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Strong H1 results, rebasing dividend and refreshing targets

Paul Geddes, CEO of Direct Line Group, commented

"The Group delivered another strong first half performance, as we continued fo focus on giving customers what they want. In
particular, we are pleased with the continued momentum in our Direct Line brand, which shows that customers value the great

service and unique insurance propositions we are offering in both Personal Lines and Commercial Lines.

"Today the Board is rebasing the Group's regular dividend upwards fo reflect its confidence in the Group's earnings and the
progress the business has made since the IPO nearly 5 years ago when the Group's dividend policy was previously set. We
aim to grow the regular dividend in line with business growth, which we expect to be in the region of 2% to 3% per annum

over the medium term.

“The investments we have made and continue to make in our business have delivered value for our customers and shareholders.
As o result, we reiterate our 93% to 95% combined operating rafio targef for 2017 and also extend this ambition over the me-
dium term.”

Results summary

H1 H1
2017 2016 Change
£m £m
Gross writfen premium 1,694.2 1,613.1 +5.0%
Operating profit — Ongoing operations 354.2 323.6 +9.5%
Commission ratio! 8.9% 10.9% (2.0pts)
Expense ratio! 24.6% 25.3% (0.7pts)
Combined operating rafio’ 88.9% 89.6% (0.7pfs)
Return on tangible equity annualised? 26.1% 23.1% +3.0pts
Dividend per share — regular inferim {pence)® 6.8p 4.9p +38.8%
30 Jun 31 Dec
2017 2016 Change
Solvency Il capital coverage ratio postdividend 173% 165% +8pfs

Highlights and outlook

e Motor confinued to grow gross written premiums, up 10% with Direct Line driving the growth

o Commercial launched the first of its flexible and bespoke business insurance policies, a part of our digital transformation,
leveraging our strong Direct Line brand and our goal of making insurance much easier and better value for our customers

e The Board is rebasing the regular dividend up 38.8%, increasing the interim dividend to .8p°. In addition, the Group
expects to operate around the middle of its Solvency Il capital coverage ratio range of 140% to180%, in the normal course
of business

e Reiferate the current financial targets for 2017 combined operating ratio in the range of 93% to 95% and investment in-
come yield at 2.4%

e In addition, management fargets maintaining a 93% to 95% combined operating rafio over the medium ferm, refleciing its
ambition fo maintain strong annual financial performance

For further information, please contact:

Andy Brocdfield Jennifer Thomas

Director of Investor Relations Head of Financial Communications
Tel: +44 [0)1651 831022 Tel: +44 (0)1651 831686

Notes:

1.
2.

3.

A reduction in the ratio represents an improvement as o proportion of net earmned premium, while an increase in the rafio represents a defe-

rioration. See glossary on page 37 for definition.

See glossary on po%e 37 for definitions and appendix A — Alternative performance measures on page 39 for reconciliation to

financial statements line items.

The Group's dividend policy states its expectation that one-hird of the annual dividend will generally be paid in the third quarter as

an interim dividend and tworthirds will be paid as a final dividend in the second quarter of the following year.



Forward-looking statements disclaimer
Certain information contained in this document, including any information as to the Group's strategy, plans or future financial or
operating performance, constitutes "forwardlooking statements”. These forwardHooking siatements may be identified by the use of

woou

forwardlooking terminology, including the terms “aims”, "ambition”, “anticipates”, “aspire”, “believes”, “continue”, “could”, “es-
timates”, “expects”, “guidance”, “intends”, “may”, “mission”, “outlook”, “over the medium term”, “plans”, “predicts”, “projects”,
"propositions”, “seeks”, “should”, “strategy”, “targets” or “will" or, in each case, their negative or other variations or comparable
ferminology, or by discussions of strategy, plans, objectives, goals, future events or intentions. These forward-looking statrements
include all matters that are not historical facts. They appear in a number of places throughout this document and include sfafe-
ments regarding the intentions, beliefs or current expectations of the Directors conceming, among other things: the Group's results
of operations, financial condition, prospects, growth, sirategies and the industry in which the Group operates. Examples of for-
ward-ooking statements include financial targefs, which are contained in this document specifically with respect fo the return on
tongible equity, Solvency Il capital coverage ratio, the Group's combined operating ratio, prioryear reserve releases, cost reduc-
fion, investment income yield, net realised and unreclised gains, results from the run-off segment, restructuring costs, and risk ap-
petite range. By their nature, all forward-looking statements involve risk and uncertainties because they relate o events and de-

pend on circumstances that may or may not occur in the future or are beyond the Group's control.

Forwardlooking statements are not guarantees of future performance. The Group's aciual results of operations, financial condition
and the development of the business secior in which the Group operates may differ materially from those suggested by the for-
wardlooking statements confained in this document, for example directly or indirecily as a result of, but nof limited to, UK domes-
tic and global economic business conditions, the result of the referendum and the negotiations relating o the UK's withdrawal
from the European Union, the result of the UK general election, marketrelated risks such as fluctuations in inferest rates and ex-
change rates, the policies and actions of regulatory authorities {including changes related to capital and solvency requirements or
the Ogden discount rafe], the impact of competition, currency changes, inflation and deflation, the timing impact and other uncer-
fainties of fulure acquisitions, disposals, joint ventures or combinations within relevant industries, as well as the impact of tox and
other legislation and other regulation in the jurisdictions in which the Group and its affiliates operate. In addition, even if the
Group's actual results of operations, financial condition and the development of the business sector in which the Group operates
are consistent with the forward-looking statements contained in this document, those results or developments may not be indicative
of results or developments in subsequent periods.

The forward-looking statements confained in this document reflect knowledge and information available as of the date of prepara-
tion of this document. The Group and the Directors expressly disclaim any obligations or undertaking fo update or revise publicly
any forward-looking statements, whether as o result of new information, future events or otherwise, unless required to do so by
applicable law or regulation. Nothing in this document should be construed as a profit forecast.

Inside information

Prior to publication, this document contained inside information for the purposes of Article 7 of European Union Regulation
596/2014.



Financial summary

H1 HI
2017 2016 Change
£m £m
Ongoing operations:
In-force policies (thousands| 15,811 15,736 0.5%
Cross written premium 1,694.2 1,613.1 5.0%
Net eamned premium 1,547.5 1,479.9 4.6%
Underwriting profit 172.0 154.2 11.5%
Investment refurn 92.6 Q1.0 1.8%
Instclment and other operating income 89.6 78.4 14.3%
Operating profit - Ongoing operations 354.2 323.6 Q.5%
Run-off 10.0 23.6 (57.6%)
Restructuring costs (4.5) (30.3) 85.1%
Operating profit 359.7 3169 13.5%
Finance costs (18.3) (18.4) 0.5%
Profit before tax 341.4 298.5 14.4%
Tax (65.9) (62.6) (5.3%)
Profit after tax 275.5 235.9 16.8%
Of which Ongoing operations 271.2 244.2 11.1%
Key metrics — Ongoing operations
Currentyear attritional loss ratio’ 68.8% 68.5% 0.3pts
Loss ratio! 55.4% 53.4% 2.0pts
Commission ratio! 8.9% 10.9% (2.0pts]
Expense ratio! 24.6% 25.3% (0.7pts]
Combined operating rafio 88.9% 89.6% (0.7pfs]
Adjusted diluted eamings per share” {pence] 19.7 17.6 11.9%
Return on tangible equity annualised? 26.1% 23.1% 3.0pts
Key meftrics
Investment income yield annualised? 2.5% 2.5% -
Investment refurn annualised? 2.8% 2.8% -
Basic earnings per share (pence] 20.2 17.2 17.4%
Return on equity annualised 21.3% 17.8% 3.5pts
Dividend per share - regular interim {pence| 6.8 4.9 38.8%
— special inferim (pence) = 10.0 -
- total (pence) 6.8 14.9 (54.4%)
30 Jun 31 Dec
2017 2016 Change
Solvency Il capital coverage ratio 173% 165% 8pts
Net asset value per share (pence) 194.4 184.7 5.3%
Tangible net asset value per share [pence] 156.5 147 .4 6.2%

Notes:

1. A reduction in the ratfio represents an improvement as a proportion of net earned premium, while an increase in the rafio represents deterioration

2. See glossary on page 37 for definition and appendix A — Alternative performance measures on page 40 and 41 for reconciliation to the financial state-

ment line items



Business update

Overview

Direct Line Group (the “Group”| delivered a strong performance in the first half of 2017, grew gross written premium 5.0%, re-
duced expense and commission rafios compared o the first half of 2016 and achieved a refumn on fangible equity of 26.1%.
Solvency Il capital coverage ratio remained strong at 173% as at 30 June 2017 after taking into account the inferim regular
dividend of 6.8 pence per share (H1 2016: 4.9 pence per share).

Throughout its fransformation, the Group has remained focussed on developing ifs future capabilities, with investments in the
Group's digital offering, customer experience and operational efficiency. H1 2017 saw one of these invesiments reach a signifi-
cant milestone with the launch in April of Commercial’s first trade segment, Hair and Beauty, on ifts new digital plaform. The
benefits of the Group's longterm invesiment approach were clear in H1 2017, with continued momentum in the Direct Line
brand as it grew policy count and gross written premium again across Motor, Home and Commercial. Since 2013, the Group's
own brands inforce policies have grown on average between 2% to 3% p.a.

Motor

The Group continued fo benefit from ifs strong competitive position in Motor, growing gross writien premium 9.9% and inforce
policies 4.9% in the first half of 2017, principally driven by the strength of the Direct Line brand. In the first half of the year, the
Direct Line proposition was further enhanced with the addifion of onward travel by taxi if the customer's car is not driveable. The
growth was achieved while also improving the currentyear loss ratio from 84.6% in H1 2016 10 81.7% in H1 2017.

Bodily injury claims continued to trend more favourably than expected. In addition, defailed case reviews conducted in Q2 of the
addifional costs arising from the lowering of the Ogden discount rate indicated a lower than expected increase to claims cosfs.
This has resulied in o reserve release of £49m, leading o a total prioryear reserve release of £174.6m in the first half of 2017
(H1 2016 £134.0m). The Group confinued fo reserve prudently and assumes a minus 0.75% Ogden discount rate.

Commercial

Direct Line for Business {"DL4B" launched its first product on its new digital platform, initially for Hair and Beauty professionals,
with more professions planned to follow. This key strategic step aligns a new cusfomer-centric digital approach with leveraging
the Group's strong, proposition led, Direct Line brand. The Group sees the under-served and growing small and micro business
segment as an imporfanf medium term prospect.

At the same time, DL4B's current portfolio of predominantly landlord, tradesman and van products continued to grow well, with
gross writien premium up 13.4% compared to the first half of 2016. DL4B also enhanced its proposition in the first half of 2017
with ifs rent guarantee cover offer for landlord insurance, and won What Morigage? ‘Best Landlord Insurance Provider” for the
fifth year running.

In addition fo the direct channel, NIG and other continues to support commercial insurance brokers by using technology to im-
prove frading efficiency through more on-line products, improved eTrade quotability and a fully paperless offering for all products.

Home

Home's results were robust, helped by low weather losses, partially offsetting higher than expected claims inflation from the es-
cape of water ["EoW") peril. The first half of 2016 benefittied from an unusually high reserve release resulting from 2015 weather
events (14.8pfs). These weother releases were not repeated in H1 2017 The impact of EoW on the 2017 loss ratio (on both
prior and current year) was partially offset through lower profit share commission due to partners. The commission rafio also re-
duced due to changes to partner arrangements and business mix.

The Home business has taken a number of significant actions across pricing, underwriting and claims management to mitigate
EoW inflation. These actions are intended to help refurn profitability to more normal levels in 2018. While these actions saw
reduced new business sales in the first half, Home was sfill able to maintain its year on year retention levels. In own brands, this
supported inforce policy growth of 1.5% and gross written premium growth of 0.8%. Parinership premiums declined 7.9% as in-
force policies fell 7.6%.

Rescue

Rescue had a strong half, benefitiing from lower than normal claims frequency while growing gross written premium 2.1%. Green
Flag, the Group's direct rescue brand, confinued its growth momentum, growing inforce policies 8.0% and gross writlen premi-
um 10.8%. New management has been oppointed to the Rescue division and Green Flag has launched a new advertising
campaign to highlight its challenger status.



Dividends and capital management

The Board has resolved to pay o regular inferim dividend of .8 pence per share, an increase on H1 2016 of 1.9 pence per
share, 38.8%, reflecting the Group's confidence in its earnings and the progress the business has made since the Group's inifial
public offering ("IPO") nearly 5 years ago. After deducting this regular inferim dividend, the Group's esfimated Solvency Il capital
coverage rafio as at 30 June 2017 was 1/3%.

The Board previously set its dividend policy at the time of the IPO in 2012 and has now updated the policy as set out on page
13. The Boord continues to expect that onethird of the annual dividend will generally be paid in the third quarter as an interim
dividend and twothirds will be paid in the second quarter of the following year. The Board aims to grow the regular dividend in
line with business growth.

Under normal circumstances, the Group expects to operate around the middle of its Solvency Il capital coverage ratio risk appe-
fite range of 140% to 180% of the Group's solvency capital requirement, and it will take this into account when considering the
potential for any special distributions.

The revised dividend policy reiterates that in the normal course of events the Board will consider whether or not it is appropriate
fo pay a special dividend once a year, clongside the fullyear results.

Outlook

For 2017, the Croup targets a combined operating rafio of 93% to 95%, reductions in its expense and commission rafios, @
2.4% investment income yield and a RoTE of af least 15%.

Beyond 2017, the Group targets having a 93% to 95% combined operating rafio over the medium term supported by reductions

in ifs expense and commission ratios and reiferates its ongoing target of achieving af least a 15% refurn on tangible equity
{"RoTE").



Finance review
Performance
Operating profit — Ongoing operations

H1 HI
2017 2016

£m £m

Underwriting profit 172.0 154.2
Investment refurn 92.6 21.0
Instalment and other operating income 89.6 78.4
Total 354.2 323.6

Underwriting profit increased to £172.0m, an increase of 11.5% compared to H1 2016. This included the benefit of improved
current year loss ratios in Motor, Rescue and other personal lines and Commercial as well as lower expense and commission
ratios compared to H1 2016. In Home, weather costs were lower than expected, and in line with H1 2016; however higher
than expected claims inflation from EoW led to higher claims costs. Prioryear reserve releases were £19.7m lower at £216.4m
(H1 2016: £236.1m] and excluding these releases, currentyear operating profits were significantly higher at £137.8m (H1
2016: £87.5m).

Investment refurn improved to £92.6m (H1 2016: £91.0m] primarily due to a £1.9m increase in net realised and unrealised
gains.

Operating profit from Ongoing operations increased by 9.5% to £354.2m (H1 2016: £323.6m] mainly due to an improvement
in the underwriting result and higher instalment and other operating income.

In-force policies and gross written premium

Inforce policies — Ongoing operations (thousands)

30 Jun 31 Mar 31 Dec 30 Sep 30Jun

At 2017 2017 2016 2016 2016
Own brands 3,761 3,691 3,642 3,607 3,541
Partnerships 205 220 231 233 238
Motor total 3,966 3,911 3,873 3,840 3,779
Own brands 1,770 1,764 1,759 1,751 1,743
Partnerships 1,534 1,593 1,619 1,638 1,660
Home total 3,304 3,357 3,378 3,389 3,403
Of which Nationwide and Sainsoury's 688 706 719 723 724
Rescue 3,663 3,676 3,646 3,621 3,670
Other personal lines 4,178 4,188 4,234 4219 4,224
Rescue and other personal lines 7,841 7,864 7,880 7,840 7,894
Of which own brands 2,007 1,936 1,886 1,847 1,850
Direct Line for Business 452 A4] 433 428 424
NIG and other 248 245 242 239 236
Commerecial 700 686 675 667 660
Total 15,811 15,818 15,806 15,736 15,736




Gross written premium — Ongoing operations

Q2 Q2 H1 HI

2017 2016 2017 2016

£m £m £m £m

Own brands 412.7 362.9 781.2 694.3
Partnerships 19.0 26.7 43.2 56.0
Motor total 431.7 389.6 824.4 750.3
Own brands 97.6 96.3 193.2 191.6
Partnerships 95.7 104.1 194.9 211.6
Home total 193.3 200.4 388.1 403.2
Of which Nationwide and Sainsbury’s 46.2 50.1 97.6 105.0
Rescue 42.9 42.5 83.6 81.9
Other personal lines 66.2 58.4 129.7 115.8
Rescue and other personal lines 109.1 100.9 213.3 197.7
OF which own brands 54.3 48.1 106.8 98.8
Direct Line for Business 1.3 271 60.1 53.0
NIG and other 118.3 117.3 208.3 208.9
Commercial 149.8 144 .4 268.4 2619
Total 883.9 835.3 1,694.2 1,613.1

Total inforce policies for Ongoing operations during the first half of 2017 remained stable af 15.8 million (31 December 2016
15.8 million). This was due primarily to continued inforce policy growth in Motor and Home's own brands, Creen Flag direct
and Commercial offset by lower partner volumes in Home and Rescue and other personal lines.

Cross written premium of £1,694.2m increased 5.0% compared with first half of 2016, reflecting continued growth as above.

Motor

Inforce policies increased 4.9%, adding 187,000 policies, compared with the first half of 2016. Motor's own brands grew by
6.2% over the same period underpinned by higher levels of new business growth combined with strong customer refention. In-
vesiment in brand differentiation through a succession of new Direct line propositions and competitive pricing confinued fo drive
the improved performance. Mofor gross written premium increased by 9.9% in comparison fo the first half of 2016 which also
reflects the Group's pricing response to ongoing claims inflation including the response to the Ogden discount rate change.

Motor average writien premium' increased by 6.6% in H1 2017, and risk-adjusted prices increased 11.1%. The Group overall
sought fo price for changes fo the Ogden discount rate (gross of reinsurance) and general claims inflation, partially offsef by un-
derlying improvements in bodily injury cost trends. Claims inflation remained around the top of the Group's longterm expecta-
fions, although bodily injury costs for prior years continued to improve over initial expectations.

Home

Inforce policies for Home's own brands increased by 1.5% compared with the first half of 2016, while partership volumes re-
duced by 7.6% due to the cessation of new business in Sainsbury’s and a slow-down in other parership arrangements. The
Croup's parmership with Nationwide is now expected to continue to the end of 2017. Gross writien premium was 3.7% lower
than the first half of 2016, due to parters which were 7.9% lower, while own brands experienced a small increase of 0.8%.

Home own brands' average written premium? decreased by 0.9% compared with the first half of 2016 driven by lower risk mix
partially offset by low single-digit price increases in a highly competitive market. Claims inflation continued to rise in the quarter
chead of price increases. In addition to price increases, the Group is also taking action in underwriting and claims management
fo mitigate higher claims inflation. Refention in Home own brands continued to be sfrong.

Notes:
1. Average incepted writien premiums excluding IPT for total Motor for year to date 30 June 2017,

2. Average incepted writien premiums excluding IPT for Home own brands for year to date 30 June 2017.



Rescue and other personal lines

Rescue and other personal lines experienced a small reduction in inforce policies of 0.7% in the first half of 2017 compared with
the first half of 2016, primarily resulting from lower pariner volumes. Gross written premium for Rescue and other personal lines
increased by 7.9% compared with the first half of 2016, mainly due to price increases in Travel and strong growth in Green
Flag.

Commercial

Commercial inforce policies were ©.1% higher than for the first half of 2016, reflecting growth in both Direct Line for Business
and NIG and other. The increase in gross written premium of 2.5%, compared to the first half of 2016, reflected continuing
strong growth in Direct line for Business, with NIG and other premiums slightly lower primarily due to product mix.

Underwriting profit - Ongoing operations

H1 HI

2017 2016

Underwriting profit (£m) 172.0 154.2
Loss ratio 55.4% 53.4%
Commission ratio 8.9% 10.9%
Expense ratio 24.6% 25.3%
Combined operating ratio 88.9% 89.6%

The combined operating ratio for Ongoing operations of 88.9% [H1 2016: 89.6%) improved by 0.7 percentage points primari-
ly due o improvements in the commission and expense ratios offset by a higher loss ratio. The increase in the loss ratio to 55.4%
(H1 2016: 53.4%) reflected lower prioryear reserve releases, and an increase in Home's currentyear loss ratio partially offset
by an improvement in Mofor's currentyear loss rafio. The Group's expense rafio of 24.6% improved by 0.7pfs as the Group kepf
its cost base stable and grew its eamed premium. The reduction in the commission rafio of 2.0 percentage points primarily re-
flected lower profit share payments to Home partners, as a result of lower prioryear reserve releases, a higher attritional loss
ratio, changes fo parinership arrangements and business mix.

The Group achieved o combined operating ratio for Ongoing operations, normalised for weather of approximately 91% (H1
2016: approximately 91%). The Group maintains its target fo achieve a combined operating ratio of 93%95% for 2017, as-
suming normal weather for the year.

Beyond 2017, the Group targets maintaining a 93%95% combined operating rafio over the medium term, assuming a normal
annual level of weather claims.



Loss rafio analysis by division — Ongoing operations

Rescue and

other Total
Molor Home personal lines Commercial Ongoing
Notes £m £m £m £m £m

H1 2017
Net insurance claims 4 403.5 190.7 135.7 127.1 857.0
Prioryear reserve release/ [strengthening] 19 174.6 16.8 (2.1) 27.1 216.4
Maijor weather events n/a (9.0) n/a n/a (9.0)
Atiritional net insurance claims 578.1 198.5 133.6 154.2 1,064.4
Net earned premium 4 707.8 397.0 209.0 233.7 1,547.5
Loss ratio currentyear attritional 81.7% 50.0% 63.9% 66.0% 68.8%
loss ratio — prioryear reserve releases (24.7%) (4.3%) 1.0% (11.6%) (14.0%)
Loss ratio — major weather events n/a 2.3% n/a n/a 0.6%
Loss ratio — reported 4 57.0% 48.0% 64.9% 54.4% 55.4%
Commission ratio 4 2.6% 17.0% 5.0% 17.9% 8.9%
Expense ratio 4 25.5% 23.8% 23.9% 23.8% 24.6%
Combined operating ratio 4 85.1% 88.8% 93.8% 96.1% 88.9%

H1 2016
Net insurance claims 4 416.1 137.7 121.4 1151 790.3
Prioryear reserve releases 19 134.0 60.6 7.5 34.0 236.1
Maijor weather events n/a (13.0) n/a n/a (13.0)
Attritional net insurance claims 550.1 185.3 128.9 1491 1,0134
Net earned premium 4 650.3 411.7 194.8 2231 1,479.9
loss ratio currentyear attritional 84.6% 45.0% 66.2% 66.8% 68.5%
loss ratio — prioryear reserve releases 20.6%) (14.8%) (3.9%) (15.2%) (16.0%)
Loss ratio — major weather events n/a 3.2% n/a n/a 0.9%
loss ratio — reported 4 64.0% 33.4% 62.3% 51.6% 53.4%
Commission ratio 4 2.6% 22.2% 4.9% 19.4% 10.9%
Expense ratio 4 25.7% 25.3% 25.5% 24.0% 25.3%
Combined operating ratio 4 92.3% 80.9% 92.7% 95.0% 89.6%

The movement in the currentyear atiritional loss ratfio is a key indicator of underlying accident year performance as it excludes
prioryear reserve movements and claims costs from major weather events in the Home division. The Group’s currentyear affri-
tional loss rafio of ©8.8% was broadly stable compared to the same period in 2016 with improvements in Motor, Rescue and
other personal lines and Commercial, partially offsef by o deterioration in Home as a result of rising claims inflation due fo EoW.

Prioryear reserve releases from Ongoing operations continued to be significant at £216.4m (H1 2016: £236.1m) and were
equivalent to 14.0% of nef earned premium (H1 2016: 16.0% of net earned premium). Reserve releases were high in H1 2017
as bodily injury claims continued to trend more favourably than expected. Additionally, detailed case reviews in Q2 2017, for
the additional costs arising from the lowering of the Ogden discount rate, indicated a £49m reduction in the impact of the rate
change. Prioryear reserve releases are expected to reduce in future years, although they are expected to remain a significant

contribution to profits.

Note:

1. See notes 1o the condensed consolidated financial statements.



Motor

The combined operating ratio for the Motor division was 85.1% [H1 2016: 92.3%), an improvement of 7.2 percentage points
due fo higher prioryear reserve releases, including reserve releases from the detailed case reviews, and the currentyear im-
provement in the loss ratio. The currentyear attritional loss ratic improved by 2.9 percenfage points, 1o 81.7% due to a favoura-
ble trading environment and the recognition of benefits from our claims handling processes and initiatives. The Group expects fo
continue fo re-invest in our customer propositions. Both the expense and commission ratios were stable compared to the first half

of 2016.

Home

In Home, the combined operating ratio increased by 7.9 percentage points to 88.8% (H1 2016: 80.9%) with a higher loss
ratio, in part offset by improving expense and commission rafios. The loss ratio was higher as a result of lower prioryear reserve
releases compared with H1 2016, which benefitted from approximately 7 percentage points of one-off weatherrelated releases,
and the impact of higher than expected claims inflation from EoVV claims. The currentyear affritional loss ratio, excluding major
weather event claims, increased by 5.0 percentage points, also reflecting higher EoVW claims inflation experience. The weather
in H1 2017 was benign with £9.0m of claims costs from major weather events (H1 2016: £13.0m|.

The commission ratio of 17.0% was 5.2 percentage points lower than the first half of 2016 reflective of lower profit commission
payments fo partners resulting from the impact of elevated claims experience and changes to partner arrangements.

Rescue and other personal lines

The combined operating rafio for Rescue and other personal lines increased by 1.1 percentage points to 93.8% [H1 2016:
92.7%] due principally to an increase in the loss ratio with lower prioryear reserve releases on Travel, partly offset by a 2.3 per
centage poinfs improvement in the currentyear affritional loss ratio. The expense ratio improved primarily due to lower marketing
expenditure on Rescue, while the commission rafio remained stable.

Commercial

The combined operafing ratfio for Commercial increased by 1.1 percentage points 1o 96.1% (H1 2016: 95.0%) primarily due fo
an increase in the loss ratio as a result of a 3.6 percentage points lower contribution from prioryear reserve releases. The current-
vear afiritional loss ratio improved by 0.8 percentage points to 66.0% [H1 2016: 66.8%). The higher loss ratio was partly offset
by lower expense and commission ratios. Normalising for claims from weather and large claims, the combined operating ratio
was approximately 99% (H1 2016: approximately 98%).

Total costs — Ongoing operations

HI HI
2017 2016

Notes £m £m

Staff costs 202.2 209.1
Other operating expenses 165.0 144.9
Marketing 59.0 62.6
Amortisation and impairment of other infangible assets 26.7 30.0
Depreciation 14.1 15.0
Total costs 467.0 461.6
Operating expenses 4 380.4 374.6
Claims handling expenses 8 86.6 87.0
Total costs 467.0 461.6

Tofal costs for Ongoing operations increased by £5.4m to £467.0m. Other operating expenses increased due fo higher T
costs, offshoring fees and levies. The Group continues fo invest in its significant IT programme and operational efficiency im-
provements while supporting business growth and investment in future capability.



Instalment and other operating income — Ongoing operations

H1 HI

2017 2016

£m £m

Instalment income 55.8 51.4
Other operating income:

Vehicle replacement referral income 8.3 6.8

Revenue from vehicle recovery and repair services' 9.8 9.4

Cther income 157 10.8

Total other operating income 33.8 27.0

Total 89.6 /8.4

Instalment and other operating income from Ongoing operations increased by £11.2m, with increased instalment payments of

£4.4m due fo higher Motor gross writtien premium.

Investment return — Ongoing operations

H1 HI1

2017 2016

£m £m

[nvestment income 82.4 82.7
Net realised ond unrealised gains 10.2 8.3
Total investment return 92.6 Q1.0

Investment income remained broadly stable compared to H1 2016, despite a reduction of 25 basis points by the Bank of Eng-

land in the UK base rate in August 2016 and lower assets under management.

Net realised and unrealised gains were higher at £10.2m (H1 2016: £8.3m) primarily due to higher unrealised property gains.

Investment yields

H1 H1
2017 2016
Investment income yield 2.5% 2.5%
Investment return yield 2.8% 2.8%
The investment income yield for H1 2017 was 2.5%, which is slightly above the full year expectation of 2.4%.
Investment holdings — fotal Group
30 Jun 31 Dec
2017 2016
At £m £m
Investment-grade credit? 3,923.6 3,888.3
High vield 392.3 400.9
Investment-grade private placements 88.3 85.1
Credit 4,404.2 4,383.3
Sovereign 363.0 341.2
Total debt securities 4,767.2 47245
Infrastructure debt 328.0 337.0
Commercial real estate loans 90.9 79.7
Cash? 1,047.2 1,110.8
Investment property 314.9 329.0
Total Group 6,548.2 6,581.0
Notes:
1. Vehicle recovery includes postaccident and pay-on-use recovery. Repair services conslitute the provision of nondinsurance related services.
2. Asset allocation ar 30 June 2017 includes invesiment porifolio derivatives, which have been netied and have a markto-market asset of £30.6m included

in investmentgrade credit (31 December 2016: markdomarket liability of £5.8m included in investment grade credit]. This excludes derivatives that have

been used to hedge interest on subordinated debt and operational cash flows.
3. Net of bank overdrafts, includes cash at bank and in hand and money market funds with no notice period for withdrawal.



Ar 30 June 2017, tofal invesiment holdings of £6,548.2m were 0.5% lower than af the start of the year. Total debt securities
were £4,767.2m |31 December 2016: £4,724 .5m), of which 6.1% were rated as ‘AAA" and a further 63.1% were rafed as
'AA" or ‘A" The average duration at 30 June 2017 of fotal debt securities was 2.3 years [31 December 2016: 2.3 years).

Ar 30 June 2017, tofal unrealised gains, net of tax, on availableforsale investments were £86.5m (31 December 2016:
£92.1m).

Operating profit — Ongoing operations

H1 H1
2017 2016

£m £m

Motor 233.9 168.8
Home 67.5 101.5
Rescue and other personal lines 22.6 234
Commercial 30.2 29.9
Total 354.2 323.6

All divisions were profitable in H1 2017 with a significant increase in Motor offset by reduced operating profits in Home and
Rescue and other personal lines.

Reconciliation of operating profit

H1 H1
2017 2016

£m £m

Operating profit - Ongoing operations 354.2 323.6
Run-off 10.0 23.6
Restructuring costs (4.5) (30.3)
Operating profit 359.7 316.9
Finance costs (18.3) (18.4)
Profit before tax 341.4 298.5
Tax (65.9) (62.6]
Profit after tax 275.5 2359

Run-off

The Run-off segment generated a profit of £10.0m in H1 2017 compared with £23.6m in H1 2016. The reduction in the result
followed lower prioryear reserve releases from large bodily injury claims. It is expected that the Run-off segment will continue to
contribute positively to operating profit in future years, albeit at a lower level.

Restructuring costs
Restructuring costs for H1 2017 of £4.5m (H1 2016: £30.3m) were significantly lower than in H1 2016.

Over the four year period 2015 to 2018, the Group expects cumulative restructuring costs to be broadly offset by operating
profit from the Run-off segment.

Finance costs
Finance costs remained sfable at £18.3m (H1 2016: £18.4m).

Taxation
The effective tax rate in H1 2017 was 19.3% (H1 2016: 21.0%}, which was higher than the standard UK corporation tax rafe
of 19.25% [H1 2016: 20.0%) driven primarily by disallowable expenses offset by a prior year tax credit.

Profit for the period and return on tangible equity
Profit for the period of £275.5m (H1 2016: £235.9m) reflected an increase on H1 2016 predominantly due to an improve-

ment in the underwriting result, an increase in instalment and other operating income and a reduction in restructuring cosfs.

Retumn on tangible equity increased o 26.1% [H1 2016: 23.1%) due to an annuclised profit after tax from Ongoing operations
of £542 4m [H1 2016: £488.4m) and a reduction in the average shareholders’ tangible equity.



Earnings per share
Basic earnings per share increased by 17.4% to 20.2 pence (H1 2016: 17.2 pence).

Adjusted diluted earnings per share increased by 11.9% to 19.7 pence reflecting an increase in profit after tax from Ongoing
operafions and a reduction in the weighted average number of Ordinary Shares.

Dividends
The Board has resolved to pay an interim dividend for the Company for 2017 of £93.5m in aggregate, representing 6.8 pence
per share, an increase of 38.8% on the regular inferim dividend for 2016 of 4.9 pence.

The regular interim dividend will be paid on 8 September 2017 to shareholders on the register on 11 August 2017 The ex-
dividend date will be 10 August 2017

Nef assets and tangible nef assets

30 Jun 31 Dec

2017 2016
At £m £m
Net assets 2,654.5 2,521.5
Goodwill and other intangible assets (517.4) (508.9)
Tangible net assets 2,137.1 2,012.6
Net assets per share (pence] 194.4 184.7
Tangible net assets per share (pence] 156.5 1474

The net assets at 30 June 2017 increased to £2,654.5m (31 December 2016: £2,521.5m) and tangible net assefs increased
fo £2,137.1m (31 December 2016: £2,012.6m). These increases mainly reflect the profit in H1 2017 partially offset by the
payment of the 2016 final dividend.

Financial management

Capital management

Dividend policy

The Group cims to manage ifs capital efficiently and generate longterm sustainable value for shareholders, while balancing op-
erafional, regulatory, rating agency and policyholder requirements.

The Group aims to grow its regular dividend in line with business growth.

Where the Board believes that the Group has capital which is expected to be surplus to the Group's requirements for a pro-
longed period, it would infend to return any surplus to shareholders. In normal circumstances, the Board expects that a capifal
coverage ratio around the middle of its risk appefite range of 140% to 180% of the Group's solvency capital requirement ["SCR")
would be appropriate and it will therefore take this into account when considering the potential for special distributions.

In the normal course of events the Board will consider whether or not it is appropriate fo distribute any surplus capital to share-
holders once a year, alongside the full year results.

The Group expects that onehird of the annual dividend will generally be paid in the third quarter as an inferim dividend, and
two-hirds will be paid as a final dividend in the second quarter of the following year. The Board may revise the dividend policy
from time to time. The Company may consider a special dividend and/or a repurchase of its own shares fo distribute surplus
copital to shareholders.

Solvency I

The Group is regulated, under Solvency Il requirements, by the Prudential Regulation Authority {"PRA") on both a Group basis
and, for the Group's principal underwriter, U K Insurance Limited {“UKI"), on a solo basis.

UKl calculates its capital requirement using its PRA approved internal model, which forms part of o Groug-wide partial internal
model.

The Board has considered the risk appetite range of the Group under its Solvency Il partial infernal model and considers that the

appropriate range, which should enable it o meet its operational, regulatory and rating agency requirements, is 140% to 180%

of its solvency capital requirement. Under normal circumstances, the group expects fo operate around the middle of the risk appe-
tite range.



Sensitivity analysis

The following table shows estimated sensitivities based on assessed impact of scenarios af 30 June 2017

. Impact on
Scenario solvency ratio
Motor premium rate reduction of 10% (17pts)
Motor bodily injury deferioration equivalent to accident years 2008 and 2009 (8pts)
Increse in periodic payment order propensity by 10pts (5pts)
One-off catastrophe loss equivalent o 1990 storm (9pts)
Crne-off catastrophe loss equivalent based on extensive flooding of the Thames (9pts)
Change in the reserving basis for PPOs to use a real discount rafe of minus 1% instead of 0% (10pts)
100bps increase in credit spreads (11pts)
100bps decrease™ in inferest rafes (10pts)

*This has been changed from the version issued on 1 August 2017.

Capital position

Ar 30 June 2017, the Group held a capital surplus of approximately £1.04bn after foreseeable dividends and cbove its esti-
mated Solvency Il regulatory capital requirements on the Group's partial internal model basis. This was equivalent to an estimated

capital coverage ratio of 173%.

30 Jun 31 Dec
2017 2016
At £bn £bn
Solvency capital requirement 1.42 1.40
Capital surplus above solvency capital requirement 1.04 0.91
Capital coverage ratio postdividend 173% 165%
The following table splits the Group’s own funds by tier on a Solvency Il basis.
30 Jun 31 Dec
2017 2016
At chn £bn
Tier 1 capital before foreseeable dividends 1.97 1.87
Foreseeable dividends (0.09) (0.13)
Tier 1 capital 1.88 1.74
Tier 2 capital 0.53 0.54
Tier 3 capital 0.05 0.03
Own funds 2.46 2.31

Tier 1 capital after foreseeable dividends represents 76% of own funds and 132% of the estimated solvency capital requirement.
Tier 2 capital relates solely to the Group's £0.53bn subordinated debt. The amount of Tier 2 and 3 capital permitted under the
Solvency Il Regulations is 50% of the Group's solvency capital requirement, and of Tier 3 is 15%. Therefore, the Group has no

ineligible capital.

Reconciliation of IFRS shareholders’ equity to Solvency Il own funds

30 Jun 31 Dec

2017 2016/
At £bn £bn
Shareholders” equity 2.65 2.52
Goodwill and intangible assets (0.52) (0.51)
Change in valuation of technical provisions {0.08) (0.05)
Other asset and liability adjustments (0.08) (0.09)
Foreseeable dividends (0.09) (0.13)
Tier 1 capital 1.88 1.74
Tier 2 capital: subordinated debt 0.53 0.54
Tier 3 capital: deferred tax 0.05 0.03
Total own funds 2.46 2.31

Note:

1. The comparatives have been updated to reflect the amounts in the Solvency Financial Condition Report for the year ended 31 December 2016, pub-

lished on the 15 May 2017.



Movement in capital surplus

2017

£bn

Capital surplus at 1 January 2017 0.91
Underlying movement in capital generation 0.28
Market movements =
Capital generation 0.28
Increase in solvency capifal requirement (0.02)
Surplus generation 0.26
Capital expenditure (0.04)
Capital distribution — regular dividend (0.09)
Net surplus movement 0.13
Capital surplus at 30 June 2017 1.04

leverage

30 Jun 31 Dec

2017 2016

At £m £m
Shareholders” equity 2,654.5 2,521.5
Financial debt — subordinated guaranteed dated notes 533.0 539.6
Total capital employed 3,187.5 3,061.1
FinanciaHeverage rafio 16.7% 17.6%

During H1 2017, leverage reduced 0.9 percentage points to 16.7%, due primarily to an increase in profit for the period, par
fially offsef by the payment of the final dividend for 2016.

Credit ratings

Standard & Poor's and Moody's Investors Service provide insurance financialstrength ratings for UKI. UKl is currently rated ‘A’
strong] with a stable outlook by Standard & Poor's and ‘A2 [good) with a stable outlook by Moody's.

Regulatory update

The Group has continued to operate within a highly dynamic and evolving regulatory landscape, particularly in the UK motor
insurance market where a number of reviews and initiatives have been announced by the UK Government, the Minisiry of Jusfice
["MoJ"), the Financial Conduct Authority ["FCA”") and the PRA. On 23 February 2017, the government announced measures fo
reduce the volume and cost of soff tissue domage ‘whiplash’ claims and stated its expectation that this will see a reduction in
motor insurance premiums by £40 on average. On 27 February 2017 the Lord Chancellor announced a reduction in the Ogden
discount rate fo minus 0.75% with effect from 20 March 2017. The Group has also been engoged in the consultation to consid-
er opfions for reform concerning the discount rate.

During the first half of 2017, the FCA's focus has been on value measures and pricing practices as well as the publication of ifs
business plan. The PRA focus has been on the pillars of its financial risk framework, namely reserving, pricing, reinsurance and
investments.

The Group will confinue fo support proportionate reforms which result in a level playing field across the indusfry.

Nofe:

1. Total financial debt as a percentage of total capital employed.



Principal risks and uncertainties

The Group carries out a robust assessment of the principal risks focing it in the current and future financial years. Principal risks
are defined as having a residual risk impact of £40m or more on profit before tax or net asset value on a onein-200 years ba-
sis, accounting for customer, financial and reputational impacts. The Group considers that the risk profile remains broadly un-
changed over the last six months, since the profile disclosed in the Annual Report & Accounts 2016, pages 27 to 29.

Principal risks

Insurance risk

The risk of loss due to fluctuations in the timings, amount, frequency and severity of an insured event relative to the expectations at the
fime of underwriting. Insurance risk includes underwriting, reserve, disfribution, pricing and reinsurance risks. The Group faces the risk
that future claims on business written could be materially different from expectations resulting in losses. The risk of misstatement of re-
serves arises from the uncertain nature of claims, data issues and operational failures. Distribution risk is that a material change in the
volume of business written may result in losses or reduced profitability. Incorrect pricing could result in the potential loss of market
share or profitability. Furthermore, the inappropriate selection or placement of reinsurance arrangements could render the fransfer of
risk inappropriate or ineffective.

Market risk

The risk of loss resulting from fluctuations in the level and in the volafility of market prices of assets, liabilities and financial instruments.
Market risk includes spread, interest rate and property risks. The Group is exposed fo fluctuations in the value of assets or the income
from its investment portfolio. The value of assefs and investments are sensitive to changes in credit spreads above the riskfree interest
rate. Asset values are sensitive to changes in inferest rates. Property risk arises as a result of sensitivity of assets to market prices of

property.

Credit risk

The risk of loss resulting from fluctuations in the credit standing of issuers of securities, counterparties and any debtors o which the
Group is exposed. Credit risk includes concentration and counterparty default risks. Concentration risk arises from inadequately diver-
sified portfolios of assets or obligations. The Group has many suppliers, in particular reinsurers as well as @ number of investment and
broker counterparties. The failure of any of these parties could result in a financial loss. Counterparty risk arises from unexpected de-
fault by, or deterioration in the credit standing of, counterparties and debtors.

Operational risk

The risk of loss due to inadequate or failed infernal processes, people, systems or from external events. Operational risk includes in-
formation security, IT and business confinuity, outsourcing, financial reporting, model, partnership confractual obligations, change,
and technology and infrastructure risks.

Information security risk includes the potential loss or corruption of data or intellectual property. IT and business continuity risk relates fo
the failure o recover from major exteral or infemal events, resulting in a delay or inability fo deliver services fo customers. Quitsourc-
ing risk is that an cutsourcing arrangement may fail to deliver services to expected levels. The financial reporting misstatement risk
derives from the potential misstatement, misrepresentation or untimely delivery of financial information or regulatory returns. Model risk
includes the inadequate, incorrect, ineffective or misused model outputs, or a lack of models, for decision-making, product design or
for customer offerings. Partnership confractual obligations risk arises where contractual obligations are not delivered for business part-
ners. The Group has a substantial portfolio of change underway which could result in conflicting priorities, failure to deliver strategic
oufcomes and impairment of intangible assefs. Technology and infrasiruciure risk is the risk that the IT infrastructure is inadequate fo
deliver the Group's strategy.

Regulatory compliance and conduct risk

Regulatory compliance risk is the potential loss and reputational damage from regulatory or legal censure, fines or prosecutions arising
from non-compliance with law and regulations. Conduct risk is the failure to put the customer at the heart of the business and failure to
ensure that faimess is a natural outcome of the Group's activities.

Strategic risk

The risk of direct or indirect impact on the eamings, capital, or value of the business as a result of srategies not being optimally cho-
sen, implemented or adapted to changing conditions. Strategic risk includes strategy formulation and implementation risks. These are
the risks of failing fo formulate and implement an appropricte strategy to deliver strategic objectives.




Emerging risks

The Group's definition of emerging risks are newly developing risks which are often difficult to quantify; they are also highly un-
certain and are extemnal to the Group. The Group records emerging risks within an Emerging Risk Register. Emerging risks are
reported fo the Risk Management Commitiee and Board Risk Committee for review and challenge. The Group's emerging risks
processes aim fo:

e achieve 'first mover odvantage’ by recognising risks and associated opportunities early;
e reduce the uncertainty and volatility of the Group's results; and

e manage emerging risks proactively.

The Group considers its main emerging risks fo be:

Emerging risks

Technological changes in driving habits reduce consumer need for motor insurance

New car technologies, such as crash-prevention technologies and driverless cars, could significantly affect the size and nature of the
insurance markef and the role of insurers. In addition to the Group’s partnershio with the Government on automated Driving sysfems
[IMOVE_UK], the Group continues fo consider new motor technologies as part of its pricing and underwriting approach.

Changes fo fradifional insurance business models

New market entrants and changes in consumer expectations could result in significant changes to the structure of the general insur-
ance market and require the Group to update its business model. The Group's strategy, aligned fo its mission to make insurance much
easier ond better value for ifs customers, is positioned fo fake advantage of changes in technology and customer behaviours.

UK economy

The UK could enter a prolonged period of reduced growth following its referendum vote on EU membership, potentially reducing
insurance sales and the value of the Group's investment portfolio. Whilst the Group’s operations are based mainly in the UK, the un-
certainty surrounding Brexit negotiations could have various implications which the Group will continue to monitor.

The UK Government clso continues to work through the results of the UK General Election and the impact this may have on the econ-
omy and Brexit negotiations.

Climate change
Climate change could increase the frequency of severe weather events in the UK and, in particular, flooding claims costs. The Group
continues fo monifor changes in claims experience and considers weather frends as port of ifs pricing and underwriting approach.




Condensed consolidated income statement
For the six months ended 30 June 201/

6 months 6 months Full year

2017 2016 2016

£m £m £m

Notes {audited)

Gross earned premium 5 1,645.0 1,579.5 3,202.8
Reinsurance premium 5 (97.5) (99.6) (202.2)
Net earned premium 5 1,547.5 1,479.9 3,000.6
Investment return 6 93.0 Q2.7 171.5
Instalment income 558 514 107.1
Other operating income 7 33.8 270 58.2
Total income 1,730.1 1,651.0 3,337.4
Insurance claims 8 (768.2) (738.9) 2,179.0)
Insurance claims recoverable from reinsurers 8 (79.2) (29.4) 3752
Net insurance claims 8 (847 .4) (768.3) (1,803.8)
Commission expenses Q (138.1) (160.8) (344.0)
Operating expenses 10 (384.9) [405.0) (799.4)
Total expenses (523.0) [565.8]  (1,143.4)
Operating profit 359.7 316.9 390.2
Finance costs 1] (18.3) (18.4) (37.2)
Profit before tax 3414 298.5 353.0
Tax charge 12 (65.9) (62.6) (74.2)
Profit for the period attributable to owners of the Company 275.5 2359 2788

Earnings per share:

Basic (pence] 14 20.2 172 204
Diluted {pence] 14 20.0 17.0 20.2



Condensed consolidated statement of comprehensive income

For the six months ended 30 June 201/

6 months 6 months Full year
2017 2016 2016
£m £m £m
(audited)
Profit for the period 275.5 2359 278.8
Other comprehensive (loss) / income
Items that will not be reclassified subsequently to the income statement:
Actuarial loss on defined benefit pension scheme = (4.4)
Tax relating to items that will not be reclassified - — 0.7
- - (3.7)
ltems that may be reclassified subsequently to the income statement:
Exchange differences on translation of foreign operations - - 0.1
Cash flow hedges (0.4) 0.9 1.4
Fair value gains on availablefor-sale investments 8.0 76.7 119.6
less: realised nef gains on availablefor-sale invesments included
in the income statement (14.8) (8.2) (15.3)
Tax relafing to items that may be reclassified 1.2 (12.2) (17.6)
(6.0) 57.2 88.2
Other comprehensive (loss) / income for the period net of tax (6.0) 57.2 84.5
Total comprehensive income for the period attributable to owners of the Company 269.5 293.1 363.3




Condensed consolidated balance sheet
As af 30 June 2017

30 Jun 31 Dec
2017 2016
£m £m
Notes (audited)
Assets

Coodwill and other intangible assets 517.4 508.9
Property, plant and equipment 170.4 180.9
Investment property 314.9 329.0
Reinsurance assets 16 1,270.9 1,371.8
Current fax assets 0.1 0.1
Deferred acquisition costs 189.9 203.1
Insurance and other receivables 1,009.9 988.3
Prepayments, accrued income and other assefs 124.3 131.0
Derivative financial instruments 777 797
Refirement benefit asset 12.0 12.0
Financial investments 17 5,555 51470
Cash ond cash equivalents 18 1,106.6 1,166.1
Assets held for sale 38 3.8
Total assets 99534 10,121.7
Equity 26545  2,521.5

Liabilities
Subordinated liabilities 533.0 539.6
Insurance liabilities 19 4,409.0 4,666.6
Unearned premium reserve 1,597.1 1,547.9
Borrowings 18 59.4 55.3
Derivative financial instruments 13.3 451
Trode and other payables including insurance payables 613.9 699.2
Deferred tax liabilities 35.6 46.0
Current tax liabilities 37.6 0.5
Total liabilities 7,298.9 7.600.2
Total equity and liabilities 99534 10,1217
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Condensed consolidated statement of changes in equity

For the six months ended 30 June 2017

Employee AFS Non- exgﬁéigg Total share-
Share frust Capital  revaluation  distributable  ranslation Retained holders’
capital shares reserves reserve reserve reserve earmnings equity
Note £m £m £m £m £m £m £m £m
Balance at 1 January 2016 150.0 (20.4) 1,450.0 54 152.9 0.1}  892.2 26300
Profit for the period N - - - - - 2/88 2788
Other comprehensive income - - - 86.7 - 1.5 (3.7) 84.5
Dividends 13 - - - - - - [450.6) (450.6)
Transfer to non-distributable re-
serve - - - - (152.9) - 152.9 -
Shares acquired by employee
trusts - (39.5) - - - - - (39.5)
Credit to equity for equity-setiled
share-based payments - - - - - - 16.8 16.8
Shares distributed by employee
trusts - 25.6 - - - - (25.6) -
Tax on share-based payments - - - - - - 1.5 1.5
Balance at 31 December 2016
{audited) 150.0 (34.3) 1,450.0 Q2.1 - 1.4 862.3 2,521.5
Profit for the period = = = = = - 2755 2755
Other comprehensive loss - — - (5.6) - (0.4) - (6.0)
Dividends 13 - - - - - - (132.4) (132.4)
Shares acquired by employee
trusts - (10.5) - - - - - (10.5)
Credit fo equity for equity-sefiled
share-based payments - - - - - - 6.3 6.3
Shares distributed by employee
trusts - 12.9 - - - - (12.9) -
Tax on share-based payments - — - - - - 0.1 0.1
Balance at 30 June 2017 150.0 (31.9) 1,450.0 86.5 - 1.0 998.9 2,654.5
Balance at 1 January 2016 150.0 (20.4) 1,450.0 54 152.9 0.1) 8922 26300
Profit for the period N - - - N - 2359 2359
Other comprehensive income N - - 56.2 N 1.0 - 57.2
Dividends 13 - - - - - - (246.6)  [246.6)
Transfer to non-distributable re-
serve - - - - (1529 - 152.9 -
Shares acquired by employee
trusts - (17.5) - - - - - (17.5)
Credit to equity for equity-setiled
share-based payments - - - - - - 10.0 10.0
Shares distributed by employee
trusts - 154 - - - - (15.4) -
Tax on share-based payments - - - - - - (0.2) (0.2)
Balance at 30 June 2016 150.0 (22.5) 1,450.0 61.6 - 0.9 1,028.8 26688




Condensed consolidated cash flow statement

For the six months ended 30 June 2017

6 months 6 months Full year
2017 2016 2016
£m £m £m
Notes {audited)
Net cash generated from / (used by) operating activities before invest-
ment of insurance assets 27.3 (63.6) 35.0
Cash generated from investment of insurance assefs 109.6 518.1 827.4
Net cash generated from operating activities 136.9 454.5 862.4
Cash flows from investing activities
Purchases of property, plant and equipment {3.8) (37.4) (49.9)
Purchases of goodwill and other infangible assets (35.2) (46.5) (80.8)
Proceeds from disposals of assets held for sale - — 5.1
Net cash used by investing activities (39.0) (83.9) (125.6)
Cash flows from financing activities
Dividends paid 13 (132.4) (246.6) [450.6)
Finance costs (18.6) (19.2) (38.3)
Purchase of employee frust shares (10.5) (17.5) (39.5)
Net cash used by financing activities (161.5) (283.3) (528.4)
Net (decrease) / increase in cash and cash equivalents (63.6) 87.3 208.4
Cash and cash equivalents af the beginning of the period 1,110.8 902.4 902.4
Cash and cash equivalents at the end of the period 18 1,047.2 089.7 1.110.8
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Notes to the condensed consolidated financial statements

Corporate information
Direct Line Insurance Group plc is a public limited company registered in England and Wales {company number 02280426).
The address of the registered office is Churchill Court, Westmoreland Road, Bromley BR1 1DP, England.

1. General information

The financial information for the year ended 31 December 2016 and included in the condensed consolidated financial state-
ments does not constitufe statutory accounts as defined in S434 of the Companies Act 2006, but has been abridged from the
statutory accounts for that year which have been delivered to the Registrar of Companies. The independent auditor’s report on the
Group accounts for the year ended 31 December 2016 is unqualified, does not draw attention to any matters by way of em-
phasis and does nof include a statement under S498(2) or (3] of the Companies Act 2006.

2. Accounting policies

Basis of preparation

The annual financial statements of the Group are prepared in accordance with International Financial Reporting Standards as
adopted by the European Union. The condensed consolidated financial statements included in this Interim Report have been pre-
pared in accordance with International Accounting Standard 34 ‘Interim Financial Reporting” as adopted by the European Union.

The Group has not adopted any new standard, interpretation or amendment since 31 December 2016.

Going concern
The Directors, having assessed the principal risks of the Group over the full duration of the planning cycle, consider it appropriate
to adopt the going concern basis of accounting in preparing the interim condensed consolidated financial statements.

Accounting policies and accounting developments
The same accounting policies, presentation and methods of computation are followed in the condensed consolidated financial
stotements as applied in the Group's latest annual audited financial statements.

3. Critical accounting estimates and judgements

Pages 134 to 136 of the Annual Report & Accounts 2016 provide full details of critical accounting estimates and judgements
used in applying the Group's accounting policies. There have been no significant changes fo the principles or assumptions of
these critical accounting estimates and judgements during the period.

23



Notes to the condensed consolidated financial statements

4. Segmental analysis

There have been no significant changes o the Group's reporiable segmenis as sef out on page 150 of the Annual Report & Ac-

counts 2016.

The table below is an analysis of the Group's revenue and results by reportable segment for the six months ended 30 June 2017:

Rescue and

other Total
Motor Home personal lines  Commercial Ongoing Ruroff Total
£m £m £m £m £m £m £m
Gross writlen premium 824 .4 388.1 213.3 2684 1,694.2 - 1,694.2
Gross eamed premium 773.5 409.1 209.8 2526 1,645.0 - 16450
Reinsurance premium 65.7) (12.1) (0.8) (18.9) (97.5) - (97.5)
Net earned premium 7078 397.0 209.0 233.7  1,547.5 - 1,547.5
Investment return 62.2 11.2 2.4 16.8 92.6 04 93.0
Instalment income 40.5 1.4 1.0 29 558 - 558
Other operating income 257 0.4 6.3 1.4 338 - 33.8
Total income 836.2 420.0 218.7 2548 11,7297 0.4 1,730.1
Insurance claims (348.9)  (191.1)  [136.2)  (133.2) (809.4) 412 (768.2)
Insurance claims recoverable from reinsurers (54.06) 04 0.5 6.1 (47.6) (31.6) (79.2)
Net insurance claims [403.5)  (190.7)  [135.7) (12/.1) (857.0) Q.6 (847 .4)
Commission expenses (18.3) (67 .4) (10.5) 41.9) (138.1) - (138.1)
Operating expenses (180.5) (94.4) 49.9) 55.6) (380.4) - (380.4)
Total expenses (198.8)  (161.8) (60.4) (97.5) (518.5) - (518.5)
Operating profit before restructuring costs 233.9 67.5 22.6 30.2 354.2 10.0 364.2
Restructuring costs (4.5)
Operating profit 359.7
Finance costs (18.3)
Profit before tax 341.4

Underwriting profit 105.5 44.5 12.9 9.1 172.0

Loss rafio 57.0% 48.0% 64.9% 54.4% 55.4%

Commission ratio 2.6% 17.0% 5.0% 17.9% 8.9%

Expense ratio 25.5% 23.8% 23.9% 23.8% 24.6%

COR 85.1% 88.8% 93.8% 96.1% 88.9%

24



Notes to the condensed consolidated financial statements

4. Segmental analysis continued
The table below is an analysis of the Group's revenue and results by reportable segment for the six months ended 30 June 2016:

Rescue and

other Tofal
Motor Home  personal lines  Commercial Ongoing Runoff Total
£m £m £m £m £m £m £m
Gross written premium 750.3 403.2 197.7 261.9  1,613.1 - 1,613.1
Cross earmned premium 710.7 427 .4 195.6 2458 1,579.5 - 1,579.5
Reinsurance premium 60.4) (15.7) (0.8) (22.7) (99.6) - (99.6)
Net earned premium 650.3 A411.7 194.8 223.1 14799 - 14799
Investment return 63.0 11.0 2.1 14.9 Q1.0 1.7 Q2.7
Instalment income 36.2 11.6 0.9 2.7 514 - 514
Other operating income 19.6 0.1 6.2 1.1 270 - 270
Total income 7691 434 .4 204.0 241.8 11,6493 1.7 1,651.0
Insurance claims (397.4)  (1379)  (1214) (117.3) (774.0) 35.1 (738.9)
Insurance claims recoverable from reinsurers (18.7) 0.2 - 2.2 (16.3) (13.1) (29.4)
Net insurance claims [416.1) (137.7) (121.4) (T15.1) (790.3) 22.0 (768.3)
Commission expenses (16.7) @1.2) (Q.6) (43.3) (160.8) - (160.8)
Operating expenses (167.5) (104.0) (49.6) (53.5) (374.6) 0.1 (374.7)
Total expenses (184.2)  (195.2) (59.2) (Q6.8) (5354 0.1)  (535.9)
Operating profit before restructuring costs 168.8 101.5 23.4 209 323.6 23.6 347.2
Restructuring costs (30.3)
Operating profit 316.9
Finance costs (18.4)
Profit before tax 208.5

Underwriting profit 50.0 /8.8 14.2 11.2 154.2

Loss ratio 64.0% 33.4% 62.3% 51.6% 53.4%

Commission ratio 2.6% 22.2% 4.9% 19.4% 10.9%

Expense ratio 25.7% 25.3% 25.5% 24.0% 25.3%

COR 92.3% 80.9% Q2.7% 95.0% 89.6%
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4. Segmental analysis continued

The table below shows the Group's revenue and results by reportable segment for the year ended 31 December 2016 (audited):

Rescue and

other Total
Motor Home  personal lines  Commercial Ongoing Runoff Total
£m £m £m £m £m £m £m
Gross written premium 1,539.1 834.4 400.8 4998  3,274.1 - 3,274.1
Cross earmned premium 1,461.3 851.0 396.1 494 4 3,202.8 - 3,202.8
Reinsurance premium (124.2) (34.7) (1.7) [41.6)  {202.2) - (202.2)
Net earned premium 1,337.1 816.3 3944 452.8  3,000.6 - 3,000.6
Investment return 116.9 19.9 3.9 274 168.1 3.4 171.5
Instalment income 76.1 23.5 1.9 5.6 107.1 - 1071
Other operating income 40.9 0.8 13.5 3.0 58.2 - 58.2
Total income 1,571.0 860.5 413.7 488.8 13,3340 34 33374
Insurance claims (1,297.3)  (332.1)  (243.0) (297.7) (2,170.1) 8.9) 12,1790
Insurance claims recoverable from reinsurers 205.6 0.1 - 47.2 342.9 323 3752
Net insurance claims (1,001.7) (332.0) 243.0) (250.5) (1,827.2) 23.4 (1,803.8)
Commission expenses 42 .9) (184.4) (28.4) (88.3) (344.0) - (344.0)
Operating expenses (377.3) (177 .4) (@6.4) (108.2) [759.3) 0.2) [759.5)
Total expenses [420.2)  (361.8) (124.8) (196.5) (1,103.3) 0.2) {1,103.5)
Operating profit before restructuring costs 149.1 166.7 45.9 41.8 403.5 26.6 430.1
Restructuring costs (39.9)
Operating profit 390.2
Finance costs (37.2)
Profit before tax 353.0

Underwriting (loss) / profit (84.8) 122.5 20.6 58 70.1

Loss ratio 74.9% 40.7% 61.6% 55.3% 60.9%

Commission ratio 3.2% 22.6% 7.2% 19.5% 11.5%

Expense ratio 28.2% 21.7% 24.5% 23.9% 25.3%

COR 106.3% 85.0% 3.3% 98.7% Q7 7%
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5. Net earned premium

6 months 6 months Full year
2017 2016 2016
£m £m £m
(audited)
Gross eamed premium:
Gross written premium 1,694.2 1,613.1 3,274.1
Movement in unearned premium reserve (49.2) (33.6) 71.3)
1,645.0 1,579.5 3,202.8
Reinsurance premium:
Premium payable (81.6) (83.1) (206.2)
Movement in reinsurance unearned premium reserve (15.9) (16.5) 4.0
(97.5) (99.6) (202.2)
Total 1,547.5 1,479.9 3,000.6
6. Investment return
6 months & months Full year
2017 2016 2016
£m £m £m
(audited)
Investment income:
Interest income from debt securities 68.0 69.2 136.5
Cash and cash equivalent interest income 17 2.3 4.2
Interest income from infrastructure debt 3.6 4.0 7.8
Interest income from commercial real estate loans 1.1 - 1.0
Inferest income 74.4 755 1495
Rental income from investment property 8.4 8.9 18.4
82.8 84.4 167.9
Nef realised gains / (losses):
Availableforsale debt securities 14.8 8.2 15.3
Derivatives 109.3 (15.9) (282.3)
Investment property (0.3) - 1.3
123.8 \7.7) (265.7)
Net unrealised [losses) / gains:
Impairment of loans and receivables (3.4) - -
Derivatives (120.1) 15.5 265.2
Investment property 9.9 0.5 4.1
(113.6) 16.0 2693
Total 93.0 Q2.7 171.5
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6. Investment return continued

The table below anclyses the realised and unreclised gains / {losses) on derivative instruments included in investment return.

Realised Unrealised Realised Unrealised
6 months 6 months & months 6 months
2017 2017 2016 2016
£m £m £m £m

Derivative gains / (losses):
Foreign exchange forward contracts' 41.8 54.6 (68.7) (149.3)
Associated foreign exchange risk 61.5 (166.6) 42.8 177.5
Net gains / {losses) on foreign exchange forward contracts 103.3 (112.0) (25.9) 28.2
Interest rate swaps' 9.4 (18.4) 5.0 (62.4)
Associated interest rate risk (3.4) 10.3 50 497
Net gains / [losses] on inferest rate derivatives 6.0 (8.1) 10.0 (12.7)
Total 109.3 (120.1) (15.9) 15.5
Realised Unrealised
Full year Full year
2016 2016
(audited) (audited)
£m £m

Derivative {losses) / gains:
Foreign exchange forward contracts' (425.7) 19
Associated foreign exchange risk 151.0 253.0
Net ({losses) / gains on foreign exchange forward contracts (274.7) 2721
Interest rate swaps' (16.9) 20.7
Associated interest rate risk 9.3 (27 .6)
Net losses on interest rate derivatives (7.6) (6.9)
Total (282.3) 265.2

Note:

1. Foreign exchange forward confracts are at fair value through the income sfatement and interest rafe swaps are designated as hedging insfruments.

7. Other operating income

6 months 6 months Full year
2017 2016 2016
£m £m £m
(audited)
Vehicle replacement referral income 8.3 6.8 14.1
Revenue from vehicle recovery and repair services 9.8 9.4 19.3
Other income! 15.7 10.8 24.8
Total 33.8 27.0 58.2
Note:
1. Other income includes legal services revenue, salvage income and fee income from insurance intermediary services.
8. Net insurance claims
Gross Reinsurance Net Cioss Reinsurance Net
6 months 6 months 6 months 6 months & months & months
2017 2017 2017 2016 2016 2016
£m £m £m £m £m £m
Current accident year claims paid 452.4 (0.1) 452.3 436.4 - 436.4
Prior accident year claims paid 573.4 (5.7) 567.7 577.3 (7.2) 5701
Movement in insurance liabilities (257.6) 85.0 (172.6) (2/74.8) 36.6 (238.2)
Total 768.2 79.2 847.4 /38.9 294 768.3
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8. Net insurance claims continued

Cioss Reinsurance Net
Full year Full year Full year
2016 2016 2016
£m £m £m
(audited) (audited) (audited)
Current accident year claims paid 1,131.7 - 1,131.7
Prior accident year claims paid 905.2 (18.8) 886.4
Movement in insurance liabilities 1421 (356.4) (214.3)
Total 2,179.0 (375.2) 1,803.8
The table below analyses the claims handling expenses included in the net insurance claims.
6 months & months Full year
2017 2016 2016
£m £m £m
(audited)
Ongoing operations 86.6 87.0 164.4
Run-off - 1.0 1.2
Total 86.6 88.0 165.6
9. Commission expenses
6 months 6 months Full year
2017 2016 2016
£m £m £m
(audited)
Commission expenses 117.1 123.1 246.8
Expenses incurred under profit participations 21.0 37.7 Q7.2
Total 138.1 160.8 344.0
10. Operating expenses
Restructuring
Total Ongoing costs Run-off  Total Group
6 months 6 months 6 months 6 months
2017 2017 2017 2017
£m £m £m £m
Staff costs' 131.6 4.5 - 136.1
Other operating expenses 2 149.0 - - 149.0
Marketing 59.0 - - 59.0
Amortisation and impairment of other intangible assets 267 - - 26.7
Depreciation 14.1 - - 14.1
Total 380.4 4.5 - 384.9
Restructuring
Tolal Ongoing costs Runoff  Total Group
6 months 6 months 6 months 6 months
2016 2016 2016 2016
£m £€m £m £m
Staff costs' 137.2 8.7 - 145.9
Other operating expenses' 3 129.8 21.6 0.1 151.5
Marketing 2.6 - - 62.6
Amortisation and impairment of other intangible assets 30.0 - - 30.0
Depreciation 15.0 - - 15.0
Total 374.6 30.3 0.1 405.0
Notes:
1. Staff costs and other operating expenses atfributable o claims handling activities are allocated to the cost of insurance claims.
2. Other operating expenses include IT cosls, insurance levies, professional fees and property costs.
3. A property site in Bristol comprising of freehold property and fixtures and fitings was transferred from freehold property to assets held for sale in

2016. The property with a carrying value of £23.5 million was remeasured on transfer to its fair value of £3.8 million resulting in a charge to other

operaling expense in Restructuring cosfs of £19.7 million.
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10. Operating expenses continved

Restructuring

Total Ongoing costs Runoff  Tolal Group
Full year Full year Full year Full year
(audited) (audited) laudited) laudited)
2016 2016 2016 2016
£m £m £m £m
Staff costs! 269.0 16.0 N 285.0
Other operating expenses' 23 250.9 23.9 0.2 275.0
Marketing 112.6 - - 112.6
Amortisation and impairment of other intangible assefs 96.7 - - Q6.7
Depreciation 30.1 - - 30.1
Total 759.3 30.9 0.2 799.4
Notes:
1. Staff costs and other operating expenses atiributable to claims handling activiies are allocated to the cost of insurance claims.
2. Other operating expenses include [T costs, insurance levies, professional fees and property costs.
3. A propery site in Bristol comprising of freehold property and fixtures and fittings was transferred from freehold property to assets held for sale in

2016. The property with a carrying value of £23.5 million was remeasured on transfer fo its fair value of £3.8 million resulting in a charge fo other
operaling expense in Restructuring costs of £19.7 million.

11. Finance costs

6 months 6 months Full year

2017 2016 2016

£m £m £m

(audited)

Interest expense on subordinated liabilities 23.1 23.0 46.3
Net interest received on designated hedging instrument! (4.5) (3.9) (8.0)
Unrealised loss /' [gain) on designated hedging instrument! 6.3 (30.9) (19.6)
Unrealised (gain) / loss on associated interest rate risk on hedged item! (6.9) 20.9 17.8
Amortisation of arrangement costs and discount on issue of subordinated liabilities 0.3 0.3 0.7
Total 18.3 18.4 37.2

Note:

1. On 27 April 2012 the Group issued subordinated guaranteed dated notes with a nominal value of £500 million at a fixed rate of 9.25%. On the
same dafe, the Group also entered info a 10~year designated hedging instrument fo exchange the fixed rate of interest on the nofes for a rate of
threemonth LIBOR plus a spread of 706 basis points, which increased to 707 basis points with effect from 29 July 2013.

12. Tax charge

6 months & months Full year
2017 2016 2016
£m £m £m
(audited)
Current faxation:

Charge for the period 69.9 65.0 84.4
Under / [over) provision in respect of the prior period 6.4 — (7.7)
76.3 65.0 767

Deferred taxation:
Credit for the period (2.2) (2.4) (5.1)
{Over) / under provision in respect of the prior period (8.2) - 2.6
(10.4) (2.4) (2.5)
Current taxation 76.3 65.0 76.7
Deferred toxation {(10.4) (2.4) (2.5)
Tax charge for the period 65.9 62.6 74.2
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13. Dividends

6 months & months Full year
2017 2016 2016
£m £m £m
(audited)

Amounts recognised as distributions 1o equity holders in the period:
2016 final dividend of 9.7p per share paid on 18 May 2017 1324 - -
2015 final dividend of 9.2p per share paid on 19 May 2016 - 126.0 126.0
2016 first inferim dividend of 4.9p per share paid on @ September 2016 - - 671
20106 first special interim dividend of 10.0p per share poid on 9 September 2016 - - 136.9
2015 second special interim dividend of 8.8p per share paid on 19 May 2016 - 120.6 120.6
Total 132.4 246.6 450.6

The trustees of the employee share trusts waived their entitlement to dividends on shares held to meet obligations arising on cer
tain share awards, which reduced the total dividend paid for the six months ended 30 June 2017 by £1.0 million (six months
ended 30 June 2016: £0.9 million and year ended 31 December 2016: £1.8 million).

14. Earnings per share
Farnings per share is caleulated by dividing the earnings affributable to the owners of the Company by the weighted average
number of Ordinary Shares during the period.

Basic

Basic earnings per share is calculated by dividing the earnings affributable to the owners of the Company by the weighted aver
age number of Ordinary Shares for the purposes of basic eamings per share during the period, excluding Ordinary Shares held
as employee trust shares.

6 months & months Full year

2017 2016 2016

£m £m £m

(audited)

Earnings affributable to owners of the Company 275.5 2359 278.8
Weighted average number of Ordinary Shares (millions) 1,365.5 1,370.2 1,368.7
Basic earnings per share (pence) 20.2 17.2 20.4

Diluted

Diluted eamings per share is calculated by dividing the eamings atiributable to the owners of the Company by the weighted
average number of Ordinary Shares during the period adjusted for dilutive potential Ordinary Shares. The Company has share
opfions and contingently issuable shares as categories of dilutive potential Ordinary Shares.

6 months & months Full year

2017 2016 2016

£m £m £m

(audited)

Earnings affributable to owners of the Company 275.5 2359 278.8

Weighted average number of Ordinary Shares (millions) 1,365.5 1,370.2 1,368.7

Effect of dilutive potential of share options and contingently issuable shares [millions) 127 15.5 13.1
Weighted average number of Ordinary Shares for the purpose of diluted eamings per

share (millions) 1,378.2 1,385.7 1,381.8

Diluted earnings per share (pence) 20.0 17.0 20.2
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15. Net assets per share and refurn on equity

Net assef value per share is calculated as folal shareholders’ equity divided by the number of Ordinary Shares at the end of the

period excluding shares held by employee share frusts.

Tangible net asset value per share is calculated as total shareholders” equity less goodwill and ofher intangible assets divided

by the number of Ordinary Shares at the end of the period excluding shares held by employee share trusts.

The table below analyses nef asset and tangible net assef value per share.

30 Jun 31 Dec
2017 2016
£m £m
At (audited)
Nef assets 2,654.5 2,521.5
Goodwill and other infangible assefs (517.4) (508.9)
Tangible net assets 2,137.1 20126
Number of Ordinary Shares [millions] 1,375.0 1,375.0
Shares held by employee share frusts [millions| (9.3) (9.9)
Closing number of Ordinary Shares [millions] 1,365.7 1,365.1
Net asset value per share (pence) 194.4 184.7
Tangible net asset value per share (pence) 156.5 147.4
Return on equity
The table below details the calculation of refurn on equity and annualised refurn on equity.
6 months 6 months Full year
2017 2016 2016
£m £m £m
(audited)
Earnings affributable to owners of the Company 275.5 2359 278.8
Annualised! 551.0 471.8 278.8
Opening shareholders’ equity 2,521.5 2,630.0 2,630.0
Closing shareholders' equity 2,654.5 2,668.8 2,521.5
Average shareholders’ equity 2,588.0 2,649.4 2,575.8
Return on equity for period 10.6% 8.9% 10.8%
Return on equity annualised' 21.3% 17.8% 10.8%
Note:
1. Eamnings have been annualised using profits for the & months ended 30 June 2017 (2016: 6 months ended 30 June 2016).
16. Reinsurance assets
30 Jun 31 Dec
2017 2016
£m £m
At {audited]
Reinsurers’ share of general insurance liabilities 1,250.6 1,329.0
Impairment provision {57.3) [50.7)
1,193.3 1,278.3
Reinsurers” uneamed premium reserve 77.6 @3.5
Total 1,270.9 1,371.8
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17. Financial investments

30 Jun 31 Dec
2017 2016
£m £m
At (audited)
Available-for-sale debt securities
Corporate 4,174.9 4183.7
Supranational 98.1 98.6
Llocal government 12.3 217
Sovereign 363.0 341.2
Total 4,648.3 4,64572
Held-to-maturity debt securities
Corporate 88.3 85.1
Total debt securities 4,736.6 4,730.3
Total debt securities
Fixed inferest rate! 4,720.2 4,709.6
Floating interest rate 16.4 20.7
Total 4,736.6 4.730.3
Loans and receivables
Infrastructure debt 328.0 337.0
Commercial real estate loans 90.9 79.7
Total 5,155.5 51470
Note:

1. The Group swaps a fixed interest rafe for a floating rate of inferest on its US Dollar, Euro and a small amount of its Sterling corporate debt securities
by enlering info inferest rate derivatives. The hedged amount at 30 June 2017 was £1,543.1 million (31 December 2016: £1,593.6 million).

18. Cash and cash equivalents and borrowings

30 Jun 31 Dec
2017 2016
£m £m
At (audited)
Cash af bank and in hand 215.8 166.6
Shortterm deposits with credit institutions' 890.8 999.5
Cash and cash equivalents 1,106.6 1,166.1
Bank overdrafts? (59.4) [55.3)
Cash and bank overdrafts? 1,047.2 1,110.8
Notes:
1. This represents money market funds with no nofice period for withdrawal.
2. Bank overdrafts represent shortterm timing differences between transactions posted in the records of the Group fransactions flowing through the
accounts at the bank.
3. Cash and bank overdrafts are included for the purposes of the condensed consolidated cash flow statement.

The effective interest rate on shorHerm deposits with credit insfitutions for the six months ended 30 June 2017 was 0.39% [year
ended 31 December 2016: 0.45%) and average maturity af 30 June 2017 was 10 days (31 December 2016: 10 days).
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19. Insurance liabilities

Movements in gross and net insurance liabilities

Gross Reinsurance Net
£m £m £m
Claims reported 2,732.2 (375.0) 2,357.2
Incurred but not reported 1,607.9 [546.9) 1,151.0
Claims handling provision Q4.4 - 94.4
At 1 January 2016 (audited) 4,524.5 (©21.9) 3,602.6
Cash paid for claims setiled in the year (2,036.9) 18.8 (2,018.1)
Increase / (decrease] in liabilities:
Arising from currentyear claims 23293 (235.4) 2,093.9
Arising from prioryear claims (150.3) (139.8) (290.1)
At 31 December 2016 (audited) 4,666.6 (1,278.3) 3,388.3
Claims reported 2,584.5 (388.3) 2,196.2
Incurred but not reported 2,002.8 (890.0) 1,112.8
Claims handling provision 79.3 - 79.3
At 31 December 2016 (audited) 4,666.6 (1,278.3) 3,388.3
Cash paid for claims settled in the period (1,025.8) 58 (1,020.0)
Increase / (decrease] in liabilities:
Arising from currentyear claims 1,204.0 (130.6) 1,073.4
Arising from prioryear claims (435.8) 209.8 (226.0)
At 30 June 2017 4,409.0 (1,193.3) 3,215.7
Claims reported 2,956.6 (694.2) 2,262.4
Incurred but not reported 1,373.1 (499.1) 874.0
Claims handling provision 79.3 - 79.3
At 30 June 2017 4,409.0 (1,193.3) 32157
Movement in prior-year net claims liabilities by operating segment
6 months & months Full year
2017 2016 2016
£m £m £€m
(audited)
Motor (174.6) (134.0) (123.5)
Home (16.8) (60.6) 75.9)
Rescue and other personal lines 2.1 (7.5) (17.5)
Commercidl (27.1) (34.0) (49.8)
Total Ongoing (216.4) (236.1) (266.7)
Run-off (9.6) [22.0) (23.4)
Total (226.0) (258.1) (290.1)
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20. Fair value

The following table compares the carrying value and the fair value of financial

discloses fair value.

instruments and other assets where the Group

Carrying value Level 1 Level 2 Level 3 Fair value
At 30 June 2017 £m £m £m £m £m
Assets held at fair value:
Investment property 314.9 - - 314.9 314.9
Derivative assets 77.7 - 777 - 77.7
Availableforsale debt securities [note 17) 4,648.3 363.0 4,285.3 - 4,648.3
Other financial assets:
Held-to-maturity debt securities {note 17] 88.3 - 14.5 76.9 91.4
Infrastructure debt (note 17) 328.0 - - 336.3 336.3
Commercicl real estate loans (note 17) 90.9 = - %0.9 90.9
Total assets 5,548.1 363.0 4,377.5 819.0 5,559.5
Licbilities held at fair value:
Derivative liabilities 13.3 - 13.3 - 13.3
Other financial liabilities:
Subordinated liabilities 533.0 - 653.1 - 653.1
Total liabilities 546.3 - 666.4 - 666.4
Carrying value level 1 level 2 level 3 Fair value
At 31 December 2016 £m £m £m £m £m
Assets held at fair value:
Investment property 329.0 - - 329.0 329.0
Derivative assefs 797 - 797 - 797
Availablefor-sale debt securities (note 17] 4,645.2 341.2 4,304.0 - 4,645
Other financial assets:
Held+to-maturity debt securities (nofe 17] 85.1 - 13.6 74.6 88.2
Infrastructure debt (note 17) 337.0 - - 339.2 339.2
Commercial real estate loans {note 17) 797 - - 79.8 79.8
Total assets 55557 341.2 4,397.3 822.6 55611
Liabilities held at fair value:
Derivative liabilities 451 - 451 - 451
Other financial liabilities:
Subordinated liabilities 539.6 - 625.0 - 625.0
Total liabilities 584.7 - 670.1 - 6/0.1

Differences arise between carrying value and fair value where the measurement basis of the assets or liabilities is not fair value
le.g. assets and liabilities carried at amortised cost). Fair values of the following assets and liabilities approximate their carrying

values:

e Insurance and other receivables;
e Cash and cash equivalents;

e Borrowings; and

e Trade and other payobles including insurance payables [excluding provisions).

The movements in assets held at fair value and classified as level 3 in the fair value hierarchy are all within Investment property.
There were no changes in the categorisation of assets between levels 1, 2 and 3 during the current pericd for assets and liabili-

ties held at 31 December 2016.
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20. Fair value continued
The table below analyses the movement in assets classified as Level 3 in the fair value hierarchy.

Investment

property

£m

At 1 January 2016 (audited) 347.4
Additions 1.4
Increase in fair value in the year (note ) 54
Disposals (25.2)
At 31 December 2016 (audited) 329.0
Increase in fair value in the period [nofe ) 9.6
Disposals {23.7)
At 30 June 2017 314.9
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Glossary

Term

Definition and explanation

Adjusted diluted earnings
per share

Adjusted diluted earnings per share is calculated by dividing the adjusted profit ofter tax of Ongoing
operations by the weighted average number of Ordinary Shares during the period adjusted for dilu-
five potential Ordinary Shares [see poge 40 alternative performance measures).

Adjusted profit after tax

Profit after tax is adjusted to exclude the Run-off segment and restructuring costs, and is stated affer
charging tax using the UK standard tax rate of 19.25%; {2016: 20.00%). See page 40 alternative

performance measure.

Available-for-sale (“AFS”)

investment

Financial assefs that are classified as availableforsale. Please refer to the accounting policy note
1.12 on page 130 of the Annual Report and Accounts 2016.

Capital

The funds invested in the Group, including funds invested by shareholders and retained profits.

Capital coverage ratio

The ratio of Solvency Il own funds to the solvency capital requirement.

Claims frequency

The number of claims divided by the number of policies per year.

Claims handling provision
{provision for losses and
|oss-qo|]ustment expense)

Funds the Group sefs aside to meet the estimated cost of paying claims and related expenses that
the Group considers it will uliimately need to pay.

Combined operating

The sum of the loss, commission and expense ratios. The ratio measures the amount of claims costs,

ratio (“COR”) commission and expenses, compared fo net earned premium generated. A rafio of less than 100%
indicates profitable underwriting.
Commission Payments to brokers, partners and PCWs for generating business.

Commission ratio

The ratio of commission expense divided by net earned premium.

Current-year attritional
loss ratio

The loss rafio for the current accident year, excluding the movement of claims reserves relating to
previous accident years, and claims relating to major weather events in the Home division.

Earnings per share

The amount of the Group's profit allocated to each Ordinary Share of the Company.

Expense ratio

The ratfio of operating expenses divided by nef earned premium.

Finance costs

The cost of servicing the Group's external borrowings.

Gross written premium

The tofal premiums from contracts that began during the period.

International Accounting
Standards Board (“IASB”)

A notfor-profit public interest organisafion that is overseen by a monitoring board of public authorifies.
It develops IFRS: standards that aim to make worldwide markets ransparent, accountable and efficient.

Incurred but not reported
{“IBNR”)

Funds set aside fo meet the cost of claims for accidents that have occurred, but have not yet been
reported to the Group. This includes an element of uplift on the value of claims reported. Where the
Group has defermined that the value currently held in reserves is not sufficient to meet the estimated
ultimate costs of the claim is referred o as incurred but not enough reported [“IBNER”).

In-force policies

The number of policies on a given date that are active and against which the Group will pay, fol-
lowing @ valid insurance claim.

Insurance liabilities

This comprises insurance claims reserves and claims handling provision, which the Group maintains
to meef current and future claims.

Investment income yield

The income eamed from the investment portfolio, recognised through the income statement during
the period, and divided by the average assets under management ["AUM"). This excludes unreal-
ised and realised gains and losses, impairments, and fairvalue adjusiments. The average AUM
derives from the period's opening and closing balances for the total Group; see page 40 alfernative
performance measures.

Investment return

The income eamed from the invesiment portfolio, including unredlised and realised gains and losses,
impairments, and fair value adjustments.

Investment return yield

The return eamned from the investment portfolio, recognised through the income statement during
the period divided by the average AUM. This includes unrealised and realised gains and losses,
impairments, and fairvalue adjusiments. The average AUM derives from the period's opening and
closing balances; see page 40 dlternative performance measures.

Loss ratio

Net insurance claims divided by net earned premium.

Net asset value

The net asset value of the Group is calculated by subtracting tofal liabilities from total assefs.

Net claims

The cost of claims incurred in the period less any claims costs recovered under reinsurance contracts.
It includes claims payments and movements in claims reserves.
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Glossary continued

Term

Definition and explanation

Net earned premium

The element of gross earmed premium less reinsurance premium ceded for the period where insur-
ance cover has already been provided.

Ongoing operations

Ongoing operations comprise Direct Line Group's Ongoing divisions: Motor, Home, Rescue and
other personal lines, and Commercial. It excludes discontinued operations, the Run-off segment,
and restructuring cosfs.

Operating profit

The pre-fax profit that the Group's activities generate, including insurance and investment activity,
but excluding finance costs.

Prudential Regulation Au-
thority (“PRA")

The PRA is a part of the Bank of England. It is responsible for regulating and supervising insurers
and financial institutions in the UK.

Reinsurance

Confractual arrangements where the Group transfers part or all of the accepted insurance risk
to another insurer.

Return on equity

Return on equity is calculated by dividing the profit affributable o the owners of the Company
by average Ordinary Shareholders' equity for the period.

Return on tangible equity
{“RoTE")

Return on tangible equity is adjusted profit after tax from Ongoing operations, divided

by the Group's average shareholders’ equity, less goodwill and other infangible assets. Profit after
tax is adjusted to exclude the Run-off segment and restructuring costs. It is stated after charging tax
using the UK standard tax rate of 19.25% (2016: 20.0%). See page 39 dliemative performance

measures.

Risk and business mix

Risk and business mix measures the premium impact of channel, tenure and underlying risk mix. It re-
flects the risk models used in the period, the outputs of which are revised when models are updated.

Run-off Where the Group no longer underwrites new business, but continues to meet its claims liobilities
under existing controcts.

Solvency I The capifal adequacy regime for the European insurance industry, which became effective on
1 January 2016. It establishes capital requirements and risk management standards.
It comprises three pillars: Pillar I, which sefs out capital requirements for an insurer; Pillar I, which
focuses on systems of governance; and Pillar lll, which deals with disclosure requirements.

Total costs Tofal costs comprise operating expenses and claims handling expenses for Ongoing operations.

Underwriting result
{profit or loss)

The profit or loss from operational activities, excluding investment refurn and other operating income.
It is calculated as net eaned premium less net insurance claims and total expenses.
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Appendix A - Alternative performance measures

The Group has identified Alternative Performance Measures (“APMs”) in accordance with the European Securities and Markets
Authority's published Guidelines. The Group uses APMs to improve comparability of information between reporting periods and
reporting segments, by adjusting for either uncontrollable or one-off costs which impact on IFRS measures, to aid the user of the
Half Year Report in understanding the activity taking place across the Group. These APMs are contained within the main narro-
five secfions of this document, outside of the condensed consolidated financial statements and nofes, and may not necessarily
have standardised meanings for ease of comparability across peer organisations.

Further information is presented below, defined in the glossary on pages 37 and 38 and reconciled to the most directly reconcil-
able line items in the financial stafements and notes. Nofe 4 on page 24 of the condensed consolidated financial statements
presents a reconciliation of the Group's business activities on a segmental basis to the condensed consolidated income statement
including Ongoing operations of the Group.

Equivalent
Croup APM IFRS measure  Adjusiment to reconcile primary statements and where calculated Rationale for adjustments
Adjusted diluted  Diluted Adjusted diluted earnings per share is defined in the glossa-  This is a representation of the underlying earnings
eamings per earnings ry on page 37 and is reconciled on page 40. over the number of shares in issue adjusted for
share per share potential dilutions from the exercise of options.
Currentyear Loss ratio Currentyear affritional loss rafio is defined in the glossary Expresses claims performance in the current ac-
offritional loss on page 37 and is reconciled to loss ratio on page 9. cident year in relation to nef earned premium.
rafio
COR Operating  COR is defined in the glossary on page 37. The consfituent  This is a measure of underwrifing profitability
profit parts: operating profit — Ongoing operations is discussed whereby a ratio of less than 100% represents an
pelow; and net earned premium {note 5). underwriting profit and a rafio of more than
100% represents an underwriting loss and ex-
cludes non-insurance income.
Investment Investment  Investment income yield is defined in the glossary on page  Expresses a relationship between the investment
income yield income 37 and is reconciled on page 41. income and the associoted opening and closing
assets adjusted for portfolio hedging instruments.
Investment Investment  Investment refurn yield is defined in the glossary on page 37 Expresses a relationship between the investment
refurn yield refurn and is reconciled on page 41. income and the associated opening and closing
assets adjusted for portfolio hedging instruments.
Loss ratio Net insur-  Loss rafio is defined in the glossary on page 37 and is Expresses claims performance in relafion to nef
ance claims  reconciled in note 4. eamed premium.
Operating Operating  Operating profit from Ongoing operations is defined as This measure shows the underlying performance
profit from profit operafing profit (see glossary on page 38 less operating {before tax and finance costs|
Ongoing oper- profit from run-off segment plus restructuring costs (see note o the business acfivities without the impact
ofions 4] and is reconciled on page 40. of business that is in run-off and nonrepeating

restructuring cosfs.

Profit after tax  Profit after  Operating profit from Ongoing operations (as above] less  This measure shows the underlying performance
from Ongoing  tax finance cosfs and tax at standard rate and is reconciled on  {after fax and finance costs)
operations page 40. of the business activities without the impact
of business that is in run-off and nonrepeating
restructuring cosfs.

RolE Return on RoTE is defined in the glossary on page 38 and is recon- This shows underlying performance against
Equity ciled on page 40. o measure of equily that is more able to be com-
pared with other companies.
Tangible equity - Equity Tangible equity is defined as equity less intangible assets This shows the equity excluding intangible assefs
and is reconciled on page 40. for comparability with companies who have not
acquired businesses or capitalised infangible
assets.
Tangible nef Net assefs ~ Tangible net asset per share is defined as tangible equity This shows the equity excluding intangible assefs
osset per share  per share  [os above) expressed as a value per share and is reconciled  per share for comparability with companies who
in nofe 15 on page 32. have not acquired businesses or capitalised

infongible assets.

Total costs from  Operating  Tofal costs from Ongoing operations is defined as operating  This represents the total value of operating ex-
Ongoing oper-  expenses  expenses adjusted to remove restructuring costs and operal-  penses including those allocated to the insurance
afions ing expenses charged to the run-off segment reconciled in claims line as claims handling expenses.

note 10} plus claims handling expenses incurred in net in-

surance claims on Ongoing operations

{note 8]. This is reconciled on page 10.

Additionally, the currentyear attritional loss ratio within the analysis by division section and total costs have also been identified
os alternative performance measures, similarly reconciled fo the financial statements and notes, on page 9 and 10, and defined
in the glossary.
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Appendix A - Alternative performance measures continued

Return on tangible equity!

H1 H1
2017 2016
Note? £m £m
Operating profit 4 359.7 3169
Add back: restructuring costs 4 4.5 30.3
Exclude: operating profit from run-off 4 {10.0) (23.6)
Operating profit from Ongoing operations 4 354.2 323.6
Finance costs 1 (18.3) (18.4)
Adjusted profit before tax from Ongoing operations 335.9 305.2
Tax charge {using the UK standard tox rafe of 19.25% and 20.0% respectively) (64.7) [61.0)
Adiusted profit after tax from Ongoing operations 271.2 2447
Annualised adjusted profit affer tax 542.4 488.4
Opening shareholders’ equity 2,521.5 2,630.0
Opening goodwill and other intangible assets (508.9) (524.8)
Opening shareholders” tangible equity 2,012.6 2,105.2
Closing shareholders equity 2,654.5 2,668.8
Closing goodwill and other intangible assets (517.4) (541 .4]
Closing shareholders’ tangible equity 2,137.1 21274
Average shareholders” tangible equity® 2,074.8 21163
Return on tangible equity annualised 26.1% 23.1%
Adjusted diluted earnings per share!
H1 H1
2017 2016
Note? £m £m
Adjusted profit after tax from Ongoing operations 271.2 244.2
Weighted average number of Ordinary Shares for the purpose of diluted earnings per
share (millions) 14 1,378.2 1,385.7
Adjusted diluted earnings per share {pence) 19.7 17.6
Notes:

1. See glossary on page 37 and 38 for definitions
2. See notes to the condensed consolidated financial statements

3. Mean average of opening and closing balances
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Appendix A - Alternative performance measures continued

Investment income and return yields'

H1 H1

2017 2016

Note? £m £m

Investment income 6 82.8 84.4
Investment refurn 6 93.0 Q2.7
Investment income annualised 165.6 168.8
Invesiment refurn annualised 186.0 185.4
Opening investment property 329.0 3474
Opening financial investments 5,147.0 5614.6
Opening cash and cash equivalents 1,166.1 963.7
Opening borrowings (55.3) [61.3)
Opening derivatives® (5.8) (45.7)
Opening investment holdings 6,581.0 6,818.7
Closing investment property 314.9 348.6
Closing financial investments 5,155.5 55157
Closing cash and cash equivalents 1,106.6 1,055.1
Closing borrowings (59.4) [65.4)
Closing derivatives® 30.6 (257.5)
Closing investment holdings 6,548.2 6,596.5
Average investment holdings 6,564.6 6,707.6
Investment income yield annualised 2.5% 2.5%
Investment return yield annualised 2.8% 2.8%

Notes:

1. See glossary on page 37 for definifions

2. See notes 1o the consolidated financial statements
3. See note 2 on page 11



Directors’ responsibility statement

We confirm that to the best of our knowledge:

1. the condensed consolidated financial statements, which have been prepared in accordance with International
Accounting Standard 34 ‘Interim Financial Reporting” as adopted by the European Union, give a true and fair
view of the cssefs, liabilities, financial position and profit or loss of Direct Line Insurance Group plc and the under-
takings included in the consolidation taken as a whole as required by Disclosure and Transparency Rule 4.2.4R;

2. the interim management report includes a fair review of the information required by:

e Disclosure and Transparency Rule 4.2.7R being an indication of important events that have occurred during
the first six months of the financial year and their impact on the condensed set of financial statements, and @
description of the principal risks and uncertainties for the remaining six months of the financial year; and

e Disclosure and Transparency Rule 4.2 .8R being related parties fransactions that have token place in the first
six months of the current financial year and that have materially affected the financial position or the perfor-
mance of the entity during that period; and any changes in the related parties fransactions described in the
last Annual Report & Accounts that could do so.

Signed on behalf of the Board

Paul Geddes John Reizenstein
Chief Executive Officer Chief Financial Officer
31 July 2017 31 July 2017
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Independent review report to Direct Line Insurance Group plc

We have been engaged by Direct Line Insurance Group ple {the “Company”} to review the condensed set of financial statements
in the halfyearly financial report for the six months ended 30 June 2017 which comprises the condensed consolidated income
statement, the condensed consolidated statement of comprehensive income, the condensed consolidated balance sheet, the con-
densed consolidated statement of changes in ecuity, the condensed consolidated cash flow statement and related notes 1 to 20.
We have read the other information contained in the halfyearly financial report and considered whether it contains any apparent
misstatements or material inconsistencies with the information in the condensed set of financial statements.

This report is made solely to the Company in accordance with International Standard on Review Engagements (UK and Ireland)
2410 "Review of Interim Financial Information Performed by the Independent Auditor of the Entity” issued by the Auditing Practic-
es Board. Our work has been undertoken so that we might state to the Company those matters we are required 1o state to it in
an independent review report and for no other purpose. To the fullest extent permitied by law, we do not accept or assume re-
sponsibility to anyone other than the Company, for our review work, for this report, or for the conclusions we have formed.

Directors’ responsibilities

The halfyearly financial report is the responsibility of, and has been approved by, the Directors. The Directors are responsible for
preparing the halfyearly financial report in accordance with the Disclosure and Transparency Rules of the United Kingdom's Fi-
nancial Conduct Authority.

As disclosed in note 2, the annual financial statements of the Group are prepared in accordance with IFRSs as adopted by the
European Union. The condensed set of financial statements included in this halkyearly financial report has been prepared in
accordance with Infernational Accounting Standard 34 “Interim Financial Reporting” as adopted by the European Union.

Our responsibility
Our responsibility is to express to the Company a conclusion on the condensed sef of financial statements in the halkyearly finan-
cial report based on our review.

Scope of review

We conducted our review in accordance with Infernational Standard on Review Engagements (UK and Ireland) 2410 “Review of
Inferim Financial Information Performed by the Independent Auditor of the Enfity” issued by the Auditing Practices Board for use in
the United Kingdom. A review of interim financial information consists of making inquiries, primarily of persons responsible for
financial and accounting matters, and applying analytical and other review procedures. A review is substantially less in scope
than an audit conducted in accordance with International Stendards on Auditing (UK) and consequently does not enable us to
obtain assurance that we would become aware of all significant matters that might be identified in an audit. Accordingly, we do
not express an audit opinion.

Conclusion

Based on our review, nothing has come 1o our attention that causes us to believe that the condensed sef of financial siatements in
the halfyearly financial report for the six months ended 30 June 2017 is not prepared, in all material respects, in accordance
with International Accounting Standard 34 as adopted by the European Union and the Disclosure and Transparency Rules of the
United Kingdom's Financial Conduct Authority.

Deloitte LLP
Statutory Auditor
London, UK

31 July 2017
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