years,
covering the years endmg 31 December 2000 o 31 Becember 2019, Under the Companies AC[ 2006, the last fi nancml
year of our maximum engagement period is the year ending 31 December 2023,

14.2 Consistency of the audit report with the aaditional report 10 the audit committee

Our audit opinion is consistent with the addinonal reporl to the audit committee we are required 10 prowde in
accordance with 1SAs {(UK). .
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Inaepenaent Auaitor S report 1o tne members of Cnurchin Insurance Company

Limitea
For the year ended 1 December 2019

15. Use of our report

This repart is made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the
-Companies Act 2006. Our audlit work has been undertaken so that we might state o the company's members (hose
matters we are required 1o state to them in an auditor's report and for no other purpose, To the fullest extent

permited by law, we do-not accept or assume responsibility to.anyone owher 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.

N
~

;\""'\

VN
(L Wu\)
Colin Rawlings FCA (senior statutory auditor)
For and on behélfcf Deloitte LLP
Senior Statutory Auditor.

Lonclon, United Kingdom

19 March 2020

K

2

Y



Cnurchii Insurance Company Limitea - , : : 02258947

Profit and Ioss account .
For the year ended 31 December 2019

2019 2018

Technical account ~ generalbusiness ~ ; Notes = £000 £000

Claims incurreq, net of reinsurance ) ’ '

Claims paia - i A ' ' v

Gross amount v . . : ) ' T 147 " 1,510
.. Reinsurers’ share : ] . ' 37 759

oNevclaims paid oo il et L e : : : Sy {58) .

_ Change in the provis:on for claims . ’ : ¥ : i

Cross amount -+ : ' . s 532 5522

neinsbrers' share S . ) g : {677) {4,805}

Net change in provision for claims : ) : - {145) 917

Claims incurred, net of reinsurance o o {150) 366

" Balance on the technical account for general business ~ transfetrea o non-tecnmcal .

account {150y 366

Non-tecninical account - general business . _ )

Investment income : : . : 4 130 .96

tLoss)/profit on orginary activities before taxation - ) " 20) . 462

Tax on profit on ordinary activities : ) 6 4 (88)

4Lom)/prof tand \'.Olal comprenensive lncome for the year . ’ ey - 374

There: were no items of other complelwnswp income in the year :hcteroro no separate stalemenr of complehenslve
income is required.: - -

The auached notes on pages 16 10 25 form an integral part of these financial statements.

13
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Balance sheet - : C
As at 31 December 2019

— o — ,’?OIB'
Notes £000 £000

Assers e

- Reinsurers’ share of technical pravisions
Claims outstanding S ’ - e 23770 24447
Debrtors ‘
Dabtors arising out of reinsurance aperations : . 585 852
Current tax asset : : ' ' 3 -
Other debiors ‘ ' = . 4 . n ]
Total gebrors . 599 863
Otner assets . . .
Cashatbankandinhand = : .. V1316 17,251
Total assets ' ) ] ) . ‘ 41,685 42561
Liapiiities )

. Capital ana reserves .
Profit and icss account . ) ' 13138 - 13,154
Snarenoiders’ funas - o i 13138 13,154
Technical provisions
Claims ourstanding ' : . 9 28,457 - ' 28989
Provislons for omég risks )
Provision for deferred tax ' ) 6 1 1
Crealtors

" Other crediters including taxation and social securlty ) 10 - 89 417
Totai Habitities | 41685 42,561

The Company has 100 issued and fully paid £1 ovdinary shares.
‘The attached notes on pages 16 10 25 form an integral part of these financial statements.

The financial statements were approved by the Board of Directors on 19 March 2020. They were sicined on its behalf by:

/(/\’
T W Harris
Directar

14



Cnurchill Insurance Company Limitea .

- Statement of changes in equity
For the year ended 31 December 2019

02258947

15

Total
Retwdined  shareholder’s
earnings equity
] . £000 £000
_Balance at 1 January 2018 12//80 127780
. Profit for the year 374 3974
. Balance at 31 December 2018 1154 15154
Loss for the year 06) . e
Balance at 31 December 2019 13,138 13,138
The attached notes on pages 16 to 25 form an integral part of these financial statements. )
'Total changes in equity for the year were entirely attributable to the equity shareliolder of the Company.
{
/
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Notes to the financial statements
For the year ended 31 December 2019

-1, Accounting polticies
1.1 Basis of ’reparation

The Company's flinancial statements are prepared in accordance with Financiat Reporting Standard 101 ‘Reduced
Disclosure Framewor k' ("FIIS 1017), The fi n'-\nci'al staremeits are prepafed on a historical cost basis. .

The Company. is incorporated and domlcaled in the UK and rpgmemd in !:ngland and Wales. The Company is bimited by
shores.

in preparing these financial statements, the Company applies the recoghition, measurcment and disclosure
requirements of EU-adopred internatonal Financial Reporting Standards (“IFRS®) but makes amendments where
necessaty to comply with Companies Act 2006, which includes presenting its profit and loss account and balance sheet
in accordance with the formats proscrcﬁed for insurance cntities under company law.

The COmp:iny has waken advantage of the following FRS 101 disclosure exemptions:

s FRS1018 {g): the requirements of paragraphs 10{d), 10(f), 16, 38A, 388, 3BC, 38D, 40A, 4013, 40C, 40D and 1 of
IAS 1 'Presentation of Financial Statements’ 1o produce a cash flow statement and o make anh explicit and
unreserved statement of compliance with 1FRSs;

e FRS 1018 (h): the requitements of IAS 7 ‘Statements of Cash Flows' 10 produce a cash flow statement and
_ related notes; . !

e FRS1018 (i): the requircments of paraguap!\s 30 and 31 of 1AS 8 'Accounting Policies, Changes in Accounnng
Estimates and Errors’ to mclude new IFFRRSs that have been issued but that have yet 1o be applied; and

o FRS101.8 (k). the requuemen(s in IAS 24 I?eluled Party Disclosures’ to disclose 1elated party transactions
entered into between wwo or more members of a group, provided that any subsidiary which is party wa:
wransaction is wholly owned by sucha mcmber

The Company has considerable financial resources and as a consequence, the Directors beélieve the Company is well -
placed to manage its business risks successfully. After making enquiries, the Direciors have a reasonable expectation
that the Company has adequate resources (o continue in operational existence for the foreseenble future. Accordingly,
the Directors continue te adopt the going concern basis in preparing the annual report and financiat statements. The
Company's business activities, together with the factors likely 1o affect its future develapment, performance and
position are set out in the Strategic report on pages 2 and 3 and the Directors’ report on pages 4 and 5. In addition, note
3 to the financial statements includes the Company's abjectives, policies and processes for managing its.insurance and
financial risks and capital, .

Adoption of new and revised standards
The Company has adopted Uie following new standards and amendments to IFRSs and the lmemauonal Accounting
Standards ("1AS”) that became mandatarily effective for the Company for the first time during 2019,

The Company has adopted IFRS 16 ‘Leases’ for the first time in 2019. IFRS 16 replaces IAS 17 ‘Leases’ and sets out the
principles for recognition, measurement and disclosure of lease arrangements entered into by the Company. Foliowing
an assessment, no material lease arrangements were iddentified and it was concluded that IFRS 16 had no impact on the
Company.

In September 2019, the 1ASB issued ‘Interest Rate Benchmark Reform - Amendments to IFRS 9, 1AS 39 and IFRS 7 which
although not mandatory for the Campany until 2020, has been adopted in 2019. The amendments modify some specific
hedge accounting requiremeints to provide relief from the potential effects of the uncertainty caused by the IBOR
refarm. In addition, it requires companies to disclose dddlllulldl information about their hedging nelauonshups which are
direcily affected by these uncertainties. .

A number of further narrow scope amendiments which become mandatorily effective for the Company but do not have
an impact on existing accounting policies, are as follows:

Amendments 10 IAS 28: ‘Long-term Interests in Associates and Joint Ventures' clasifies that an entity applies IFRS 9 1o
long-term interests in associates or joint ventures that form parc of the ne: investmenst in the associate or joint venture
but to which the equity method is not applied.

IFRIC 23 "'Uncenainty over income Tax Treatments’ provides interpretadon when there is uncertainty aver income tax
treauments under IAS 12 ‘income Taxes',

Amendments 10 1AS 19 ‘Employee Benems Plan Amendment, Curtailment or Semement clarify the accounting when a
pension plan amendment, curtanlmem of settement occurs. :

16
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Notes to the financial statements
For the year ended 31 December 2019

1. Accounting pollcleé continued
‘Annual improvernents 1o IFRS Standards 2015-2017 Cycle’ includes he following rhree amendments: ’

« IFRS 3 'Business Combinations’ and (FRS 11 Joint Arrangemenis” - the amendments 1o IFRS 3 clarify that when
: an entity obrains control of a business that is a joint operation, it remeasures previously held interests in that
- . business; the amendments o [FRS 11 clarify that when an enrity abtains joint conuol of a business thal isa ]olnt
| opr-ranon the entity does not remeasure previousty held i interests in that business;

» - 1AS 12 ‘Income Taxes' - the amendments cfarify that all income tax consequences of dividends (lncludmg
paymel_us on financial instruments classified as equity) are recognised consistently with the transactlons that’
generated the distributable profits.

‘o 1AS 23 ‘Borrowing Costs’ the amendiments clarify thas if any specific borrowing remains outstanding after the
related asser is readly for its intended use or sale, that borrowing becomes part of the funds that an enuly
borrows genemily when catculaung the capitalisation rate on yeneral borrowings.

.12 Contract classification

insurance contracts are those contracts where the Company (the insurerj has accepied sr’gnificant insurance risk from -
another party {the policyholder) by agreeing to compensate the policyholder if a specified uncertain future event (the
insured event) adversely afiects the policyholder.

"Once a-contract has been classire'd as an insurance cantract, it remains an insurance contract for the remainder of its
lifetime, even if the insurance risk reduces significantly dunng this periad, unless all rights and obligations are
extinguished. :

1.3 Revenue recognition

Invcstmem income ' N

Interest income on financial assets is determined using the ef'ectlve Interest rate method. The effective interest rate
‘method i$a way of calculating the amoriised cost of a financial asset (or group of financial asseis} and of allocating lhe
muerest income over the ‘expected life of the asset.

14 Claims lncurred

Insurance claims are recognised in the accounting period in which the loss occurs. Provision is made far the full cost of
settling outstanding claims at the balance sheet date, including claims incurred but not yert reported at that date, net of
salvage énq subrogation recoveries. Outstanding claims provisions are not discounted for the time value of money
except for claims to be seuiled by Periodical Payment Orders {"PPOs") established under the Courts Act 2003. A court
can award damages for future pecuniary loss in respect of personal injury or for other damages in respect of personal
injury and may ordér that the damages are wholly or partly 10 take the form of PPOs. These are covered in more detail in
note 2.1. Costs for both direct and indirect claims handlmg expenses are also included.

Provnsuons are determined by management based on expenence of claims settled and on statistical models which
require cenain assumptions 1o be made regarding the incidence, timing and amount of claims and any specific factors
. such as adverse weather canditions. When calculating'the wotal provision required, the historical development of claims

_Is analysed using statistical methodology 1o extrapolate, within acceptable prabability paramesers, the value of
outstanding clalms (gross and ner) at the balance sheet date. Also ificluded in che estimation of outstanding claims are
factors such as the potential for judicial or legislative mﬂauon

1.5 Reinsurance
The Company has reinsurance treaties and other reinsurance contracts that rransfer significant insurance risk.

The Company cerles insurance risk by reinsurance in the normal course of business, with the arrangement and’

retention limits varying by product line, Qutward reinsurance premiums are generally accounted for in the same

accounting period as the premiums for the related direct business being reinsured. Outward reinsurance recoveries are
- accounted for in the same accounting period as the direct claims to which they relate,

Reinsurers’ share of 1echnical.provisions includes balances due from reinsurance companies for ceded insurance
liabilities. Amounts recoverable from reinsurers are estimated in a consistent manner with the outstanding claims
provisions.or settled claims associated with the reinsured policies and in accordance with the relevant reinsurance -
contract, Recoveries in respect of PPQOs are discounted for the time value of money.

A reinsurance impairment bad debt provision is assessed in respect of reinsurance debrors, to allow for the risk that the
reinsurance asset may not be collected or where 1he reinsurer's credit rating hag been downgraded significantly and
this is taken a3 an indication of a reinsurer’s difficulty in meeting its obligations under the reinsurance conrract. This also
includes an agsessment in respect of the ceded part of claims provisions ta reflect the counterpanty default risk
exposure to long-term reinsurance assets particularly in relation to PPQs. Incieases in this provision affect the Company
by reducing the carrying value of the asset and the impairment loss iz recognised in the profit and loss account

: ’ 17
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Notes 10 the financial statements
For the year ended 31 December 2019

1. Accounting policies continued

1.6 Cash at bank and in hand

Cash at bank and in hand comprises cash in hand and demand deposits with banks together with shori-term highly
liquicl invesuments, such as money market funds, that are readily convr-ruble to known amounts of cash and subject wo
mslthcam risk of r‘?\anqrs invalue.

I 7 Taxaton |

© Theax charge or credit represents the sum of the tax currently payable or receivable and deferred tax.

The curtent. tax charge is hased on the taxabie profits for the year as determined in accordance with the refevant tax
legislation, alter any adjustments in respect of prior years. Taxable profit chffers from net profit as reportéd in the income
statement because it excludes items of income o1 expense that are axable or deductible in other years and it further
excludes items that are nhever taxable or deductible. ’

Provision for taxation is calculated using tax rates that have been enacted or substantively enacted by the balance sheet
date and is allocated over profits before taxation and amounts chatged or credited o conponents of other
comprehensive income and equity, as-approp:ate,

efared taxation is accounted for in full using the balance sheet liability method on all temporary differences between
the canying amount of an asset or liability for accounting purposes and its cartying amount for tax purposes.

Deferred tax liabilities are generally recognised for all taxable temporary timing differences and deferred tax assets are
recognised 10 the extent that it is probabile that taxable profits wnll be avallable against which deductible temparary
differences can be utilised. .

Deferred tax assets are reviewed at each balance sheet dase and reduced 1o the extent that it is probable that they will
hot be recovered.

Deferred tax assets and liabilities are calculated at the 1ax rates expected to apply when the assets are realised or
liabilities are sewtled based on faws and rates that have been enacted or substantively enacted at the balance sheet
date, Deferred tax is charged or credited in the profit and loss account, except when it relates to items chafged or
credited 1o other comprehensive income ot equity, in which case the deferred tax is also dealt with in other

compi ehensive income or directly in equity.

" Deferred tax assets and liabilities are offset when there is a legally enforceable right 1o set off current tax assets against .
current 1ax fiabilities and when they relate 1o incometaxes levied by the same 1axaton authority and the Company
intends 10 settle its current assets and liabilities on a net basis,

1.8 Dividends

Interim dividends on Ordinary Shares are recognised in equity in the period in which they are pa:d. Final dividends on
Ordinary Shares are recognised when they have been approved.

19 Amendments to IFRS 4 and adoption of IFRS9 . ’ ’ ’ .

In July 2014, the IASB issued the final version of IFRS 9 'Financial Insttumenis’ which replaced IAS 39 ‘Financial
mstruments; Recognition and Measurement’ and all previous versions of IFRS 9, It was endorsed by the EU in 2016. IFRS
9 addresses the classification, measurement and derecognsiion of financial assets and financial liabilities; introduces
new rules for-hedge accounting; and intraduces a new impairment model for financial assets. it was effective farannual
periods beginning on or after 1January 2018, however adoption by the Company has been deferred as described below.

Amendiments to IFRS 4: ‘Applying IFRS 9 Financial Instruments with tFRS 4 Insurance Contracts’ was issued on 12
September 2016-and endorsed by the EU on 3 November 2017. These amendments permitted insurers whao satisfied
certain criteria to defer the effective date of IFRS 9 'Financial Instruments’, 1o coincide with the expected effective date
of IFRS 17 'Insurance Contracts.” The IASB permiicted this option having considered potential asset and liability:
mismatching and temporaty profit and loss volatlity caused by inuoducing these new standards in different periods
within a shait penod of time.

When first published, Amendmenis 1o IFRS 4 required insurance entities to evaluate whether their activities were
predominantly connected o insurance as at its annual reporting date immediately preceding 1 April 2016, providing an
option to defer adoption of IFRS 9 when an entity's liabilities connected to insurance camprise a predominant
praportion of its towal tiabilities as at that date, The Company concluded that it satisfied the criteria that the carrying
value of its fiabilities connected o insurance was greater than 90% of the carrying value its total liabitities at 31
December 2015 and that those liabilities weie within the scope of IFRS 4. There have been no significant changes in its
activities since this assessmient to require a reassessment of the criteria, and therefare the Company commues 1o defer
the adoption of IFRS 9.

18
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Notes l'.O the financial statements - e . A s
For the year ended 31 Décember 2039 ' :

‘2. Critica) accounting juagements ana key sources of estimation uncerwinty

The reported results of the Campany are sensitive to the accounting palicies, assumptions and estimates that underlie
the preparation of its financial information, The Company's principal accounting policies are set out on pages 16 10 18.
Company law requires the Directors, jn preparing the Company's financial statements, 1o select suitable accounting
policies, apply them consistently and make judgements and estimates that are reasonable and prudent..

In the absence of an applicable standard or interpr ota(ioh, 1AS 8, ‘Aééouming Policies, Changes in Accounting Cstimates’

- and Errors’, requires management to develop and apply an accounting policy that results in relevant reliable’informationin . -

the light of the requirements and guidance in United Kingdom Cenerally Accepted Accounting Practice and Imernatianal
Financial Reporting Standards dealing with similar and refated issues and Schedule 3 of the Companies Act 2006 for the
Preparation and Presetation of Financial Statements. The judgements and assumptions involved in the Company's..
accounting policies that are consadered by the Board 10 be the most important to the porrayai of its financial condition are
discussed below. . . ) L .

2.1 Ceneral insurance: outstanding claims.provisions and telated reinsurance recaoveries

Sources of estimation uncerwainty
- The Company makes provision for the full cosc of outstanding claims llom its general insurance business at the balance
. sheex date, including claims mnmmed 1o have been incurred but not yet reported at that date and claims handling
costs. Qutstanding claims provisions net of related reinsurance recoveries at 31 December 2019 amoumed 10 £4,103,000
(2018: £4,542,000). :

Claims reserves are assessed separately for large and attritional claiims, typtcally using standald actuarial methods of
projectian. Key sources of estimation uncerzainty include those arising from the selection of specific methods as weil as
~ assumptions for claims frequency and severity through the review of historical claims and emerging trends. The

' Company £eeks 10 adopr a conservative approach to assessing claims liabilities, as evidenced by the favourable
development of histarical claims reserves. Reserves are based on manageiment's best estimate, which includes a
prudence margln that exceeds the internal actuarial best estimate, This margin is set by reference to varlous actuarial
scenario assessments and reserve distributlon percentiles. It also considers other long and short-term risks not reflected
in the actuarial inputs, as well as management's view of the uncertailities in relation to the actuatial best estimate.

The corresponding reinsurance recoveries and impairment provision are calculated onan cquivalent basis, with similar
estimation uncenainty, as discussed in note 1.5. The femsurance bad debrt provision is mainly for expected recoveries
against future PPO.payments.

" The table in note 9 1o the financial statements provldes an analys:s of outstanding.PPO clalms provisionson a
discounted and an undiscounted basis at 31 December 2018 and 3) December 2018 and further details on sources of
estimation uncertainty. Details of sensitivity analysis 1o the discount rate applied w0 PPQ claims are shown n note 3.2,

3, Risk management

3.1 Risk management overview V ) .

DLIG's Board (“Croup Board';) has responsibitity for setting a'nd_ nmonitoring adherence 1o the risk strategy, risképpe’tite
and risk framework for the Group, including the Company. The Group Board has established a risk management model
thar separates the business’s risk-management responsibitities into "Three lines of defence‘ as sei out below.

First Line of Defence - Risk awnership
Second Line of Defence - Oversight, challenge and suppor: of First line

Third Line of Del’enée - Independent assurance

The DLIC annual réport contains a corhprehensive reviéw of the risk management framework for the whale Croup.
Copies can be obtained from Direcz Line Group Secretariat, Churchill Coun Westmoreland Road, Bromley, BR11DP, the
Registrar of Companies or at www.directlineqroup.co.uk - )

The key risks applicable 10 the Company are detailed belovw

3.2 Insurance risk

The Company is exposed to insurance risk as a primary consequence of its business. Key insurance risks focus on the
risk of foss due 10 fluctuations in the timings, amount, frequency and severity of an insured event refative to the -
expectations at the time of underwriting.

The Company is mainly-exposed to the following insurance risks:
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_Nortes to tne financial statements o » i
For the year ended 31 December 2019 ' ] ' ,

3. Risk management continued
Reserve risk

" This is the risk of undersiatement of overstatement of rescrves arising from:
e the uncertain nature of cloims; ) .

« data issucs and changes to the claims reporting process;

s operational failures; and

o failure 10 recognise élaims uends in the market,

Understatement of reserves may result in not being able to pay claims when they are due. Al(ernauvcly overstatement
of reserves can lead 10 a surplus of funds being retained resulung in opporlunuy cos; for example, through lost
invesumenteturn, :

Resetve risk is controlled through a range of processes:
= regular revinws of claims by the imernal actuarial team; - .

. Lhe use of external actuaries ro review periodically the aciuarial best estimate reserves pmduced internally, either
through peer rewew or through provision of independent reserve estimates;

accompanying all reserve reviews with actuarlal assessment of the uncertainties through a variety of techniques
inctuding bootstrapping and scenario analysis;

oversight of the reserving process by relevant senior management and the Board;

regular reconciliation of the data used in the actuarial reviews against general ledger data and reconciliation of the
ciaims data history againgt the equnvatent data from prior reviews; and

. regular asgessiment of the uncertainty in the reserves to help the Board set manaqement best estimate reserves.

The table below provides a sensitivity.analysis of the potential net impact of a change in a single factor (discount rate
used for PPOs) with all other assumptions left. unchanged Other potential sisks beyond the one described could have
an additional rnanc‘aal impact on the Company.

Increase / (decrease)
in profit before tax'?
) . 2019 . 2018
At 31 December - ’ . . £000 £000
PPOs*
Impact of an increase in the dls.coum rate used in the calculation of presenl values of 100 basis
points a3l 826
tmpact of a decrease in the dsscount rate used in the calculation of present values of 100 basis )
points * . . .. co {,184) 0,185}
Notes: A ‘

L. These sensiuwties are net of reinsurance and exclude the impact of vaxation. .

2. These smcmvmesmﬂoﬂ one-off i impacts at 31 December and shauld not be interpreted as predictions.

3 The sensitivities relating to an increase or decrease in the real discount rate used for PROs illusuate a movenment in the time value of
money from the assunmed level of 0% for msewmg The PPO sensmvuy has been calculated on the duect inpact on the change in the
real discount1ate wuh all other factors 1emaining unchanged. .

In additian, there is the risk that claims are reserved ar paid inappropriately. including the timing of such activity.

However, there are claims management controls in place 10 mitigate this 1isk, as outlined below:

« claims are managed utilising a range of IT system-driven controls coupled with manual processes outlined in detailed
policies and procedures tc ensure claims are handled in an appropriate, imely and accurate manner,

each member of staff has a specified handling authority, with controls preventing them handling or paying claims
ouzside their authority, as well as controls 10 mitigate the risk of paying invalid claims. in addition, there are various
outsourced claims handling arrangements, all of which are mamitored closely by management, with similar principles |
applying in terms of the control and procedures; -

« loss adjustors are used in certain circumstances o handle claims 1o conciusion. This involves liaison with the
policyholder third parties, suppliers and the claims function; and :

specialist bodily injury claims 1eams are responsible for handling these 1ypes of losses with the nature of handling
dependent on the level and type of claim. Claims exceeding a certain threshold are referred o the technical and iarge
loss teams who also deal with all other claim types above defined limits or within specific critetia.

20



Churcnin Insurance Company Limited : 02258947

~ Notes to the financial statements
For the year ended 3) December 2013

3. Risk management continued

ansumnce risk
This is the risk of inappropriate selection and/or placement of a reinsurance arrangemem with either individual or
multiple 1einsurers which renders the transfer of insurance risk to the reinsurer(s) inapptopriate and/or ineffective.

Other risks include:

reinsurance concentration risk - the concentration credit exposure 10 7 1ny given voumetpany The bad debt risk in the
Company (specific and general) is 100% reinsured with U K Insurance Limited;

uhderwriting risk appcule and |elnsurancp contract ternms not being aligned:

_reinsurance conuract terms being inappropriate or ineffective resulting in classes or types of business not beung
appropriately reinsured,

non~adherence to the reinsuance policy tetms and conditions, in terms of both policy management and claims not
being handled within the reinsurance contract terms and conditions ar paid on an ex-gratia basts resulting in
reinsurance recoveries not-being made in full; and

changes In the external legal, regulatory, soclal or economic envicanment altering the defnnmon and appl:cation of
reinsurance policy wordings or the effecuvencsq ar value for money of 1cinsurance,
The Company uses reinsuiance to:

e protect the underwri ung result against low-frequency, high-severity losses through the vansfer of camstrophe clainms
valarility o reinsurers;

protect lhe underwriting result against unforeseen volumes.of, or adverse trends in, large individual claims in order 10
reduce volatility and 1o improve stability of earnings; :

reduce the Company's capital requitements; and/or ’ . ) .

wransfer risk that is not within the Campany’s current risk appetite.
33 Market risk

The Company is m'xirily exposed 10 net inteiestrate risk. This is the risk of loss from changes in the term structure of
interest rates or interest rate volatility which impact assets and liabilities. The Company's interest rate nsk is considered
1o be immaterial but would arise mainly from its assets and liabilities exposed to fixed interest rates.

The COmpany has policies and limits approved by the Group Investment Committee for managing the market risk
exposure. These set out the principles that the business should adhere to for managing marker risk and esiablishing the
maximum limits the Company is willing 1o accept considering sirategy. risk appetite and capit! resources.

.-
"+ The Company monitoss its market risk exposure on a monthly basis and, in addition, has established an aggregate
expaosure limit consistent with its risk objective of maintaining capital adequacy. Interdependencies across risk types
have also been considered within the aggregate exposure limit. The aliocation of the Company s investments across
asseq classes has been approved at the Investment Committee, . .

3.4 Credit risk

This is the risk of loss resulting from defaulis in obligations due and/or changes'in credit standing of either issuers of
securities, counterparties or any debtors 1o which'the Croup is exposed. The Company is malinly exposed to
counterparty defaul[ risk

Counte:party default tisk

This is the risk of loss fram unexpected default or deterioration in the credit standing of the counterparties and debtors
of Company undertakings. This risk Is monitored by two forumis: the Investment risk forum monicors credit spreads as
indicators of potential losses on investments incurred but not yet sealised; and the Credit risk forum monitors
reinsurance and corporate insurance counterparny default risk. The main responsibility of these forums is to ensure that
. all material aspects of counterparty default risk within the Company are identified, monitored and measured.

The main source of counterparny défault risk for the Company is:

« reinsurance recoveries - this arises in respect of reinsurance clsims against which a reinsurance bad debt provision Is
assessed. PPOs have the potential to increase the ultimate value of a claim and, by their very nawure, o significantly
increase the length of time to reach final payment This can increase reinsurance counterparty defauit risk in terms of
bath amaunt and longevity.
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3 Risk management continued

Thae Company cedes away insurance risk to reinsurers bun in rewrn, assumes back counterpany default risk against
which a reinsurance bad debt provision is assessed The ﬁnancna: security of the Company's panel of reinsurers is
therefore important and both the quality and amount of the assumed counterparty defauit risk are subject to an
appraval process whereby reinsurance is only purchased from reinsurers that hokd a credit rating of at least A at the
time cover s purch.lsed The Cor npany S counterparty exposures are reviewed on'a quarterly basis. '

Rennsumnce contracts have longy rJul ations as a result of bodily injury and PPO claims, and insurance reserves lherefore
include provisions beyond the levels created for shorter term reinsutance bad debl

No balances are past due or impaired at the end of the currem financial year.

The tables below analyse the credit quality of financial and insurance assets that are neither past due nor xmpaned The
table includes rennqur'mce exposure, after i :mpaumenl provision,

AAT 1O
. } AAA AA-  A+10A- BBB Uiwated Total
At 31 Decerhber 2019 ) £Q000 F000 £000 E£'000 £000 £000
Reinsurers’ share of rechnical provisions .- .- 23770 - - 23770
Debtors - - 585 - . 599
Cash at bank and in hand' | 17,270 46 -~ . - - 1936
Total . ) 17,270 46 24,355 - 14 41685
) AA+10 :

. AAA AA- A+ T0A- -BBB  Unrated - Toual
At 3} Décember 2018 o £000 £000 £000 £000 £000 £000
Reinsurers’ share of technlcal provisions ' - - 24,447 - .- 24,447
{Debrors . - - 852 . - n 863

‘Cash at bank and in hand" . ' 17245 - 1 - S 17,25}
Toral 17.245 - 25300 - B 42561

Note:
1. In¢ludes money market funds with no notice period for withdrawai,

3.5 Operational risk

This is the risk of loss due to madequate or faﬂed internal processes, people, systems or from external events. Material
sources of operational risk for the Company include; .
Outsoutcing lisk h '

This is the risk of failing to implement a robust framework for the sourcing, appointment and ongoing contract
management of third-party suppliers, outsourced service prov\ders and intragroup relationships. This includes both
domesuc and offshore outsourcmg activities,

Information security risk
This is the risk of loss, corruption to Company or customer data or |ntellectual p:operzy or failure of business-criiécal
systems, resulting in reputational damage, regulatory censure, supervision, fines and/or loss of competitive advantage.

The Company has in place ag}reed policies and standards to manage key controls relating 1o ope;alional risk.
36 Uquidily nsk

This is the risk of being unable 10 access cash from the sale of investments ot other assets.in order to settle fi nancral
obtigations as they fall due

The measurement and management of liquidity risk within the Company is undertaken within the limits and other -
policy paraimeters of the Company's fcuidity risk appetite and is detailed within the hquidity risk minimum standard, As
part of this. process the Investment and Tressury team are required to put in place a fquidity ptan which must consider
expecied and stressed scenarios for cash inflows and autflows that is reviewed at least annually by the investment
Committee. Compliance is monitored in respect of both the minimum standard and the regulatory requirements of che
PRA.

Cash at bank and in hand includes money market funds with no natice period for withdrawal. Cash at bank and in hand

and towal debtors are due on demand and the reinsurers’ share of technical provisions match the maturity of the
technical provisions. .
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" 3. Risk management continued

The following table analyses the undiscounted cash flows of insurance and fi nancual habmueq by expected malumy
dne.

© Within ' Over . -Carrying-

: v ) 1year 1-3, years 5-5 ycms ~10years  10yeals Towr . value
At 3) December 2019 £000 . EGOO- £000 £000. £'000 £000 - £000
lhsurance liabilites 413 el 12ss 3950 95794 102633 2845
Other creditors including taxation and . ' . :
social security . 89 - - - - ‘89 89
Toual ' 562 1161 1255 3950 95794 102722 . 28546
Within . - Qver s Carrying
. tyear ‘1-3years 3-Syears $-10years  10years Touwal value
A 31 December 2018 B £000 E0Q00 £000 - €000 £000 E'000 £000
Insurance liabilities 66 1106 1217 - 3749 97562 104,285 28989
Qther creditors including taxation and ’ : )
social security “7 - - - C . 4Y7 417

Total 1078 1106 1217 3,749 97,562 0472 . 29406

3.7 Capital adequacy (unaudlted)

The Company manages capital in accordance wuh che Croups capn:al management mmimum standard the alms of
which are 1o manage capital efficiently and generate Iong term sustainable value for shareholcle“ while balancing
operational, regulatory, rating agency and pokcyholder requirements. : :

The Company's regulatory capital posmon is assessed against the Solvency [} l'ramework The Company uses the

.. standard formula 1o assessitsSCR. -

The Company’s SCR has been calculated as £0.8 million (2018: £0.9 million) using the standard formula approach.
However, the absolute floor of the MCR specified in the Solvency Il Directive is €37 million (£3.2 million at 2019 exchatige
rates) (2018; €3.7 million (£33 million at 2018 exchange rates)). As a result of this, the Company’'s MCR'is £2.4 million
{2018: £2.4 million} higher than its SCR. The Company has a capital surplus of approximately £13.2 million (2018: £128
million) above its SCR and £10.8 million {2018: £10.4 miillion] above its MCR at 31 December 2012, The Croup's capual
requirements and solvency position are produced and pfesemed to the Boardona regular basis.

4. Invesument income.

2019 - 2018
. . £000  E00D
Interest income - B . . : . 1O 96

5. Profit on aralnary activites before taxation

Auditor's remuneration -
Fees for audit and non-audit services are borne by a fellow substd:ary company, DL lnsuxance Servnceq anued

Fees paid to the Auditor in resp_ect of the statutory audit of the Company amount 1o £32,319 {2018: £31,518).

" 6. Taxation
2019 . 208
£000 €000
Current taxation credit/{cnarge) for the year- I - 4 . (88)

The actual income tax charge in the current and prior year is lhe same ‘as the expected income tax charge computed by

. applymg the standard rate of UK corporatian cax of 19%’ (2018: 19%).

Note:

1 Inthe Finance Act 2016 the UK Covernnient anacted a reduction in the UK con, ja0ration tax rate from 19% to 17% effective from 1 Ay
2020. As a consequence the closing deferred tax assets. ar\d liabitities have been recognised at the tax tates expected (o apply when
the assets or liabilities aré settled. . !
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6. Taxation continued
2019 2018
. £000 £000
Per balance sheet
- Current 1ax assets 3 .
Current tax ilaoliities- - (89)
Deferrea tax liabliitles M {n
The able below analyses the deferred tax liabilities recognised by the Company and movements thereon.

R 2019 + 2018
Deferred tax fiability' £000 £000
At 1 January 1 2
Charge 10 other comprehensive income - U}
At 31 December ‘ 1 1
Note: R
1. The defencd tax liability'is a transitional retief on avaifable for sale assets not held since 2016,

7. Relnsurers’ snare of tecnnicat provisions
2019 2018
£'000 £000
Reinsurers’ share of claims outstanding 26,535 29333 .
Impairment provision ' (2,765) (4886} .
Total 2370 - 24447
Movements in reinsurance asset imp'alm!eril provision
2019 2018
£000 £000-
Ax1January (4,886) (13,103}
Release to profit and loss account 221 8277
At 3 Decemper | ' (2.765) {4886}
8. Callea-up share capital
2019 2018
£ £
issued and fully paid: equity shares
100 Ordinary Shares of £1 each 100 100

The Campany is a subsidiary.of U K Insurance Limited and is a member of the Direct Line Gioup whose ultimate holdihg

company is Direct Line Insurance Group ple.

9. Claims éuistanulng

Gross insurance liapilites

2018 2018
£000 E£000
28,457

28,989

All claims costs relate to claims incurred in accident year 2004 or earlier, hence the Company does not produce claims

development tables.
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9. Claims outstanging continued . :
Movements in gross and reinsurance clalms outstanaing

Cross Reinsurance Net

. T _ _ £000 £000 £000

AtlJandary2008 A C 3450 (29.052) 5459

Cash paid for claims setled in the year . : o o . g3I0) - 79 {55)

Decreasc in liabilities: B S : o

Ariging Trom prior-year claims L e o Cowieo (4012) - 3BA46 (366}

At 31 December 2018 e o ' " 28989 (24, 447) 4542

" Claims reported ’ o B © 26457 (21686) 47N

“Incurred but not reported ) ) : : 2451 . (276) ' . {310

Claims handling provision “ ) : : 81 - - 81

At 31 December 2018 R ‘ ' o 28989 (24.447) 4542

Cash paid for claims settled in the year ' 42) 37 s
Decrease in liabilities: o ) S ) ' : R '

Arising from prior-year claims . K (430) 640 150

- At31 Decemper 2019, - - 28,457 - (23,770) 4,687

Claims reported , : 26)86 (702 4482

ncurred but ot reported . . ‘ 2219 (2.068) 5

Claims handling provision - . Sé - ' 54

' AuU31 December 2019 ' i . 28,457 (23,770) 4,687

The wable below analyses the outstanding.i>PO clai;hs ptovision on a.discounted and an undiscounted basis at31
December 2019 and 31 December 2018, These represent the total cost of PPOs rather than any costs in excess of purely
Ogden-based settlements.

- Discounted Unaiscountéa  Discounted Undiscounted .

. 20!9 ) 2019 2018 2018
AU 3T Decemoer . £000 £000 £000 £000
Gross claims . . . )
Approved PPO claims provisions : ' 26184 100,356 26069 101374
Reinsurance ' . . ’ .
Approved PPO-claims provisions _ @1.702) 86534) (21686) 88083
Net of relnsurance . 4 - ' : ‘
Approved PPO claims provisions . 4,482 13822 4383 13291

The provisians for PPOs are far ctaims which have been determined by the courts as PPOs (approved PPO claims

. provisions). No further clalms are expected to settle as PPOs. Reinsurance is applied at claim level and the net cash flows
‘are discounted for the time value of money, The discount rate is ‘consistent with the long durauon of the claims ’
payments ‘and the assumed future indexatian of the claims payments.

In the majority of cases, the inflation agreed in the settlement is the Annual Survey of Hours and Earnings SOC 6115
inflation published by the Office for National Statistics, for which the long-term rate is estimated 10 be 4.0% {2018: 4.0%).
The Company has estimated a rate of interest used far the calculation of present values as 4.0% {2018: 4.0%), which
results in a real discount rate of 0% (2018; 0.0%). The Company will continue to exercise judgement around the inflation
and discount rates used 10 calculate these i msurance reserves. :

Details of sensitivity analysls 1o the discount rate-applied 1o PPO claims are shown in note 3.2

~ 10.Other creaitors inciuding taxation and social security

' o 2019 2018
— : : L £000 £C00
Amounts owed 1o Croup undertakings . g - - - pos =
Current tax oo . S o . . i o

89 417
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