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DLG Legal Services Limited ~ - - ©© 08302561
Strategic report .

For the year-ended 31 December 2019 -

The Directors present their strategic report for the year ehded 31 December 2019.
Activities and business review |
Activity

The prinéipol activity of DLG Legal Services Limited (the “Compony") continues to be the provisien of legal
services to individual consumers and customers of Direct Line Group, with a primary focus on personal injury,
motor claims Imgohon legal advice line, employment and civil litigation. .

The Company is.a member of the Direct Line Group (the “Group“) whose ulnmote porent company is Direct -
Line Insurance Group plc (“DLIG") of which the Company is a subsidiary. The Group provides the Company
with access to Group centralresources and provides policies in key areas such as finance, risk, human
resources and the environment. Key performance indicators across the Group taken as a whole are referred
to in the DLIG annual report and financial statements 2019*(“DUG annual report”).and occordlngly for an
understanding of the development, performance or position of the Company's business, please refer to the
DLIG annual report, alongside the Review of the year below. Copies can be obtained from Direct Line Group

"Secretariat, Churchill Court, Westmoreland Road, Bromley, BR1 1DP; the Regusfror of Companies or through the
Group's website at www.directlinegroup.co. uk/en/mvestors

Review of the year

BUsiness review .
The Directors are satisfied with the Company's performance during the year. The Company may take into
' occount proposals provided from within the Group in seeking further opportunities for growth.

F:ncnc:al performance
The Company's financial performcnce is presented in the Income Statement and Statement of
Comprehensive Income on page 11 and 12 respectively. Profit before tax was £2,517, 128 (2018: £1,943,336).

The Directors do not recommend the payment of a dividend for the financial year ending 31 December 2019 '
(2018: £nil). .

At the end of the year, total assets were £24,429,461 (2018: £23,033,831). Income genéroting assets comprise
the total assets as per the balance sheet. These total assets include derivative financial instruments that are |
held for hedging, not speculative, purposes. Total equity was £12,079,780 (2018: £9,928,611).

Pnnc:pal risks and uncertainties :

The management of the Company's pnncnpol fisks are monitored by the Company Boc:rd In addition, the
management of the Group's risk,-including those of the Company, are monitored at Group level, set out in the
Risk Management section in the DLIG annual repori. The Directors consider that there is low level of financial
risk associated with the Company’s assets and liabilities due to the nature of the Company's activities. The
DLIG annual report.and financial statements for the year ended 2019 contain a comprehensive review of the
risk management framework for the whole Group.

e Market risk .

Market risk is the risk of loss resulting from fluctuations in the level.and in the volatility of morket prices of csseTs
liabilities and financial instruments. The main market nsk the Company is exposed to relofes to movements in
foreugn exchcnge rates, as described below::

Foreign exchange risk i
To mitigate exposure to forelgn exchonge rate nsk the Compony uses foreign currency forward contracts.

. Counterpcrty nsk i :

- Counterparty risk is the risk of loss from unexpected default or deterioration in credit stondmg of the
counterparties or debtors of the Company. The Company is exposed To counterpoﬁy risk through its trade
cnd other receivables.



DLG Legal Services Limited : . : - 08302561
Strafegic report (continved)

" For the year ended 31 December 2019

: vRevAIew- of the year (conﬂnued)

Counterparty risk is primarily managed through the Credit Risk and Invesfment Risk Fora. The main- resoonsibi'liry
of these fora is to ensure that all material ospec’rs of counferpdrfy risk within the Company are identfified,
monitored ond meosured -

. quurdrty risk
Thrs is: the risk of berng unoble to. reolrse mvestments in order 'ro settle fmoncrol oblrgohons when they fall due.

The Company has limited exposure o llql.udny risk, as it hos access to Group fundlng which is monitored to .
ensure borrowing Irmrts and fundrng requrrements are at Ievels opproprrote for the Company to operore

. Operohonol risk
Operational risk is the risk of loss due to inadequate or failed internal processes, people systems or from
external events. Sources of operational risk for the Company include:
« the Company's operations support compléx transactions and are hrghly dependen'r on the proper
- . functioning of its IT and communication systems;
e adependency on the use of third-party:information technology, software, ‘data and service providers;,
¢. aneed to adequately maintain and protect customer and employee | information; ond ' .
« the ability of the Company to attract and re'rdln key quadlified personnel

Effective operohondl rrsk management requires the Compony to identify, assess, manage, monitor, report and
mitigate all areas of exposure. This risk management helps the Company to achieve its objectives, including:
+ focusing on doing things the right way, leading to fewer surprises;
. reducrng operational errors and losses, Ieodrng to increased cus’romer satisfaction and hrgher quality
earnings; and
« - increased management attention on the risks and issues that really matter.

e Regulatory risk : )

Risk arises from changes in law and regulations (including changes of interpretation) not being identified, -
interpreted or adopted correctly. In accordance with the Solicitors Regulatory Authority (SRA), the Company
has a.suitably qualified solicitor in the-capacity of Compliance Officer for Legal Practice (COLP) to assess,
manage ‘and advise the Board on such matters. Additionally, the Company has access to the Group's risk
management tools and resources, such as 1he Regulatory Risk Teom to help manage exposure to regulatory
-risk. .

e Change risk
This is the risk of failing to manage the Compony s business chonge portfolro resulting in conflrchng pnonhes
and failure to deliver stroteglc oufcomes to time, cost or quality.

. Technology and mfrostructure rrsk
This is the risk that the IT mfrosfrucrure is msuffucrent To delrver the Company's strategy.

Presentation of financial statements

The Company transitioned from preparing these financial statements under EU- ddopred IFRS to FRS 101
‘Reduced Disclosure Framework' (*FRS 101") during 2018. This had no impact on the Company- s_flndncrol
position or performance and the primary financial statements are presented in accordance with Company
Law requirements. In addition, the Compony has now Token advantage of severol disclosure exemptions
available under FRS 101. .

The financial statements also present the impact of the ddop’non of IFRS 15 ‘Revenue from Controcfs wnth
Cus’romers which become effectrve from 1 Jonuory 2018. .

Coronavirus (COVID— 19) : :
The Company is closely monitoring developments in connection wnh the spread of COVID 19, including
guidance and directions provided by HM Government and public health-advisers. Like all businesses, the
Company is subject to the consequences of disruption to financial markets, supply chains and its general
operations, which over time could impact the performance of the Company. The further implications of the
COVID-19 pandemic are uncertain and the:Company monitors the situation on an ongoing basis.
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Strategic report (continued)
For the year ended 31 December_2019

Review of the year (continued) ‘

Potential effect of Brexit

- The UK left the .EU on 31 January 2020, and enfered a tronsmon penod until the end of 2020, giving continued
uncertainty about the final outcome. The Group has been monitoring events carefully and has proactively
taken steps to mitigate the likely impact on the Group and the Company to the extent considered fo be
appropriate and proportionate, given the considerable uncertainties; however, in 1he event of a disruptive
Brexit the Company will not be immune.

Secnon 172( 1 ) Statement and engagement with stokeholders :

The Group is a leading motor, home and commercial insurer which depends on the trust and’ confldence of its
stakeholders to operate sustainably in the long term. It seeks to put its customers' best interests first, invests in its
employees, supports the communities in which it operctes and strives to generate sustainable profits for
shareholders. The principal activity of Company is the provision of insurance intermediary services.

The Directors of the Compony have acted in accordance with their duties codmed in law, in particular their
duty to act in 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, having regard to'the stokeholders ond matters set out
--in section 172(1) of the Companies Act 2006.

One Director of 'fhe Company is a member of the Group's principal management commlﬁee which helps the
Group's Chief Executive Officer manage the Group's operations and implement the Group's strategy,
including its approach to sustainability. The Group's governance framework, which is consistent 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 DLIG's annual report and financial statements for the
year ended 31 December 2019 on page 90. The Company relies on resources made available by the Group
including staff and suppliers who are respectively employed and contracted by a fellow subsidiary . )
undertaking, DL Insurance Services Limited. Disclosures relating to employees, suppliers, customers and others
may be found in the annual report and financial statements of DL Insurcnce Services Limited and DLIG for the
year ended 31 December 2019.

The Group's vision, purpose and volues are set out in the Strategic Report of DUG for the year ended 31 -
December 2019 on pages 20 and 21 and further information on the Group's five-pillar sustainability strategy,

- which includes engagement with the community and protection of the environment and WhICh applies to the
Company, can be found on pages 59 to 73 in DLIG's 2019 Annual Report.

The Directors consider the likely consequences of any decision in the long-term. Each company within the
Group is bound by Group policies consistent with the Group's culture in key areas including supplier
‘'management and outsourcing, customer conduct, human resources and the environment. Group policies”
and minimum standards applied by the Company during the financial year included, for example, the group
accounting mlnlmum stondcrd to which the Dlrec'rors adhered before approving the Company'’s financial
statements. :

The Directors and m‘cmcgemem operate the business in a responsible manner with the aim of ensuring that the
Company maintains a reputation for high standards of business conduct and good governance. Each year,
the Directors of DLIG review the Group's Code of Business Conduct which.embodies the Group's culture,
purpose and values. The Code of Business Conduct provides guidance-to the Group's employees and
contractors on the high standards of professional and ethical conduct expected of them and aims to

preserve the Group's and the Company's reputation for high standards of conduct. Information on the
Group's Ethical Code for Suppliers can be found in the DLIG's annudl report and financial sfoiements for the

" year ended 31 December 2019 on poge 67.

Outlook
High level strategies of the Compony are determmed by the Compony s Board. The Directors consider fhot
the Company'’s principal activities will continue unchanged for the foreseedable future.

Approved by the Board of Directors and signed on beho‘l,f of the Board by:

Anthony Sedgwnck

- Director

22 May 2020 -
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birecfors Report

For the year ended 31 December 2019

The Directors presenf their annual report and the oudned financial s'rofemen’rs for the year ended 31
December 201 9 .

The Company has chosen, in accordance with section 41 4c(11) of the Companies Act 2006, to include
certain additional matters in |ts stro’reglc report that would otherwise be requwed to be disclosed in this
Directors’ report.

Directors and Secretary .

The present Directors and Company Secretary, who served throughout the year except where noted below
are listed on page 3. From 1 January 2019 fo date, the followung changes have taken place:

T Anjam . ReS|gned 27 June 2019
S Forrester Resigned 1 August 2019 : .
D Baker .. Resigned 11 September 2019 ) .
A Sedgwick . Appointed 11 September 2019 .

- 'R Duncan Appointed 17 February 2020
M Evans ' Appointed 17 February 2020

Going concern

The Direct Line Group and the Company'’s priority is to seek to act in the best interest of the Company whilst
having due regard to.its stakeholders. The Company is taking measures with the objectives of maintaining
operational resilience, maintaining the wellbeing of its staff (who are employed by a fellow subsidiary
company, DU Insurance Services Limited (“DLIS")), communicating with its customers and suppliers,
maintaining liquidity and accessing working capital, and protecting its financial position. The Company will
‘continue to monitor COVID-19 developments over what may be an extended period of uncertainty and aims
to ensure that its customers are receiving the best service reasonably possible during this period.

The Directors have reviewed the carrying value of the assets in the light of the uncertainties arising from the
COVID-19 outbreak and, whilst continuing to closely monitor the situation, do not consider that.any

~ impairment is warranted as at the date of signing these financial statements. The Company has a good

~ capital position, has continued to operate during the. outbreak of COVID-19 and continues to review and
ypdate contingency plans as appropriate on a regular basis. The Company provides legal services to
-customers of a fellow Group subsidiary, and the impact of the COVID-19 pandemic is expected to result
primarily in lower motor damage and personal injury case referrals whilst there are fewer vehicles on the road.
As stated above in the Activities and business review section of the Strategic Report, the Compony has access
to centrol resources prowded by the Group should these be-so required. 5

The Group made an onnouncemenf on 8 April 2020 which mcluded announcing that the holding company,
Direct Line Insurance Group plc, was withdrawing its final dividend and continued fo maintain strong solvency.
"The Group continues to keep its solvency and liquidity position under review and has identified a series of

" potential scenarios and mitigating actions as part of its assessment of the impact of COVID-19 on the Group S
ability to continue to operate, which impact is not expected to result in any. change to the going concern

_statement-made in the Group's 2019 preliminary results, announced on 3 March 2020. At the date of signing
this report, however, it is not possible to give with certainty an estimate of the impact that the pandemic:could
have on the financial position of the Company due to the uncertdlnnes mherent in such a situation, as the
further |mp||co'nons of 'rhe pandemic are not yet clear. :

Having made due enqunnes 1he Directors redsondbly expect that the Compony has ddequote resources to
continue in operational existence for at least 12 months from the date of approval of the financial statements.
Accordmgly, the Directors hove adopted the going concern basis for the foreseeable future in preparing the
financial statements.

All staff are employed by a fellow subsidiary undertaking of DLIG DLIS Dlsclosures reldflng to employees may .
be found in the annual report and financial statements of DLIS.
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Directors Report

For the year ended 31 December 2019

Disclosure of information to the Auditor
Each person who was a Director of the Company on the date of approval of this report confirms that:

-a) so farasthe Director is aware, there is no relevant audit information, being information needed by
' auditors in connechon with preparing their report, of which the Company's AUdITOf is'unaware; and -

b) each Director has taken all the steps that they oughf to’have taken as a Director in order.to make
themselves aware of any relevom audit information and to establish that the Auditor is aware of that
|nformdhon

ThIS confirmation is given-and shall be- m'rerpreted in accordance with fhe provusuons of sechon 418-of the
Companies Acf 2006.

Auditor

Deloitte LLP has expressed its wilingness to continue in office as Auditor and it is the intention of the Directors to
reappoint Deloitte LLP under the deemed appointment rules of section 487 of the Companies Act 2006.

Directors’ responsiblilities statement

The Directors are responsible for preparing the annual report dnd the financial statements.in dccorddnce with
.applicable law and regulations.

Company law requires the Directors to prepare the financial statements for each financial year. Under that
law the Directors have elected to prepare the financial statements in accordance with United Kingdom
Generally Accepted Accounting Practice (United Kingdom Accounting Standards and opphcc:ble law),
mcludung FRS 101 ‘Reduced Dlsclosure Frdmework‘ and applicable law).

Under Compdny law, the Directors must not approve the fmoncndl statements unless they are satisfied that
they give a true and fair view of the state of affairs of the Company at the end of the year and the profit or
loss of the Compdny for the financial year. In preparing these fmdncudl statements, the Directors are required
to:

select suitable accounting policies and then apply them consistently;
make judgements and accounting estimates that are reasonable and prudent;
state whether applicable United Kingdom standards, comprising FRS 101 have been followed, subject
to any material departures disclosed and explained in the financial statements; and

o prepare the financial staternents on the going concern basis unless it is’ nndppropndfe to presume that
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 fransactions and disclose, with reasonable accuracy, the Company’s-financial position at any
time and enable them to ensure the financial statements comply with the Companies Act 2006. They are also
responsible for safeguarding the Company's assets and,-hence, tdklng reasonable steps to prevent and
detect fraud and other irregulaities.

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

Anthony Sedgwick
Director
22 May 2020 -
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Independent Audltor s reporf to the Members of DLG Legal Servnces Limited

For the year ended 31 December 2019

' Report on the audit of the financial statements

. Oplnlon
In our opinion the financial sfotements of DLG Legal Services Limited (the 'Company’):
o give atrue and fair view of the state of the Company’s affairs ‘as at 31 December 2019 and of its profit
. tor the year then ended;
¢ have been properly prepclred in. accordonce with United Kingdom Generally Accepted Accounhng
Practice; and
* have been prepared in occordonce with the requirements of the Compomes Acf 2006

we have audited 1he fmoncml statements which comprlse
¢ the income statement;

the statement of comprehensive income;

the balance sheet;

the statement of changes in eunry, ond

the related notes 1 to 15.

The financial reporting framework that has been applied in their preb_c‘rcﬁon is applicable law and United '
Kingdom Accounting Standards, including Financial Reporting Standard 101 "Reduced Disclosure Framework”
(United Kingdom Generally Accepted Accounting Practice). .

Basls of oplnlon ' : : - :

We conducted our audit in accordance with International Standards on Audmng (UK) {ISAs (UK))-and
applicable law. Our responsibilities under those standards are further described in the auditor’s responsubulmes
for the audit of the financial statements section of our report.

We are independent of the Company in accordance with the ethical requnremems that are relevant to our
audit of the financial statements in the UK, including the Financial Reporting Council’s (the ‘FRC’s'} Ethical
Standard, and we have fulfilled our other ethical responsibilities in accordance with these requirements. We
believe that the audit evndence we have obtcnned is sufficient and appropriate To provide a basis for our
opinion. : . .

Conclusions relating to going concern
We are required by ISAs (UK) to report in respect of the foIIowmg moﬁers where
* - the Directors’ use of the going concern bcs1s of accounting in preparation of the fmoncnol sfotemenfs.
-is not appropriate; or
+ the Directors have not disclosed in the financial statements any identified material uncertounhes that
may cast significant doubt about the Company's ability to continue to adopf the going concern basis
of accounting for a period of at least twelve months from the date when the financial statements are
outhonsed for issue.

We have nothing to report in respect of thése matters.

Other Informaﬂon . :

The Directors are responsible for the other lnformcmon The other information comprises the mformchon
included in the annual report other than the financial statements and our auditor's report thereon, Our opinion .
on the financial statemeénts does not cover the otherinformation and, except to the extent otherwuse explicitly

_ stated i in our report, we do not express any form of ossuronce conclusuon thereon.

In connection with our audit of the financial statements, our responsrbmty is fo read the other information and,
in doing so, consider whether the other.informationis materially inconsistent with the financial statements or
‘our knowledge obtained in the audit or otherwise appears to be materially misstated. If we identify such
material inconsistencies or apparent material misstatements, we are required to determine whether there is a
material misstatement in the financial statements or a material misstatement of the other information. If, based -
on the work we have performed, we conclude that there i isa motenol misstatement of this other |nformot|on
we are required to report that fact.

We have nothing to report in respect of these matters.
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Independent Auditor’s report to the Members of DLG Legal Services Limited

For the year ended 31 December 2019

Report on the audtt of the financial statements (continved)

Responsibilities of Directors

As explained more fully in the Directors’ responsublhtles statement, the Directors are responsible for the ,
preparation of the financial statements and for being satisfied that they give a true and fair view, and for such
internal control as the Directors determine is necessary to enable the preparation of financial siotements that
are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the Directors are responsible for assessing the Compony 5 cblhty to )
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless the Directors either intend to ||qu1dote the Company or to cease
opero’nons or have no reatistic alternative but to do so. :

- Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor's report that includes
our opinion. Reasonable assurance is a-high level of assurance, but is not a guarantee that an audit
conducted in accordance with ISAs (UK) -will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate;
they could reasonably be expected to influence the economic decisions of users taken on the basis of these
financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the FRC' s
website at: www.frc.org uk/oudltorsrespon51b|Imes This descnp'ﬂon forms part of our auditor's report.

Repoﬂ on other Iegal and regulaiory requirements

Opinions on other matters prescribed by the Companies Act 2006
In our opinion, based on the work undertaken'in the course- of the audit:
+ the information given in the strategic report and the Directors’ report for the financial year for which
the financial statements are prepared is consistent with the financial statements; and
o the strateglc report and the Directors' report have been prepored in accordance with cppllccble
legal requirements. .
In the light of the knowledge and understanding-of the company and its environment obtained in the course
of the oudl'r we have not |denhf|ed any material mlsstotements in fhe strategic report or the Directors' report.

Matters on which we are required to report by exception
Under the Companies Act 2006, we are required to report in respect of the following matters |f in our opunlon: :
« adequate accounting records have not been kept, or returns adequate for our OUdIT have not been
received from branches not visited by us; or
¢ the financial statements are not in agreement with the accounting records and returns; or
« certain disclosures of Directors’ remuneration specified by law are not made; or .
e we have not received all the information and explanations we require for our audit.

We have nothing to report in respect of these matters.

Use of our report :
This report is made solely to the Company's members, as a body, in accordance with Chopfer 3 of Part 16 of
the Companies Act 2006. Our audit work has been undertaken so that we might state to the Company’s

- members those matters we are required to state to them in an auditor's report and for no other purpose. To
the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the
Company and the Company's members as a body, for our audit work, for 1h|s report, or for.the opinions we
have formed. ) .

v o

Jeremy Black ACA’
Senior Statutory Auditor - for and on behalf of Deloitte LLP
. London, United Kingdom .
22 May 2020 . .

10
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"~ DLG Legal Services Limited
Income statement
" For the year ended 31 December 2019
2019 2018
. Notes . £ £
Revenue from contracts with customers 3 o 16,695,866 15,210,749
Operating costs 4° (14105878)  (13,194,573)
O'perqiing profit 2,58?,988 2,016,176
lnig—:-rés'r received 6 - . 640 660
Finance cost 7 -+ (73,500) (73,500)
Profit before fax 2,517,128 - 1943336
Tax charge 8 (481,338) .{379.631)
Profit for the year attributable té owners of fhe Company '2,035,790:

- 1,563,705

All of the activities of the Company- are derived from confinuing operations.

The attached notes.on pages 15 to 23 form an integral part of thesé. financial statements. . -

1



DLG Legal Services Limited 08302561
Statement of comprehensive income
- For the year ended 31 December, 2019
2019 2018
£ £
Profit for the year 2,035,790 1,563,705
ltems Thq’r may 'bé reclassified subsequently to profit dr.\d loss: - )
. Caosh flow hedge movement 115379 (222,209)
Total comprehensive income for the year attributable to owners of the , : B
~ Company : 2,151,169 1,341,496

The attached notes on pages 15 to 23 form an integral part of these financial statements.

12
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DLG Legal Services Limited

" Balance sheef

'As at 31 December 2019

08302561

2019 2018

~ Asscts: .

Cash ond cash equivalents ‘
» ~ Trade and other recéivablés.
-Confract asset
-Derivative financial instruments

Deferred tax assets -

Notes ) £ . £

2778786 3,399,130
Y5 14274927 13,196,048 -
10 7,081,088 6,366,709
n 216,679 R
8 77982 71,944

Total assets

24,429,461  23,033831

E Equify:
Share capital
Réfdined e’drnings"
Cash flow hedge reserve

12 10,001 . 10,001
11,954,400 © 9,918,610
115,379 -

. Total equity

12,079.780 9,928,611

 Liabilities:
) Trode.or'\d other payables

Current tax liabilities

13 11,862,304 12,584,154
487,377 521,066

Total liabilities

12,349,681 13,105,220

Total equity and liabilities

24,429,461 23,033,831°

The attached riotes on pages 15 to 23 form an integral part of these ﬁncncidl statements.

The financial statements of DLG Legdl Services Limited were opproved by the Board of Directors ond

outhorlsed forissue and 5|gned on lts behalf by:

" Anthony Sedgwick
Director
22 May 2020

13



DLG Legal Services Limited = S . 08302561
Statement of changes in equity |

.. Forthe year ended 31 December 2019

Cash flow
Share  Retained hedge - .

capital - earnings reserve Total

£ £ £ £

Balance at 1 January 2018 - SR ' E - 10,001 - 8,354,905 222,209 8,587,115
Profit for the year ‘ ) S . . A ' ],563,705 i - 1,563,705 .

Other comprehensivé expense R . ‘ . ©o- o _ (222,209) ’ (222,209)

" . Total comprghenslve income forthe year . - ) ' - 1,563,705 (222,209) 1,341,496

Balance.at 31 December 2018 © 710001 9918610 - 9,928,611

. = . - . - 1 - -

Balance at 1 January 2019 ' . 10,001 9,918,610 - 9,9286M

Profit for the year . ' . . . 2,035790 . - 2,035,790

Other comprehensive income ‘ - L 115379 115,379

Total comprehensive income for the year . : - 2,035,790 115,379 2,151,149

Balance at 31 December 2019 - : . - ' 10,001 1.\1,954;400 115,379 12,079,780

The attached notes on boges 1510 23 form dn integral part of these financial statements.

14
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Notes to the financial statements

- For the year ended 31 December 2019

General information
DLG Legal Services Limited is a pnvo’re Company limited by shcres incorporated in the United Klngdom under
the Companies Act and registered in England.and Wales. .

1. Accountfng Policies

1.1 Basis of preéparation

The Company's financial statements are prepored Ih accordance wilh Finar |uul Reporﬂng Standard 101
‘Reduced Disclosure Framework'. This is the first period of adoption of FRS 101 having previously presentedits .
financial statements-under. International Financial Reporting Standards as adopted by the EU (“EU-adopted
~ IFRS"). The'Company's financial statements have been.prepared on the historical cost basis, except for those
financial instruments which are measured at fair value, as explained-in the accounting policies below.

No transitional adjustments to the financial position of the Company were required as FRS 101 follows EU-
adopted IFRS recognition and measurement principles. Therefore in preparing these financial statements, the
‘Company applies the recognition, measurement and disclosure requirements of EU-adopted IFRS but makes
amendments where necessary to comply with Companies Act 2006, and to take advantage of the following
dlsclosure exemptions available under FRS 101:

~ e FRS101.8.(d): the requirements of IFRS 7 Fmoncnol Instruments: Disclosures;
o FRS101.8 {e): the requirements of paragraphs 91 - 99 of IFRS 13 Fair Value Meosurement

e FRS 101.8 (eA): the requirements of the second sentence of paragraph 110 and.paragraphs 113(a),
114,115, 118, 119(a}-(c), 120 to 127 and 129 of IFRS 15 Revenue from contracts with customers;

e FRS 101.8 (g): the requirements of paragraphs 10(d), 10(f), 16, 38A, 38B, 38C, 38D, 40A, 40B, 40C, 40D
and 111, and 134 to 136 of IAS 1 Presentation of Financial Statements to produce a cash flow
statement, a third balance sheet and to make an explicit and unreserved stctemem of comphonce
with IFRSs, and capital management information; .

. FRS 101.8 (h) the requwements of IAS 7 Statements of Cash Flows to produce a cash flow. sto'remenf
and related notes;

e FRS 101.8 {i): the requirements.of paragraphs 30 and 31 of IAS 8 Accounting Pohcnes Chonges in
Accounhng “Estimates and Errors to include a list of new IFRSs.that have been |ssued but are not yet -
effective; and

e FRS 101.8 (k): the requirements in IAS 24 Related Party Disclosures to disclose related party transactions
entered into between two or more members of a group, prowded that any subsidiary party to the
transaction is wholly owned by.such a member.

] 2 Going concern :

The Compony has sufficient fmcncncl resources and as a consequence, the. Directors believe the Company is
well'placed to manage its business risks successfully despite. the current uncertain economic climate. After '
making enquiries, the Directors have at the time of approving the financial statements a reasonable
expectation that the Company has adequate resources to continue in operational existence for the
foreseeable future. Accordingly, the Directors continue to adopt the going concermn basis in preparing the
financial statements. The Company's business activities, together with the factors likely to affect its future
development, performance and position are se'r out in the Strategic report on pages 4 to 6 ond the Directors'
report on pcges 7 to 8.

1.3 Adoption of new and revised s’fonddrds

The Company has adopted the following new standards and amendmerits to {FRSs ond the ln’rerndhondl
Accounting Standards ("IAS") fho'r became mandatorily effective for the Compdny for the first time during
2019. .

The Compdny has adopted IFRS 14 ‘Leases’ for the first time in 2019. IFRS 16 replaces IAS 17 'Leases’ ond sets
out the principles for recognition, measurement and disclosure of lease arrangements entered into by the
Company. Following an ossessmen'r no material lease arrangements were |denf|fred and it was concluded
that IFRS 16 had no impact on the Company.

In September-2019, the IASB issued ‘Interest Rate Benchmark Reform - Amendments to IFRS 9, IAS 39 and IFRS
7' which although not mandatory for the Company until 2020, has been adopted in 2019. The amendments
modify some specific hedge accounting requirements fo provide relief from the potential effects of the

_uncertainty caused by the IBOR reform. In addition, it requires companies to disclose additional information
about their hedgmg relc‘nonshlps which are dlrecﬂy affected by these uncertainties. The change hds no
impact on the Compdny ‘ .
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Notes id the financial statements (continued)

for the year ended 31 December 2019

1. Accounting Policies (continued)
A number of further narrow scope omendments which become mandatorily effective for the Compony but .
do not have an impact on existing accounting policies, are as follows: . :

Amendments to IAS 28: ‘Long-term Interests in Associates and Joint Ventures' clarifies that an entity opplies A
IFRS 9 to long-term interests in associates or joint ventures that form part of the net investment in the ossocnofe
or. joint venture but to which the equity method is not applied.

IFRIC 23 ‘Uncertainty over Income Tax Treatments’ provides |nferpretot|on when there is uncertolnty over
_income tax 1rec1fments under |AS 12 ‘Income Taxes'. :

Amendmems to IAS 19 ‘Employee Benefits: Plan Amendment, Curtailment or Settlement’ clarify the
accounting when a pension plan amendment, curtaiment or.settlement occurs.

1. Accounting policies continued
‘Annual Improvements to IFRS Standards 2015-2017 Cycle' includes the following three amendments: -

o IFRS 3 'Business Combinations' and IFRS 11 !Joint Arrangements’ — the amendments to IFRS 3 clarify
that when an entity obtains control of a business that is a joint operation, it remeasures previously held
interests in that business; the amendments to IFRS 11 clarify that when an entity obtains joint control of
a business that is-a joint opercmon the entity does not remeasure previously held interests in that
business;

e IAS 12 ‘Income Taxes' — the omendmen'fs clarify that all income tox consequences of dividends
(including payments on financial instruments classified as equuty) are recognised consistently with the
transactions that generated the distributable profits; and

~ o 1AS 23.'Borrowing Costs'— the amendments.clarify that if any specific borrowing remains outstanding
- after the related asset is ready for its intended use or sale, that borrowing becomes part of the funds
that an entity. borrows generally when calculating the capitalisation rate on general borrowings.

2, Significant acc'ounﬂng policies -

2.1 Foreign currencies

. The Company's financial statements are presem‘ed in pounds sterling which is the functional currency of the
Company. Transactions in foreign currencies are translated into pounds sterling at the foreign exchange rate
ruling at the dote of the transaction.

Foreign exchange differences arising on fhe settlement of forelgn currency transactions and from the

translation of monetary assets and liabilities are reported in the income statement. Monetary assets and
liabilities denominated in foreign currencies are translated into the relevant functional currency at the forelgn .
exchange rates ruling 01 the balance sheet date. '

2.2 Revenue recognmon

Revenue from contracts with customers

Legal services income represents the amount chorged to clients for profesmonol services provided during the*
year including recovery of expenses but excluding value added tax. Income relating to handling of cases with
a variable or contingent fee component is recognised at the best estimate of the total consideration .
receivable. A contract asset is recognised represenhng the nght fo consideration for unbilled services
performed to that point in time.

Intérest income

Interest income on financial assets is determined using the effective interest rate method. The effective interest
rate method is a way of calculating the amortised cost of a financial asset {or group of financial cssets) and of
allocating the interest income over the expected life of the asset. )

2.3 Cash and cash equivalents

Cash and cash equivalents comprise cashin hand and demand deposits with banks together with short-term
highly liquid investments that are readily convertible to known amounts of cash ond subject to msngnmcont risk
of change in value.

2.4 anoncuol assets
Financial assets including trade receivables and contract assets are classified at initial recognmon and
subsequenjly measured at amortised cost Iess_ expecfed credit'losses. The classification of financial assets at initial
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‘ Nd’res to the financial statements (conﬁnded)

_ Forthe year ended 31 December 2019
"2, Significant uccounﬂng pollcles (conﬂnued)

recognition depends on the financial asset's conf}octucl cash flow choroéte’fisfics and the Compony"s business
model for mcnoging them. The Company initially measures a financial asset at its fair value plus fransaction costs.

On recognmon of the flnoncnol asset an expected credit loss allowance assessment s conducted A financial
asset is written off when there is no reasonable expectation of recovery.

2.5 Impairment of fmcncml assefs :

The company always recognises expected credit losses for trade recelvobles The expecfed credit losses on .
these financial assets are estimated using a provision’ matrix based on' the company's historical ciedit loss
experience, adjusted for factors that are specific to the debtors, general economic conditions and an
assessment of both the current as well as the forecast direction of conditions at the repomng date, |nclud|ng
time volue of money where appropriate.

The Company applies the simplified impairment approach to its trade receivables, grouping receivables’into
categories with shared credit risk characteristics and estimating expected future loss rates based on historical
experience. Impairment losses, including the expected credit allowance, are recognised in the income
statement and the carrying amount of the financial asset or group of financial assets is reduced by '
establishing an allowance for the impairment losses. If in a subsequent period the amount of the expected

“impairment allowance reduces and this can be ascribed to an event after the impairment was recognised,
the prewously recognlsed loss i is reversed by adjusting the allowance.

2.6 Derecognmon of financial assets

A financial asset is derecognised when the rights to receive the cash flows from that asset have expired or
when the Company has transferred its rights to receive cash flows from the asset and has tronsferred
substonholly oll the risk and rewards of ownershap of the asset. :

s

. 2.7 Derivatives and hedging

Derivative financial instruments are recognlsed lnmolly, and subsequently mecsured ot fair value. Derivative
fair values are determined-from quoted prices in active markets where available. Where.there is no active
market for an instrument, fair value is derived from prices for the derivative's components using oppropnofe
pricing or vcluoﬂon models. .

Gains and losses arising from changes in the fair value of a denvcmve are recogrnsed as they arise in the
income statement unless the derivative is the hedging instrument in a qualifying hedge.

Hedge relationships are formally documented at inception, The documentation identifies the hedged item and
- the hedging instrument and detdails the risk that is being hedged and the way in which effectiveness wiltbe
assessed at inception and during the period of the hedge. If the hedge is not highly effective in offsetting
changes in cash flows attributable to the hedged risk, consistent with the documented risk management
strategy. or if the hedging instrument expires or is sold, terminated or exercised, hedge accounting is
discontinued. .

In a cash flow hedge, the effective portion of the gain or loss on The hedgmg lnstrumem is recognised directly
in equity. Any ineffective portion is recognused in the income statement.

2.8 Financial Ilcbnmes

Financial liabilities are initially recognised at fair value net of transaction costs mcurred Other than derlvcmves
which are recognised and measured at fair value, all other financial liabilities are subsequently measured at
amortised cost using the effective interest rate method. A financial liability is.derecognised when the
obligation under the liability is discharged, cancelled or expires.

2.9 UnblIIed and unpaid disbursements

Unbilled and unpaid disbursement costs are incurred on hve cases. Both fhe asset and hobmfy are recogmsed
at the point the service.is performed less a provision for uncollectible balances, unless the disbursement cost
has been paid in advance; in which case just an asset is recognised. Upon completion of the case the
disbursement costs are billed onto the counterparty insurer. Both the asset and liability are fully derecognised,
upon completion of the case. The provision for uncollectible balances is calculated using age and historic
write off levels to determine the risk of non-recovery. Whilst there is an element of uncertainty.and therefore
judgement being applied, the overall provision is reviewed on a regular basis, and any chonges made are
based on the most recent available information.
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| “Notes to ihe financial statements (continued)

“For the year ended 31 December 2019
2. Significant accounting policies (continued)

2.10 Toxo'non :
The tax charge or credit represen'rs the proporhon of the tax payable ond receivable onsrng in the current
year only.

The current tax chorge is based on the taxable profits for the period as determined in accordance with the
relevonr tax legislation, after any adjustments in respect of prior years. Taxable profit differs from net profit as
.reported in the income statement because it excludes items of income or expense that are taxable or

- deductible in other years and it furfher excludes items that are never taxable or deductible.

Provision for taxation is colculoted using tax ratés that have been enacted or sybstantively enacted by the
balance sheet date and is dllocated over profits before taxation-and amounts charged or credited to
components of other comprehensive income and equity, as appropriate.

Deferred taxation is accounted for in full using the balance sheet liability method on all temporary differences
between the carrying amount of an asset or liability for accounting purposes and its carrying amount for tax -
purposes. Deferred tax liabilities are generally recognised for all taxable temporary timing differences and '
deferred tax assets are recognised to the extent that it is probable that taxable profits will be available against -
which deductible temporary differences can be utilised. Deferred tax assets are reviewed at each balance
sheet dote and reduced to the extent that it is probable that they will not be recovered

Deferred tax assets and liabilities ore colculoted at the tax rates expected to apply when the ossefs are
realised or liabilities are settled based on laws and rates that have been enacted or substantively enacted of
the balance sheet date. Deferred tax is charged or credited in the income statement, except when it relates
to items charged or credited to other comprehensive income or equity, in which case the deferred. 1ox is also
dealt with in other comprehensrve income or directly in equr'ry

Deferred tax assets and liabilities are offset when there is a legally enforceable nght to set off current tax ossers
against current tax liabilities and when they relate to income taxes levied by the same taxation authority and
the Company intends to settle its current assets and liabilities on a net basis.:

2.11 Critical occounhngjudgemenfs and key sources of estimation uncertainty

In the application of the Company's accounting policies, the Directors are required to moke judgements,
estimates and assumptions about the carrying amounts of assets and liabilities that are not readily apparent
from other sources. The estimates and associated assumptions are based on historical experience and other
factors that are considered to be relevant. Actual results may differ from these estimates. The estimates and
underlying assumptions are reviewed on an on-going basis. '

The following are the critical judgements that the Directors have made in the process of applying the
Company's accounting policies and that have the most significant effect on the omounts recognised in the
financial statements: .

Valuation of contract asset

The valuation of the contract asset requires Management to establish the portfolro of case types, for which
historic Ml data is extracted and applied to'live case volumes. Due to the nature of the cases, the exact value
and stage of completion of current cases is not 100% certain until they are completed. Therefore, in addition
to specific live case data, information derived from historic closed cases - including dge and type - is used o
inform the valuation of the future performance obligations, and the expected value of cases at completion.

3. Revenue from contracts with customers

2019 2018

£ £

" Legal fees from handling of cases (! . ‘ . . 10,319,742 10,842,471
Administration and advisory fees : ' B 6,376,124 4,368,278
Total : B 16,695,866 15,210,749

Note: ; ;
(1) This. represents legal fee income where services have been provrded Allincome derives from business
performed in The UK. :
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Notes to the financial slolemenls (continved)

For the year ended 31 December 2019

.

4. Operating costs

2019 2018

’ . £ £

Costs incurred in respect of cases where oulcome eéldblished m ‘ . ' 6,547,022 6,419,969
"Administration expenses @ : _ o L 7,558,856 . 6,774,604
Total ‘ - . 14105878 13,194,573

Notes: i
(1) Costs mcurred include all dlrec'r and |nd|rec1 cosls associated with provudlng legal services in respect of

cases.
(2) Includedin ddmlnlslrdhon expenses is & nel foreign exchdnge gcun of £210, l43 (2018 gain of £202, 754).

Management chorges : ' i
DLIS, a fellow subsidiary Compdny chdrges the Company on an, dnnuol basis for use of property, IT, staff costs
dnd other central resources. . .
Staff costs and number of employees :
The Company has no employees. The Company pdys a mdndgemenl charge for the services provnded by

" the staff and Directors employed by DLIS who are seconded lo the Compdny

Auditor" s remuneration
Fees paid to the Auditor of the Company were £30,000 for the dudll of the Compdny S sldlulory financial
statements (2018 £56,783) and £20,000 for other audit related assurance services {2018: £26,500).

5. Dlreclors Emolumenls
The follownng Tdble ondlyses emoluments paid to directors in respect of thelr services to the Compdny

2019 2018

- £ N

Salaries, fees, bonuses and benefits in kind o . . : 477,461 392,410
Compensation for loss of office . : _— S . -
Total .. . . . —_— . © . 477,481 392,410

Emolumem‘s to the hlghesl paid director of £210 220 (20l8 £223,423) are included in lhe dmounls shown
above. One director {2018: one) exercised share options during the year under a share pldn available to all
Group employees. . .

é. Interest received

2019 2018

£ £
Bank interest received : ’ : - . © 640 660
Total L . N , . - 640 660
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7. Finance cost
2019 2018
£. £
In respect of findn{cve facilities provided within the Group . ) : ' ' K 73,500 73.500
Total ' - L 73,500 73,500
8. Tax chorge :
- 2019 2018
£ N
. Current taxation: A o - . .
Charge for the year , . o 487,376 443,738
(Credit) / charge for the prior year - (72)
Cu_rrénf tax charge for the yedr ) ' . 487,376 443,666
Deferred taxation: e .
' (Credit) / charge for the year ° ' (6,038) - (64,035)
Over provision for prior year ' - -
_Deferred tax charge for the year ‘ » ‘ . . (6,038) (§4,035)
Tax charge for the year . . 481,338 379,631

The following table analyses the difference between the actualincome tax charge and the expected income

tax charge computed by applying the standard rate of corporation tax of 19.00% (2018: 19%).

2019 2018
£ £
Profit before tax: T S . 2,517,128 1,943,336 -
Expected tax ’chcrgé, ' . - v : _ " 478,254 369,234
" Effects of: ' . '
Disaliowable expenses : S ‘ 2,373 2,936
Effect of change in corporation taxrate ] ' . 71 7.533
(Over) provision for prior-year - - - - (72)
Tax charge for the year . - : 481,338 379,631 -
Effective income tax rate  * , - ' 19.1% 19.5%
Note:

In the Finance Ac'r 2016 the UK Government enacted a reduchon in the UK corporation Tox rate from 19% to
17% effective from 1 April 2017 2020. As a consequence the closing deferred tax assets have been recognised
at the tax rates expécted to apply when the assets or liabilities are settled. The impact of these chonges on

the tax chcrge for fhe year is set out in the table obove
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8. Tax charge (continued) .

2019 . 2018
£ £
Per balance sheet _ ‘ :
Cunentfaxliabilty . . . - L ‘ (487,377)  (521,066)
Deferred tax assets B ' . ' . 77,982 71,944

The following are the mojer deferred tax assets recogni‘sed by the Company, and the movements thereon.

Provisions and other
temporary differences

_ £
At1 Janvary 2018 » L : ' ' ' . 7509
Credit to income statement : ‘ . ' 64,035
At 31 December 2018 - o : : 71944
- Credit to income statement : C : . : . 6,038
‘At 31 December 2019 L : : ' . ' 77,982
‘9. Trade and 6fher receivables
2019 2018
8 £
Trade receivables o . - . 475855 161,845
 Unbilled disbursements - o 13,154,419 12,439,317
Receivables from related parties : : : . 462,081 | 498,425
Prepayments ' L A 182,571 186,461
Total | - . 14274927 13,196,048

_n respect of trode and other receivables, '£l4 266, 001 (2018 £13,177,968) is néither past due nor impdlred and
_is classified as unrated. The remaining balance of £8,926 (2018: £18 080) is overdue greater than 30 days and is
also clossmed as unrated. - .

Disbursements are presenied as receivable within one year;.however, some disbursements may be receivable
over one year as'they are due when a case is completed which can be Ionger than one year.

Receivables from related parties represent omounts due for legal services dellvered to group pcmes and are
bllled monthly in arrears, and po|d within 30 doys . :
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For the year ended 31 December 2019

10. Céntroc! asset

2019 2018

£ E:
. Unbilled receivables ' . ‘ - 7,081,088 6,366,709
Total B ' ‘ ' ' : ' 7,081,088 6,366,709
11. Derivative financial instruments ‘

2019 2018

£ £

Derivative assets - : _ S 216,679 -
Total . , ' B ' 216,679 -

Cash flow hedges . . . I
Forward foreign exchange contracts hedge currency exposures of forecast outsourced service costs. As the
contracts for 2019 were entered into during March 2019, at 31 December 2018 the notional amount of such

_ confracts was £nil {2017: £2.0m). The associated foir value gains and losses will be transferred to expenses
when the payments occur. ' .

12. Share capital

2019 2018

£ £ -
“Issued: . )
Ordinary Shares of £1 each . ' o : 10,000 10,000
Non-voting Share of £1 each L ' ' ' o 1 1
Total 4 B ' 10,001 10,001
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Nojes to the ﬁha_h'cial statemenis'(continued)

For the year ended 31 December 2019

13. Trade and other payuble§

2019 2018

£ £

- Trade ‘creditors R ' o | ' R - - 9,890
Unpaid disbursements 5 ' P . 8513428 8,79539%
Payables fo related parties C o ) o » 1,618,122 ' 1,902,444
Accruals ' . : ' i 1,286,412 1,355,601
Other taxes _ . o ‘ 444342 . 520,823

Total - S : : 11,862,304 12,584,154

Disbursements are presented ds payable within one year; however, some diébursements may be payable over
one year as they can be due when a case is completed which can be longer than one year.

14. Related parﬁes

At 31 December 2019 the con'rrolllng party and ul'nmote holdlng Compony wos DUG whlch is mcorporcned in
the United Kingdom and registered in England and.Wales. The Company's immediate parent Company was
DL Insurance Servnces Limited, a Compcny mcorporoted in 1he United Kingdom and registered in Englond and
Woles .

At 31 Décember 2019 DLIG heads the Idrgest and smallest group in which the Compahy is consolidated. - |
Copies of the consolidated financial statements of DLIG may be obfclned from The Secretary, DLIG, Churchnll
Court, Westmorelcnd Road Bromley, BR1 1DP.

15. Events after the balance sheet date

The Group is closely monnonng developmenfs in connection with the spread of COVID-] 9, including guidance
and directions provided by HM Government and public health advisers. Like ail businesses, the Company is
subject to the consequences of disruption to financial markets, supply chains and its general operations,
which over time ‘could impact the performance of the Company. The further implications of the COVID-19

© pandemic are uncertain and the Company monitors the siiuoﬁon onan ohgbing basis. '

" The Directors consnder that the outbreak of COVID-19 is a non- adjusting post balance sheet event Itis not
possible to determine the financial impact of the pandemic on the Company, however, but as stated in the
.Directors’ report, the Company continues to operate and 1o review and update contingency plans en a
regular bosns
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