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SUMMARY

THIS DOCUMENT

This Solvency and Financial Condition Report (SFCR) for Legal & General Group Plc (the group) is a
regulatory document required by the reporting and group supervision parts of the PRA Rulebook for
Solvency Il firms, and Directive 2009/138/EC of the European Parliament (Solvency Il Directive)
Articles 51 and 256. All values are (unless otherwise stated) as at 31 December 2018.

WHO WE ARE

We’re not only a global asset manager, with assets under management of over £1tn (2017: £983bn),
but also the UK’s largest provider of individual life assurance products and a market leader in
managing retirement risk for pension schemes. Established in London in 1836, we have been
providing insurance for our customers for over 180 years. With around 9,000 employees we look after
the financial security of over 10 million customers in the UK and US.

WHAT WE DO

We enable our customers, who range from some of the world’s largest companies and pension funds
to millions of individuals and families, to manage their financial future whether by protecting against
unforeseen events, helping to save for retirement or investing money to deliver growth over time. We
deploy our strong balance sheet, our ability to understand and pool risk, our market insight and our
capacity to create good value customer propositions for every customer, large or small. Our strong
social purpose inspires us to use our long-term assets in an economically and socially useful way to
benefit everyone in our communities.

OUR BUSINESSES

The group is managed across divisions rather than legal entities. We describe our business as three
focussed business areas which deliver our strategy. The divisions align to those business areas as
follows:

Business Area Division Purpose

Legal & General Retirement: . . .
o Pension risk transfer business
Institutional (LGRI)
Investing & Legal & General Retirement: Retail fJIndividual retirement and lifetime
Annuities LGRR mortgages
Legal & General Capital (LGC) SHER e :zzzi el TRy

Institutional and retail investment
management, and workplace
savings businesses

UK retail and grou rotection
Legal & General Insurance (LGI) g b p_ '
US protection business
Insurance
Short term household and other
General Insurance (GlI) :
personal insurance

Investment Legal & General Investment
Management Management (LGIM)
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OUR SOLVENCY POSITION AND PERFORMANCE

The group’s Solvency Il key performance and solvency measures as at 31 December 2018 were:

Measure 2018 2017
Operating profit (Em) 2,335 2,055
Solvency Il Ow n Funds (£m) 16,448 15,354
Solvency Il Regulatory Surplus (Em) 7,767 6,883
Solvency Il Coverage ratio on a regulatory basis (%) 189 181
Solvency Il Coverage ratio on a shareholder basis (%) 188 189

The group uses Operating profit as its measure of underwriting performance. The Operating profit of
£2,335m (2017: £2,055m) is inclusive of discontinued operations and primarily reflects:

¢ Increased annuity profits driven by strong performance from front and back books. This
includes the impact of a one-off release of £433m (2017: £332m) from an update in the
longevity trend assumptions from adjusted CMI 2015 to adjusted CMI 2016 (2017: adjusted
CMI 2014 to adjusted CMI 2015); and

e Continued strong performance from LGIM with strong fund inflows across regions, channels
and product lines.

The Solvency Il coverage ratio is defined as group’s Eligible Own Funds divided by the Solvency
Capital Requirement (SCR).

In line with market practice, the ratio on a shareholder basis excludes the contribution that the With-
Profits Fund and the final salary pension schemes would normally make to the group position. This is
calculated by reducing the group’s Own Funds and the group’s SCR by the amount of the SCR for the
With-Profits Fund and the final salary pension schemes. This ratio also reflects the estimated effect of
a recalculation of the Transitional Measure on Technical Provisions (TMTP) as at 31 December 2018.

The surplus on a regulatory basis as disclosed in this document does not include a recalculation of
the TMTP. This complies with regulatory requirements to recalculate the TMTP every two years,
unless there are significant market movements or significant changes in the group’s risk profile
triggering an earlier recalculation. At 31 December 2018 the conditions to trigger a recalculation had
not been satisfied. The next recalculation on a regulatory basis will be due on 31 December 2019.
Further details on our business and performance can be found in Section A: Business and
performance.

CHANGE IN OWN FUNDS

Over the reporting period the group’s Own Funds increased by £1.1bn to £16.5bn (2017: £15.4bn),
reflecting surplus generated by businesses during the year plus the issue of new subordinated debt,
partially offset by the payment of the final year end 2017 and interim 2018 dividends.

OUR GOVERNANCE

The Group Board

The Board’s role is to lead the group, oversee its governance, and to set the tone for the group’s.
culture, values and ethical behaviours. The role of management is to deliver the strategy within the
framework and standards set by the Board. It is the Board’s responsibility to ensure we have an
appropriate governance framework in place to continue to support our day-to-day operations and
protect the interests of our stakeholders.
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Risk Management Framework

Our risk management framework is designed to enable the group’s Board to draw assurance that
risks are being appropriately identified and managed in line with our risk appetite.

Our framework seeks to reinforce the parameters of acceptable risk taking, allowing business
managers to make decisions that are consistent with our risk appetite.

We deploy a ‘three lines of defence’ risk governance model, whereby business divisions are
responsible for risk taking within the parameters of our risk appetite and are accountable for
managing risks in line with our risk policies. Risk functions led by the Group Chief Risk Officer provide
objective challenge and guidance on risk matters, with Group Internal Audit providing independent
assurance on the effectiveness of business risk management and the overall operation of the risk
framework.

Own Risk and Solvency Assessment (ORSA)

Our risk identification and assessment process forms part of our broader ‘Own Risk and Solvency
Assessment’ process, on-going assessment of the risks to which the group is exposed and an
evaluation of the sufficiency of resources to sustain the business strategy over the horizon of the
group plan.

OUR RISK PROFILE

The group is exposed to a number of risks through the normal course of its business. These risks are
primarily:
e Longevity, mortality, morbidity and household insurance risks transferred to us by the
customers of our annuities, protection and general insurance businesses;
e Market and credit risks, from holding portfolios of assets to meet our obligations to our
customers and to deliver returns to shareholders; and
e Operational risks, in respect of our business processes and IT systems, as well as broader
regulatory and legislative risks that can arise in the environments in which we operate.

OUR RISK-BASED CAPITAL MODEL

We assess on an on-going basis the capital that we need to hold in excess of our liabilities to meet
the group’s strategic objectives and ensure continued solvency.

Our risk-based capital model seeks to provide a quantitative assessment of the group’s risk
exposures. Our model forms part of the suite of tools that we use to evaluate our strategic plans, set
risk appetite, allocate capital and evaluate product pricing. We also use our capital model to assess
significant transactions, including large pension risk transfer deals. We calibrate our model to ensure
that we hold sufficient capital to survive our assessment of a worse case 1-in-200 year event. In terms
of our capital requirements, credit and insurance (longevity) risks remain our most significant risks.
Market risk (which includes equity, property and interest rate risks) is another material risk for which
we hold capital. One of the uses of our model is to calculate our Solvency Il regulatory capital
requirements. We have chosen to adopt an internal model (the Internal Model) approach to calculate
the Solvency Capital Requirement (SCR) for all of the material Solvency Il regulated insurance
companies in the group.
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The chart below shows a breakdown of the group’s SCR by major risk type, before diversification.

2018 2017

m Credit Risk

= Market Risk
Underwriting Risk

m Operational Risk

Other

Further details on our risk profile can be found in Section C: Risk profile.

VALUATION FOR SOLVENCY PURPOSES

Assets, technical provisions, and other liabilities are valued on the group’s Solvency Il balance sheet

in accordance with Solvency Il regulations. The principle that underlies the valuation methodology for
Solvency Il purposes is the amount for which assets could be exchanged, and liabilities transferred or
settled, by knowledgeable and willing third parties in an arm’s length transaction.

As at 31 December 2018 the group’s excess of assets over liabilities was £13,077m (2017:
£12,393m), which is £4,425m higher than the value under IFRS. The difference is primarily explained
by the overall value of technical provisions being lower on a Solvency Il basis.

Technical provisions are calculated as the sum of Best Estimate Liabilities (BEL) plus Risk Margin
(RM), less any transitional measures on technical provisions (TMTP). The BEL represents our best
estimate of future cash flows on the in-force business, taking into account the time value of money,
and is calculated without any deduction for the amounts recoverable from reinsurance contracts.
Where the PRA has granted approval for the use of a Matching Adjustment (MA) when calculating the
BEL, this has been applied in line with the approved application. Further details can be found in
Section D.2 Technical Provisions.

The group has taken advantage of the TMTP, which allows for the recognition of a deduction from
technical provisions calculated as the difference between their value under the current and previous
solvency regimes. This transitional measure applies for 16 years from the date of introduction of
Solvency Il, and the deduction will be fully amortised over that period, i.e. by 1 January 2032. The
value of the deduction as at 31 December 2018 was £6,122m (2017: £6,244m).

OUR CAPITAL MANAGEMENT

The primary objective of capital management is to optimise the balance between risk and return,
whilst maintaining capital in accordance with the group’s economic risk appetite and regulatory
requirements.

The group is required to measure and monitor its capital resources on a regulatory basis and to
comply with the minimum capital requirements established by the Solvency Il Framework directive
and adopted by the Prudential Regulation Authority (PRA) at the balance sheet date.
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The group’s SCR as at 31 December 2018 was £8,681m (2017: £8,471m). The SCR has been
calculated with the group’s approved Internal Model. Further details can be found in Section E.2
Solvency Capital Requirement and Minimum Capital Requirement.

As at 31 December 2018 the group had surplus Own Funds of £7,766m (2017: £6,883m), which gave
a regulatory capital coverage ratio of 189% (2017: 181%). This buffer ensures that the group has
resources over and above what would be needed to meet its insurance obligations after a 1-in-200
year event. In line with our risk management approach, we maintained an appropriate capital buffer
throughout the year.

The group’s solvency position is described below, showing a reconciliation of the capital coverage
ratio on a regulatory and shareholder basis.

(Em) 2018 2017
Solvency Il Ow n Funds 16,448 15,354
Solvency Capital Requirement (8,681) (8,471)
Solvency Il Surplus 7,767 6,883
Regulatory capital coverage ratio 189% 181%
Impact of amortisation of TMTP (4)% 0%
Impact of a recalculation of the TMTP (D)% 0%
Impact of exclusion of the contribution to SCR of With-Profits Fund and final salary pension

schemes 7% 8%
Shareholder basis capital coverage ratio (as disclosed March 2019) 188% 189%

Additional information on the regulatory capital coverage ratio can be found in Section E: Capital
Management.

ANY OTHER INFORMATION

Disposals

On 1 June 2018 the group announced the sale of its stake in IndiaFirst Life Insurance Company
Limited ("IndiaFirst Life"), a joint venture, to an affiliate of Warburg Pincus LLC for INR 7.1bn (c.£79m
at GBP:INR 1:90). The sale completed on 7 February 2019.

Transfer of pension scheme liabilities

On 4 January 2018, the With-Profits Fund, which forms part of the Mature Savings business, made a
one-off payment to the shareholder fund in exchange for the removal of all future obligations in
respect of both deficit repair contributions and on-going trustee expenses for the Legal & General
group UK Pensions & Assurance Fund and Legal & General Group UK Senior Pension Scheme.

Post balance sheet events

On 4 February 2019, notification was given that the group intended to redeem in full the £400m
5.875% notes on the 1 April 2019 call date.
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DIRECTORS’ CERTIFICATE

LEGAL & GENERAL GROUP - FINANCIAL YEAR ENDED 31 DECEMBER
2018

The Directors acknowledge their responsibility for the proper preparation of the Solvency and
Financial Condition Report in all material respects in accordance with the PRA rules and Solvency Il
Regulations.

The Board is satisfied that to the best of its knowledge and belief:

(a) throughout the financial year to 31 December 2018, the firm has complied in all material respects
with the requirements of the PRA rules and Solvency Il Regulations as applicable to the firm; and

(b) it is reasonable to believe that in respect of the period from 31 December 2018 to the date of the
publication of the Solvency and Financial Condition Report, the firm has continued so to comply and
that it will continue so to comply for the remainder of the financial year to 31 December 2019.

]

v‘:’_ g AAA

Stuart Jeffrey Davies
Group Chief Financial Officer
16 April 2019
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AUDITORS’ REPORT

Report of the external independent auditor to the Directors of Legal & General Group Plc (‘the
Company’) pursuant to Rule 4.1 (2) of the External Audit Part of the PRA Rulebook applicable
to Solvency Il firms

Report on the Audit of the Relevant Elements of the Group Solvency and Financial Condition
Report

Opinion

Except as stated below, we have audited the following documents prepared by Legal & General
Group Plc as at 31 December 2018:

e The ‘“Valuation for solvency purposes’ and ‘Capital Management’ sections of the Group
Solvency and Financial Condition Report of Legal & General Group Plc as at 31 December
2018, (‘the Narrative Disclosures subject to audit’) ; and

e Group templates S.02.01.02, S.22.01.22, S.23.01.22, S.32.01.22 (‘the Templates subject to
audit’).

The Narrative Disclosures subject to audit and the Templates subject to audit are collectively referred
to as the ‘Relevant Elements of the Group Solvency and Financial Condition Report’.

We are not required to audit, nor have we audited, and as a consequence do not express an opinion
on the Other Information which comprises:

¢ information contained within the Relevant Elements of the Group Solvency and Financial
Condition Report set out about above which are, or derive from the Solvency Capital
Requirement, as identified in the Appendix to this report;

e The ‘Business and performance’, ‘System of governance’ and ‘Risk profile’ sections of the
Group Solvency and Financial Condition Report;

e Group templates S.05.01.02 and S.25.01.22;

¢ Information calculated in accordance with the previous regime used in the calculation of the
transitional measure on technical provisions, and as a consequence all information relating to
the transitional measures on technical provisions as set out in the Appendix to this report;

o the written acknowledgement by the Directors of their responsibilities, including for the
preparation of the Group Solvency and Financial Condition Report (‘the Directors’
Certificate’); and

¢ Information which pertains to an undertaking that is not a Solvency Il undertaking and has
been prepared in accordance with PRA rules other than those implementing the Solvency Il
Directive or in accordance with an EU instrument other than the Solvency Il regulations. (‘the
sectoral information’).

To the extent the information subject to audit in the relevant elements of the Group Solvency and
Financial Condition Report includes amounts that are totals, sub-totals or calculations derived from
the Other Information, we have relied without verification on the Other Information.

In our opinion, the information subject to audit in the Relevant Elements of the Group Solvency and
Financial Condition Report of Legal & General Group Plc as at 31 December 2018 is prepared, in all
material respects, in accordance with the financial reporting provisions of the PRA Rules and
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Solvency Il regulations on which they are based, as modified by relevant supervisory modifications,
and as supplemented by supervisory approvals and determinations.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK))
including ISA (UK) 800 and ISA (UK) 805, and applicable law. Our responsibilities under those
standards are further described in the Auditor’s Responsibilities for the Audit of the Relevant
Elements of the Group Solvency and Financial Condition Report section of our report. We are
independent of the Group in accordance with the ethical requirements that are relevant to our audit of
the Group Solvency and Financial Condition Report in the UK, including the FRC’s Ethical Standard
as applied to public interest entities, and we have fulfiled our other ethical responsibilities in
accordance with these requirements. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Emphasis of Matter — special purpose basis of accounting

We draw attention to the ‘Valuation for solvency purposes’ and ‘Capital Management’ and other
relevant disclosures sections of the Group Solvency and Financial Condition Report, which describe
the basis of accounting. The Group Solvency and Financial Condition Report is prepared in
compliance with the financial reporting provisions of the PRA Rules and Solvency Il regulations, and
therefore in accordance with a special purpose financial reporting framework. The Group Solvency
and Financial Condition Report is required to be published, and intended users include but are not
limited to the Prudential Regulation Authority. As a result, the Group Solvency and Financial Condition
Report may not be suitable for another purpose. Our opinion is not modified in respect of this matter.

Conclusions relating to going concern

We have nothing to report in respect of the following matters in relation to which the ISAs (UK) require
us to report to you if:

e the directors’ use of the going concern basis of accounting in the preparation of the SFCR is
not appropriate; or

e the directors have not disclosed in the SFCR any identified material uncertainties that may
cast significant doubt about the company’s ability to continue to adopt the going concern
basis of accounting for a period of at least twelve months from the date when the SFCR is
authorised for issue.

Other Information
The Directors are responsible for the Other Information.

Our opinion on the Relevant Elements of the Group Solvency and Financial Condition Report does
not cover the Other Information and, accordingly, we do not express an audit opinion or any form of
assurance conclusion thereon.

In connection with our audit of the Group Solvency and Financial Condition Report, our responsibility
is to read the Other Information and, in doing so, consider whether the Other Information is materially
inconsistent with the Relevant Elements of the Group Solvency and Financial Condition Report, or our
knowledge obtained in the audit, or otherwise appears to be materially misstated. If we identify such
material inconsistencies or apparent material misstatements, we are required to determine whether
there is a material misstatement in the Relevant Elements of the Group Solvency and Financial
Condition Report or a material misstatement of the Other Information. If, based on the work we have
performed, we conclude that there is a material misstatement of this other information, we are
required to report that fact. We have nothing to report in this regard.
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Responsibilities of Directors for the Group Solvency and Financial Condition Report

The Directors are responsible for the preparation of the Group Solvency and Financial Condition
Report in accordance with the financial reporting provisions of the PRA rules and Solvency Il
regulations which have been modified by the modifications, and supplemented by the approvals and
determinations made by the PRA under section 138A of FSMA, the PRA Rules and Solvency Il
regulations on which they are based.

The Directors are also responsible for such internal control as they determine is necessary to enable
the preparation of a Group Solvency and Financial Condition Report that is free from material
misstatement, whether due to fraud or error; assessing the company’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern; and using the going concern
basis of accounting unless they either intend to liquidate the company or to cease operations, or have
no realistic alternative but to do so.

Auditor’s Responsibilities for the Audit of the Relevant Elements of the Group Solvency and
Financial Condition Report

It is our responsibility to form an independent opinion as to whether the Relevant Elements of the
Group Solvency and Financial Condition Report are prepared, in all material respects, with financial
reporting provisions of the PRA Rules and Solvency Il regulations on which it they based, as modified
by relevant supervisory modifications, and as supplemented by supervisory approvals and
determinations.

Our objectives are to obtain reasonable assurance about whether the Relevant Elements of the
Group Solvency and Financial Condition Report are free from material misstatement, whether due to
fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is a
high level of assurance, but it is not a guarantee that an audit conducted in accordance with ISAs
(UK) will always detect a material misstatement when it exists. Misstatements can arise from fraud or
error and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the decision making or the judgement of the users taken on the basis of the
Relevant Elements of the Group Solvency and Financial Condition Report.

A further description of our responsibilities for the audit of the financial statements is located on the
Financial Reporting Council’s website at: www.frc.org.uk/auditorsresponsibilities

Other Matter

The Company has authority to calculate its Group Solvency Capital Requirement using a partial
internal model ("the Model") approved by the Prudential Regulation Authority in accordance with the
Solvency Il Regulations. In forming our opinion (and in accordance with PRA Rules), we are not
required to audit the inputs to, design of, operating effectiveness of and outputs from the Model,
or whether the Model is being applied in accordance with the Company's application or approval
order.
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Report on Other Legal and Regulatory Requirements.
Sectoral Information

In our opinion, in accordance with Rule 4.2 of the External Audit Part of the PRA Rulebook for
Solvency Il firms, the sectoral information has been properly compiled in accordance with the PRA
rules and EU instruments relating to that undertaking from information provided by members of the
group and the relevant insurance group undertaking.

Other Information

In accordance with Rule 4.1 (3) of the External Audit Part of the PRA Rulebook for Solvency Il firms
we are also required to consider whether the Other Information is materially inconsistent with our
knowledge obtained in the audit of Legal & General Group PIc’s statutory financial statements. If,
based on the work we have performed, we conclude that there is a material misstatement of this other
information, we are required to report that fact. We have nothing to report in this regard.

The purpose of our audit work and to whom we owe our responsibilities

This report of the external auditor is made solely to the company’s directors, as its governing body, in
accordance with the requirement in Rule 4.1 (2) of the External Audit Part of the PRA Rulebook for
Solvency Il firms and the terms of our engagement. We acknowledge that the directors are required
to submit the report to the PRA, to enable the PRA to verify that an auditor’s report has been
commissioned by the company’s directors and issued in accordance with the requirement set out in
Rule 4.1 (2) of the External Audit Part of the PRA Rulebook for Solvency Il firms and to facilitate the
discharge by the PRA of its regulatory functions in respect of the company, conferred on the PRA by
or under the Financial Services and Markets Act 2000.

Our audit has been undertaken so that we might state to the company’s directors those matters we
are required to state to them in an auditor’s report issued pursuant to Rule 4.1 (2) and for no other
purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to anyone
other than the company through its governing body, for our audit, for this report, or for the opinions we
have formed.

e

Rees R Aronson for and on behalf of KPMG LLP
15 Canada Square,
16 April 2019

e The maintenance and integrity of Legal & General Group PIc’s website is the responsibility of
the directors; the work carried out by the auditors does not involve consideration of these
matters and, accordingly, the auditors accept no responsibility for any changes that may have
occurred to the Group Solvency and Financial Condition Report since it was initially presented
on the website.

e Legislation in the United Kingdom governing the preparation and dissemination of Group
Solvency and Financial Condition Reports may differ from legislation in other jurisdictions.

10 LEGAL AND GENERAL GROUP — SOLVENCY AND FINANCIAL CONDITION REPORT Le al‘ &E

ngeral



Appendix — relevant elements of the Group Solvency and Financial Condition Report that are
not subject to audit

Group partial internal model

The relevant elements of the Group Solvency and Financial Condition Report that are not subject to
audit comprise:

e The following elements of Group template S.02.01.02:
- Row R0550: Technical provisions - non-life (excluding health) - risk margin
- Row R0590: Technical provisions - health (similar to non-life) - risk margin
- Row R0640: Technical provisions - health (similar to life) - risk margin
- Row R0680: Technical provisions - life (excluding health and index-linked and unit-linked)
- risk margin
- Row R0720: Technical provisions - Index-linked and unit-linked - risk margin

e The following elements of Group template S.22.01.22
- Column C0030 - Impact of transitional measures on technical provisions
- Row R0010 — Technical provisions
- Row R0090 — Solvency Capital Requirement

e The following elements of Group template S.23.01.22

- Row R0020: Non-available called but not paid in ordinary share capital at group level

- Row R0060: Non-available subordinated mutual member accounts at group level

- Row R0080: Non-available surplus at group level

- Row R0100: Non-available preference shares at group level

- Row R0120: Non-available share premium account related to preference shares at group
level

- Row R0150: Non-available subordinated liabilities at group level

- Row R0170: The amount equal to the value of net deferred tax assets not available at the
group level

- Row R0190: Non-available own funds related to other own funds items approved by
supervisory authority

- Row R0210: Non-available minority interests at group level

- Row R0380: Non-available ancillary own funds at group level

- Rows R0410 to R0440 — Own funds of other financial sectors

- Row R0680: Group SCR

- Row R0740: Adjustment for restricted own fund items in respect of matching adjustment
portfolios and ring fenced funds

- Row R0750: Other non-available own funds

o Elements of the Narrative Disclosures subject to audit identified as ‘unaudited’.
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A. BUSINESS AND PERFORMANCE

A.1 BUSINESS

A.1.1 COMPANY DETAILS

This report is prepared in respect of Legal & General Group Plc (Legal & General Group) for the

financial year ended 31 December 2018.

The Company

The supervisory authority responsible for financial

supervision

The external auditor

A.1.1.1 QUALIFYING HOLDINGS

Legal & General Group Plc
One Coleman Street
London

EC2R 5AA

Prudential Regulation Authority
20 Moorgate

London

EC2R 6DA

KPMG LLP

15 Canada Square
London

E14 5GL

The group has issued 5,960,768,234 ordinary shares of 2.5p each, issued on the London Stock
Exchange as at the reporting date. All shares issued carry equal voting rights. There are no qualified
holdings of greater than 10% of the capital as at the reporting date.
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A.1.1.2 GROUP STRUCTURE

A simplified group structure is shown in Diagram 1 below. The chart summarises the relationship
between entity and divisional responsibilities (on a forward-looking basis), further details of the
principal products written by each division is provided in A.1.2 below. The Group Board has ultimate
responsibility for the group’s system of governance; this is described in further detail in Section B.
System of governance.

Diagram 1: Division and Entity overview

I Legal & General Capital {LGC)*

e—_ I

1 1 1 | _
Legal & General | savings :
Finance L :
| |
I - _ legalandGeneral | — — —
: Assurance Society Limited® I
|
| |
Ll T i
Legal & General i | f '
- America Legal & General | i i
e vemsancecompar || | ;
Ltd {Bermuda) ' !
= | I_ ____________________ 1 Legal and General
I ' ! | T f Assurance (Pensions
| | | Management) Limited
Legal & General . ! [
Middle East Banner Life i | Legal and General
i | Retirement (LGR)*
| L =
| [ |
I i I I Legal & |
R - | Legal & General |
India First William Penn I L_ll__ el i General
| | I Investment
Legal & General Insurance (LGI) I I General Insurance | Management [LGIN)*

Internal Model Motes:
r————— = 1. Legal & General Capital manages shareholder investmenits for
| Division ! Group and Legal and General Assurance Society Limited.
L e | 2. Legal & General Investment Management division also manages
Neree=mai _HO“" Lrga.IEntltws waorkplace pensions that are written in Legal and General Assurance
- > included in the Intra Group Society entity.
Deducnon_and Group SFCR Reinsurance 3. India First was classified as Held for Sale following the groups
aggregation | [ —mm——— - announcement in June 2018 to sell its stake.
Standard Formula
Excluded )

A.1.2 MATERIAL RELATED UNDERTAKINGS

The particulars of the Company’s subsidiaries as at 31 December 2018 are listed in the Quantitative
Reporting Template (QRT) S.32 in Annex 1 of this document. The material insurance undertakings
are summarised below:

Proportion of

ownership

held within the
Company name Country Group
Legal and General Assurance Society Limited (LGAS) England & Wales 100%
Legal and General Assurance (Pensions Management) Limited (PMC) England & Wales 100%
Legal & General Insurance Limited (LGIL) England & Wales 100%
William Penn Life Insurance Company of New Y ork USA 100%
Banner Life Insurance Company USA 100%
Legal & General Reinsurance Company Limited (LGRe) Bermuda 100%
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The proportion of voting rights is the same as the ownership held for each of the entities listed above.

There are no material differences between the scope of the group used for the consolidated financial
statements and the scope for Solvency Il consolidated data, as determined in accordance with Article
335 of the Delegated Regulation®.

Our overseas joint venture insurance operation in India has been excluded from the scope of group
supervision under Solvency Il, and this entity has been excluded from the consolidation. It is not
considered to be material to the group. India First was classified as Held for Sale at the year end
reporting date, and the sale completed on the 7 February 2019.

The consolidation treatment of entities varies depending on both the groups influence in the entity and
the principle activity of the entity, as prescribed in Article 335. A full list of subsidiary undertakings,
associates, and joint ventures is contained in the QRT S.32.01, in Annex 1 of this document. The type
and treatment of each undertaking can be found in columns C0050 and C0260 respectively.

A.1.3 PRINCIPAL PRODUCTS

A significant part of the group’s business involves the acceptance and management of risk.

A description of the principal products offered by the group’s business divisions is outlined below. The
group seeks to manage its exposure to risk through control techniques which ensure that the residual

exposures are within acceptable tolerances agreed by the Board. The group’s risk appetite framework
and the methods used to monitor risk exposures can be found in Sections B. Systems of governance

and C. Risk profile.

Details of the risks associated with the group’s principal products and the control techniques used to
manage these risks can be found in Section C Risk profile.

A.1.3.1 LEGAL & GENERAL RETIREMENT (LGR)

LGR comprises LGR Institutional (LGRI), which transacts worldwide pension risk transfer business
including longevity insurance and LGR Retail (LGRR), which transacts individual retirement business
and lifetime mortgages.

LGR business comprises pension risk transfers including bulk annuities and longevity insurance, retail
annuity business and lifetime mortgages. Business is written through Legal and General Assurance
Society Limited in the UK, Legal & General America in the US and Legal & General Reinsurance in
Bermuda. Lifetime mortgages are written in Legal & General Home Finance Limited.

A.1.3.1.1 ANNUITIES

Annuity products provide guaranteed income for a specified time, usually the life of the policyholder,
in exchange for a lump sum capital payment. Immediate and deferred annuity contracts are offered.
Immediate annuities provide a regular income stream to the policyholder, purchased with a lump sum
investment, where the income stream starts immediately after the purchase. The income stream from
a deferred annuity is delayed until a specified future date. Bulk annuities are also offered, where the
group accepts the assets and liabilities of a company pension scheme or a life fund, predominantly to
UK clients, but also for US, Dutch and Irish clients. A small portfolio of immediate annuities has been
written as participating business.

The group also offers products for individuals that provide a guaranteed level of income over a
chosen fixed period of time, in exchange for an initial lump sum payment from the policyholder. The

! Commission Delegated Regulation (EU) 2015/35.
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products can provide a fixed lump sum at maturity and/or options to surrender on non-guaranteed
terms.

The group has written some deferred annuity contracts with guaranteed minimum pensions. These
options expose the group to interest rate and longevity risk as the cost would be expected to increase
with decreasing interest rates and improved longevity.

A.1.3.1.2 LONGEVITY INSURANCE CONTRACTS

The group provides longevity insurance products for company pension schemes, under which regular
payments are made to the scheme reflecting their actual longevity experience, while the scheme
makes an agreed set of regular payments in return. Some policies contain a guaranteed surrender
value. The value of these guarantees is currently immaterial.

A.1.3.1.3 LIFETIME MORTGAGES

Lifetime Mortgages are a form of equity release mortgage that provide non-commercial borrowers
with a loan secured against their main residence, without the need for regular repayments. They are
regulated retail mortgages offered only to borrowers over the age of 55 through specialist
intermediaries. Interest accrues over the term of the loan and is repayable at the time the principal
becomes due. All Lifetime Mortgages provide a ‘no negative equity’ guarantee, which means that if
the loan is repaid from the sale of the property and the net sale proceeds are lower than the balance
of the loan, the group will accept the net sale proceeds as full settlement.

A.1.3.2 LEGAL & GENERAL INVESTMENT MANAGEMENT (LGIM)

LGIM offers both passive and active investment fund management on either a pooled or segregated
basis. Assets are managed in London, Chicago and Hong Kong on behalf of pension funds,
institutional clients, sovereign wealth clients, retail funds and subsidiary companies within the group.
Legal and General Assurance (Pensions Management) Limited (PMC) is the Solvency Il regulated
entity within the LGIM division. LGIM also manages workplace pensions written in Legal and General
Assurance Society Limited (LGAS). The core asset classes are set out below.

A.1.3.2.1 INDEX FUND MANAGEMENT

LGIM provides a diversified range of pooled index funds, providing a wide choice and the ability to
pursue specific benchmarks efficiently. In addition, segregated solutions are offered to institutional
clients providing large scale customisation against established market capitalisation weighted and
alternative indices.

A.1.3.2.2 ACTIVE FIXED INCOME AND LIQUIDITY MANAGEMENT

LGIM offers a range of pooled and segregated active fixed income funds. The LGIM liquidity funds
offer institutional investors a solution for their cash management requirements across a range of core
currencies. The liquidity funds aim to deliver competitive returns with a high level of diversification,
whilst focusing on capital preservation through portfolios of high-quality liquid assets.

A.1.3.2.3 SOLUTIONS AND LIABILITY DRIVEN INVESTMENT (LDI)

A range of pooled and bespoke solutions to help de-risk corporate defined benefit pension schemes.
These solutions will usually combine active or passive underlying portfolios with derivative overlays
designed to meet clients’ specific liability matching requirements.

Solutions also includes a range of pooled multi-asset funds for retail and institutional clients, built
using LGIM’s expertise in asset allocation, informed by an in-house research capability. The
underlying asset classes may be managed on an active or passive basis within LGIM. An allocation
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strategy service is also offered to institutional clients, where clients may also allocate some of the
portfolio to managers other than LGIM.

A.1.3.2.4 REAL ASSETS

A range of pooled or segregated real estate funds for both UK and overseas investors, offered via a
mixture of pooled funds, specialist funds and partnerships. The business is based around in-house
sector specialists with a dedicated research team.

A.1.3.2.5 ACTIVE EQUITY

An active equity management business comprised of teams focused on managing stock selection
across different regions.

A.1.3.2.6 WORKPLACE SAVINGS

Workplace Savings provides corporate pension scheme solutions to enable companies to meet their
auto-enrolment obligations. Workplace Savings (a business division of LGAS operated within LGIM)

acts as scheme operator and administrator for these products while the customers hold the individual
or scheme level pension policies issued by LGAS.

A.1.3.3 LEGAL & GENERAL CAPITAL (LGC)

LGC aims to increase the risk adjusted returns on the group’s shareholder assets, and also manages
direct investments in housing, urban regeneration, clean energy and small and medium size
enterprise (SME) financing.

LGC’s investments fall into two distinct categories; direct investments and traded assets. The value
of, and income from, both categories is sensitive to conditions within investment markets and the
broader economy. Potential volatility in returns is managed using a range of techniques, including
performance benchmarks, foreign exchange and interest rate hedging, and exposure concentration
limits by asset type, sector and geographic region.

A.1.3.3.1 DIRECT INVESTMENTS AND STRUCTURING

Direct investments are an integral part of the wider group strategy. Direct investments are typically
illiquid investments entered into through acquisition, joint ventures with strategic partners or the
creation new companies directly. LGC seeks to create revenue-generating direct investments in
sectors where there are significant funding shortfalls, namely housing, infrastructure (including urban
regeneration and clean energy) and SME finance. LGC employs capital and sector expertise to target
attractive risk-adjusted returns.

A.1.3.4 LEGAL & GENERAL INSURANCE (LGI)

The LGI business comprises:

e UK retail and group life insurance, critical illness cover, and income protection, written in
Legal and General Assurance Society Limited;

e US protection and universal life business, written in William Penn Life Insurance Company of
New York and Banner Life Insurance Company; and

e Fintech business.

A.1.3.4.1 UK PROTECTION BUSINESS (RETAIL AND GROUP)

The group offers protection products which provide mortality or morbidity benefits. These may include
health, disability, critical illness and accident benefits; these additional benefits are commonly
provided as supplements to main life policies but can also be sold separately. The benefit amounts
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would usually be specified in the policy terms. Some sickness benefits cover the policyholder’s
mortgage repayments and are linked to the prevailing mortgage interest rates. In addition to these
benefits, some contracts may guarantee premium rates, provide guaranteed insurability benefits and
offer policyholders conversion options.

A.1.3.4.2 US TERM BUSINESS

Individual term assurance provides death benefits over the medium to long term. The contracts have
level premiums for an initial period with premiums set annually thereafter. During the initial period,
there is generally an option to convert the contract to a universal life contract. After the initial period,
the premium rates are not guaranteed, but cannot exceed the age-related guaranteed premium.

A.1.3.5 SAVINGS

A range of contracts are offered in a variety of different forms to meet customers’ long-term savings
objectives. Policyholders may choose to include a number of protection benefits within their savings
contracts. The majority of the Savings products are closed to new business. . With the sale of its
Mature Savings business as disclosed in section A.1.4, the group’s future involvement in savings
product areas will be through Workplace Savings.

A.1.3.5.1 WITH-PROFITS

With-profits products are only written in the With-Profits Fund, a ring fenced sub fund within Legal and
General Assurance Society Limited. The With-Profits Fund ceased writing new business on 31
January 2015. Only increases to existing pension policies and new members to existing group
Personal Pension Schemes, where allowed for in the policy terms and conditions, have been
accepted after that date. Section A.1.4 below provides information relating to the sale of Mature
Savings business, which includes the With-Profits business.

A.1.3.6 GENERAL INSURANCE (GI)

The General Insurance business provides household and other personal insurances such as pet and
short-term income protection.

A.1.3.6.1 HOUSEHOLD

These contracts provide cover in respect of policyholders’ homes, investment properties, contents,
personal belongings and incidental liabilities. Exposure is normally limited to the rebuilding cost of the
home, the replacement cost of belongings and a policy limit in respect of liability claims.

A.1.4 SIGNIFICANT BUSINESS OR OTHER EVENTS

On 6 December 2017 the Company announced the sale of its Mature Savings business to the
ReAssure division of Swiss Re Ltd (Swiss Re) for £650m, the proceeds of which were received in
cash in January 2018.

Swiss Re has assumed the economic exposure of the business from 1 January 2018 via a risk
transfer agreement. The impact of the risk transfer agreement has been reflected in the 2018 Own
Funds and SCR.

It is expected that the formal transfer of the business will be completed in 2019, subject to satisfaction
of normal conditions for a transaction of this type including court sanction. The transfer will be effected
by way of a Part VIl transfer under the Financial Services Markets Act 2000.

The With-Profits fund is managed as a ring fenced fund within the Mature Savings division, which is
included in the group’s Annual Report and Accounts as discontinued operations.
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A.2 UNDERWRITING PERFORMANCE

We consider IFRS Operating Profit to be a good measure of the group’s underwriting performance.
This is the key metric used to manage our business.

Operating profit measures the pre-tax result excluding the impact of investment volatility, economic
assumption changes and exceptional items. Operating profit therefore reflects longer-term economic
assumptions for the group’s insurance businesses and shareholder funds, except for LGC'’s trading
businesses (which reflects the IFRS profit before tax) and LGIA non-term business (which excludes
unrealised investment returns to align with the liability measurement under US GAAP). Variances
between actual and smoothed investment return assumptions are reported below operating profit,
which include any differences between investment return on actual assets and the long-term asset
mix. Exceptional income and expenses which arise outside the normal course of business in the
period, such as merger and acquisition, and start-up costs, are also excluded from operating profit.

The group’s operating profit is presented in the following sections. Information on premiums, claims
and changes in technical provisions, which can be considered as key elements of underwriting
performance, is presented by Solvency Il line of business in QRT S.05.01 in Annex 1 of this report.

The vast majority of the group’s business is written in the UK.

A.2.1 OPERATING PROFIT BY DIVISION

The table below shows the operating profit for the group reported in the group consolidated annual
report and accounts. These results are on an IFRS basis.

(Em) 2018 2017
From continuing operations
Legal & General Retirement (LGR) 1,548 1,247
- LGR Institutional (LGRI) 1,149 906
- Legal & General Retirement (LGRR) 399 341
Legal & General Investment Management (LGIM) 407 400
Legal & General Capital (LGC) 322 272
Legal & General Insurance (LGI) 308 303
- UK and Other 246 209
- Us 62 94
General Insurance 0 37
Continuing operating profits from divisions 2,585 2,259
Discontinued operating profit from divisions* 79 107
Operating profit from divisions 2,664 2,366
Group debt costs? (203) (191)
Group investment projects and expenses (126) (120)
Operating profit 2,335 2,055

1 Operating profit from discontinued divisions primarily reflects the operating profit of the Savings division following the group's
announcement in December 2017 to sell the M ature Savings business to Swiss Re. For these operating profit disclosures, discontinued
operations in 2017 also includes the results of Legal & General Netherlands (LGN) which was sold during 2017 and was a component of the
LGI (UK and Other) division.

2.Group debt costs exclude interest on non-recourse financing.

Legal & General Retirement (LGR)

LGR achieved record operating profits of £1,548m (2017: £1,247m) driven by higher new business in
PRT, individual annuities and lifetime mortgages, and consistent profits emerging from the back book,
including higher than expected mortality experience in 2018 and routine assumption updates. We also
reviewed our future mortality improvement assumptions and adopted an adjusted version of the CMI
2016 mortality tables for LGR’s annuity book, resulting in a reserve release of £433m.
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We will continue to review the appropriateness of our longevity assumptions. There is increasing
evidence that the higher than expected level of recent mortality is in part due to medium or long-term
influences. We will apply caution in our assessment of any reduction in longevity improvements, with
any release being recognised over several years as greater certainty emerges.

Total new business was up 78% at £11.4bn (2017: £6.4bn), driven by the largest ever bulk annuity
buy-in with British Airways (£4.4bn) and a buy-out for Nortel Networks (£2.4bn). The business
completed £9bn (2017: £3.9bn) of UK and US pension risk transfer business, and sales of individual
annuities increased by 18% to £795m (2017: £671m). We made £1.2bn of lifetime mortgage
advances, versus £1bn in 2017.

LGR’s £63bn asset portfolio is well diversified. Of the £57.4bn bond portfolio, ¢.2/3rd of assets are A
rated or better, and 17% of assets are Sovereign-like.

Our direct investment portfolio is secured through directly negotiated covenants and security or
collateral. This portfolio is now £15.7bn, (2017: £12.2bn) including £3.2bn in lifetime mortgages (2017:
£2.0bn), and makes up ¢.25% (2017: c.21%) of the assets within the annuity portfolio.

Legal & General Investment Management (LGIM)

LGIM operating profit increased by 2% to £407m (2017: £400m), while maintaining a steady cost
income ratio.

LGIM continues to expand its business across channels, regions and product lines. External net
inflows were £42.6bn (2017: £43.5bn), contributing to 3% growth in assets under management (AUM)
to £1,015bn (2017: £983bn). Total revenue increased by 4% to £840m (2017: £805m), despite
adverse market conditions.

LGIM’s International business experienced net inflows of £19.6bn (2017: £33.0bn), driven by the US
and the Gulf. The Defined Contribution (DC) business continued to expand, with net inflows of £8.4bn
(2017: £3.0bn) driven by our bundled business, which offers investment and administration services
to DC schemes. The retail business experienced net inflows of £2.8bn (2017: £3.0bn).

Legal & General Capital (LGC)

LGC operating profit increased by 18% to £322m (2017: £272m) driven by returns from the division’s
£4.3bn (2017: £3.8bn) traded assets portfolio. and continued strong performance in the £2.4bn (2017:
£1.5bn) direct investments portfolio. Direct investments contributed operating profit of £188m (2017:
£124m), benefitting from the acquisition of the remaining 52% of CALA Homes during the year.

Legal & General Insurance (LGI)

LGI operating profit was flat year-on-year at £308m (2017: £303m). LGl America operating profit
decreased 34% to £62m (2017: £94m) driven by market wide adverse mortality experience. LGl UK
delivered robust profits of £246m (2017: £209m), following the successful turnaround in group
protection, model refinements and assumption changes.

General Insurance (Gl)

Gl operating profit decreased 100% to £0m (2017: £37m), as a result of adverse claims experience
caused by the February/March 2018 freeze and a subsidence surge due to prolonged dry weather

over the summer, both impacts are in line with wider market experience. Excluding the increase in
weather and subsidence claims, operating profit was £26m.
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A.3 INVESTMENT PERFORMANCE

Investment performance is reported by the group as investment return in our financial statements.
The group earns an investment return from holdings in financial instruments and property
investments, held to back insurance and investment contracts on behalf of policyholders and as group
capital. Investment return arising on assets held for sale as part of the disposal of Mature Savings is
included in the total profit on discontinued operations.

The total investment return as reported in the group financial statements in 2018 was £(11,847)m
(2017: £33,457m), excluding discontinued operations.

The total investment return comprises the expected return included in the IFRS operating profit plus
the variance between actual and expected investment performance. As such, there is some element
of duplication with the underwriting performance reported in A.2 above.

Investment return includes dividends, rent, interest, and fair value gains and losses, excluding fair
value movements attributable to available-for-sale (AFS) investments. Dividends are accrued on an
ex-dividend basis. Interest and rent are included on an accruals basis. Interest income for financial
assets which are not classified as fair value through profit or loss is recognised using the effective
interest method.

Investment expenses are included in ‘Other administrative expenses’ found in Section A.4 below.

A.3.1 INVESTMENT RETURN

The table below presents the actual investment income, gains and losses split by Solvency Il
asset class and the component of such income and expenses.

Gains and Gains and

Income losses Income losses

Investment Return (Em) 2018 2018 2017 2017
Debt securities 1,826 (1,698) 1,840 286
Equities® 1,618 (2,118) 160 413
Assets held for index-linked and unit-linked contracts 6,971 (18,743) 7,144 22,204
Derivatives - (1,399) - 773
Other financial investments 213 244 642 2,686
Total 10,628 (23,714) 9,786 26,362

1. Includes holdings in collective investment vehicles and holdings in related undertakings including participations

There were no material investment performance gains and losses recognised directly in equity all
gains and losses recognised directly in equity are disclosed in the group’s report and accounts
consolidated statement of comprehensive income.

A.3.2 INVESTMENTS IN SECURITISATION

The group holds securitisations with a market value of £2.1bn as at 31 December 2018 (2017:
£2.1bn), of which £0.6bn (2017: £0.9bn) is held for index-linked and unit-linked contracts.
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A.4 PERFORMANCE OF OTHER ACTIVITIES

Other material income includes:

* Fees from fund management and investment contracts £802m (2017: £771m)
*  Other operational income £1,206m (2017: £212m)

Other operational income comprises fee income from estate agency operations, agency fee income

relating to distribution services, and income from consolidated private equity investments.

Expenses of the group include:

£m 2018 2017
Acquisition costs® 893 734
Finance costs 238 212
Staff costs 820 702
House building costs 819 9
Other administrative expenses 137 375

1 Acquisition costs comprise direct costs, such as initial commission, and the indirect costs of obtaining and processing new business.

The group leases offices and other premises under non-cancellable operating lease agreements. The
leases have varying terms, escalation clauses and renewal rights. None of the leases are considered

material.

The group does not hold any material finance leases.

A.5 ANY OTHER INFORMATION

There were no significant events other than those disclosed above.
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B. SYSTEM OF GOVERNANCE
B.1 GENERAL INFORMATION ON THE SYSTEM OF GOVERNANCE

B.1.1 THE STRUCTURE OF THE BOARD

The Group Board of Legal & General is accountable for the long-term success of the group by setting
the group’s strategic objectives and monitoring performance against those objectives. The Board is
led by the Group Chairman, and as at 31 December 2018 comprised four Executive Directors (the
Group Chief Executive, the Group Chief Financial Officer, the Chief Executive Officer LGIM and the
Chief Executive Officer LGC) and seven non-executive directors. The day-to-day management of the
group is led by the Group Chief Executive.

The Group Board meets formally on a regular basis and at each meeting, considers business
performance, strategic proposals, acquisitions and material transactions. The group and its
subsidiaries operate within a clearly defined delegated authority framework which has been fully
embedded across the group. The delegated authority framework ensures that there is an appropriate
level of Board contribution to and oversight of key decisions and that the day-to-day business is
managed effectively.

Legal & General Group is managed across divisions rather than legal entities. The group’s continuing
business divisions are:

e Legal & General Investment Management
e Legal & General Capital

e Legal & General Retirement

e Legal & General Insurance

e General Insurance

The sale of the Mature Savings division was announced on 7 December 2017 and is expected to
complete in 2019.

A group business division delivers a number of centralised activities.

B.1.2 DELEGATED AUTHORITIES

The Board delegated authority framework consists of a clearly defined schedule of matters reserved
for the Group Board. The types of matters reserved for the Board include, amongst other things,
matters relating to the group’s strategic plan, material transactions, risk appetite, and oversight of
systems of internal control and corporate governance policies. Those matters which are not reserved
are delegated by the Board to group level committees and to the Group Chief Executive, who then
delegates decision making onward to the group Capital Committee, an executive decision making
forum, and his direct reports.

Matters delegated to group level Committees (Committees of the Group Board) are as follows:

e Group Audit Committee The primary responsibility of the Committee is to assist the Board in
discharging its responsibilities with regards to monitoring the integrity of the group’s financial
statements, the effectiveness of internal control (including financial internal control) and the
independence and objectivity of the internal and external auditors.

e Group Risk Committee The purpose of the Committee is to assist the Board in the oversight
of the risks to which the group may be exposed and to provide the Board with strategic advice
in relation to current and potential future risk exposures of the group. This includes reviewing
the group’s risk appetite and risk profile, and assessing the effectiveness of the group’s risk
management framework.
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e Group Remuneration Committee Responsible for determining and approving the framework
of the remuneration policy for the group and its subsidiaries and specifically to manage
Executive Director remuneration and the remuneration of other designated senior managers.

e Group Nominations Committee Responsible for leading the process for new appointments
to the Group Board and for keeping under review the structure, size and composition of the
Board.

A Group IT Committee of the board was been established in January 2018, the primary purpose of
which is to provide assurance to the Board on the delivery of the group’s programme to implement
planned enhancements during 2018 to ensure the group was operating within its targeted access
management, information security and cyber risk appetite.

The minutes of each of the Committees (with the exception of the Group Remuneration Committee)
are submitted to the Group Board for information after each meeting and the Chairs of the
Committees provide verbal updates to the Board on key items of business discussed, decisions taken
and recommendations to the Board.

The Group Chief Executive Officer (CEO) delegates day-to-day operations and decision making in the
following way:

e to the Group Capital Committee, which has a group-wide remit and joint decision-making
responsibility in relation to certain capital allocation decisions for new product lines, large
transactions and capital investments, M&A transactions and other material group-wide capital
management and allocation matters that may arise; and

e toindividuals, being the Group CEOQO’s direct reports and heads of the group’s business
divisions.
Each of the heads of the group’s business divisions then onward delegate to their direct reports the
matters for which they have decision-making responsibility in relation to their area.

Each individual's schedule of delegated authorities operates in conjunction with their job description
and relevant Risk and Capital Mandate. The Risk and Capital Mandates set the parameters of
acceptable risk taking as regards the group’s core product lines and investment risk.

The diagrams in Annex 2 illustrate the group’s Governance framework.

B.1.3 INSURANCE COMPANY SUBSIDIARY GOVERNANCE
The following Legal & General entities are classed as Solvency Il regulated insurance companies:

e Legal and General Assurance Society Limited (LGAS)
e Legal & General Insurance Limited (LGIL)
e Legal and General Assurance (Pensions Management) Limited (PMC)

The Legal and General Assurance Society Limited is the regulated entity through which the majority
of the group’s individual and group insurance, pensions and annuities business is executed. The
Board of the Legal and General Assurance Society Limited reports into the Group Board and the
minutes of the Legal and General Assurance Society Limited Board meetings are submitted to the
Group Board following each meeting.

Legal & General Insurance Limited is a direct subsidiary of the Legal and General Assurance Society
Limited. The Board of Legal & General Insurance Limited reports in to the Legal and General
Assurance Society Limited Board via the submission of minutes for noting following each meeting. To
the extent material issues arise in relation to the business of Legal & General Insurance Limited, the
Group Board has line of sight of these through Legal and General Assurance Society Limited.
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PMC manages pooled investment funds of third-party pension scheme assets. The board of PMC
reports in to Legal & General Investment Management (Holdings) Limited (LGIMH) and its minutes
are submitted to the LGIMH board for noting following each meeting. To the extent material issues
arise in relation to the business of PMC, the Group Board has line of sight of these through LGIMH,
the minutes of which are submitted to the Group Board following each meeting. Each entity delegates
responsibility for setting and delivering strategy and day-to-day operational matters to the Group CEO
subject to the authority delegated to the Group CEO by the Group Board. The Group CEO onwards
delegates to the heads of the group’s business divisions.

Oversight of risk management, audit and remuneration responsibilities for these entities is provided by
the Group Board committees, being the Group Risk Committee, Group Remuneration Committee and
the Group Audit Committee.

B.1.4 REMUNERATION POLICY AND PRACTICES
B.1.4.1 PRINCIPLES OF THE REMUNERATION POLICY

Remuneration policy is consistent across the group. In line with our remuneration principles, it is
designed to reward, motivate and retain high performers in line with the risk appetite of the group. The
group operates bespoke bonus plans where appropriate. However, the Remuneration Committee has
ultimate discretion over all bonus plans.

Bonuses above a certain threshold are subject to deferral with the deferral amount increasing with the
size of the bonus.

A summary of the remuneration structure for employees is shown below.

Base salary The group aims to attract and retain key employees by paying salaries which
deliver competitive total remuneration. Factors taken into account when
determining salaries include:

* The nature, size and scope of the role

*  The knowledge, skills and experience of the individual
* Individual and overall business performance

* Pay and conditions elsewhere in the group

* Appropriate external market data

Salary levels for all employees are reviewed on an annual basis taking into
account the above factors. However, this does not mean a flat increase annually
for all employees.

Annual bonus The majority of employees participate in a discretionary bonus plan, unless an
alternative plan applies based on role. An employee will be considered for a
discretionary bonus award based on achievement against objectives, conduct and

behaviours, the role performed during that year and internal relativities.

Variable pay awards are set to ensure an appropriate balance between fixed and
variable pay, and are designed to reward performance at the individual, business
division, and overall group levels
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Performance Participation in the PSP is offered to a small number of senior executives each
Share Plan (PSP) year in recognition of the strategic and influential role that they hold in terms of
driving company performance, as well as their individual contribution.
Participation in the plan for one year does not guarantee participation in future

years.

Where appropriate, grants under the PSP may also be made for new employees
who join the group during the year in key roles.

Other share The group operates a Share Bonus Plan (SBP) which provides the vehicle for

plans and long- deferral of annual bonuses in the majority of cases and also allows for a limited

term incentives number of awards of shares to high potential individuals and those with critical
skills.

In addition, the group operates a share based long-term incentive plan for LGIM
(LGIM LTIP) based on the financial performance of the division. Participation in
the LGIM LTIP is limited to senior managers within the division.

Non-executive Fees for the Chairman and NEDs are set at an appropriate level to reflect the time

Directors (NEDs) commitment required to fulfil the role, the responsibilities and duties of the
positions, and typical practice in the FTSE 100 and amongst other financial
institutions.

Further details on the remuneration policy can be found in the Directors’ Remuneration Report of the
Legal & General Group Plc Annual Report & Accounts.

B.1.4.2 PERFORMANCE CRITERIA FOR REMUNERATION

Annual incentives are designed to reward financial and non-financial performance that supports the
business strategy, taking into account the group’s risk appetite and personal contribution in the
business context that it was delivered. Targets are specific, measurable, set at the beginning of the
year and communicated to employees.

For Code Staff in the control functions (internal audit, regulatory compliance and risk), separate
performance measures have been designed which exclude any direct linkage to financial
performance. Code Staff is a category of role defined under various applicable European Directives
(CRDIIl & IV, AIFMD, UCITS V, and Solvency Il). The name is taken from the FCA’s Remuneration
Code that interprets and applies these Directives for the UK. Broadly, Code Staff includes roles that
are considered to have the authority to take risks that could directly, or indirectly, affect one or more
firms within the group and its investors

Individual performance assessment is supported by a structured performance management
framework. In reviewing an individual’s performance against their objectives, the individual’s approach
to risk management (including environmental, social or governance risks) is considered when
determining the overall level of bonus pay out. The bonus policy allows for zero bonus payments to be
made when appropriate.

Deferred bonus

Under the group-wide deferral arrangements a significant proportion of the annual bonus for senior
employees is deferred into group shares over a three-year period. The purpose of the deferral plan is
to promote the sustainable long-term performance of the group and to align the interests of our senior
management with our shareholders.
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Deferred awards for senior employees may be subject to forfeiture if the performance which led to a
bonus being paid is found to be incorrect or in the event of personal misconduct. From 2015 onwards,
annual incentive awards (including any deferred element) are subject to malus and clawback for
material risk takers.

Long-term incentives

The group provides long-term incentives which link reward with the long-term success and growth in
value of Legal & General. Long-term incentive awards for most group staff are conditional on the
satisfaction of total shareholder return (TSR), and financial performance conditions which clearly align
reward to the interests of shareholders and provides a degree of risk management (TSR reflects both
underlying financial performance and the market’'s assessment of the quality and sustainability of
those earnings). For awards prior to 2018 financial performance was assessed based on a
combination of dividends, earning per share and return on equity. For awards from 2018 financial
performance is assessed based on earnings per share and overall Solvency Il performance.

The Remuneration Committee may exercise its discretion to scale back the vesting of awards if it was
felt that the group’s financial performance did not justify the level of vesting (the Committee may not
increase the award). The parameters which the Committee uses in making this assessment include
market share, partnerships entered into and maintained, cost constraint, capital management, risk
and shareholder perception.

Awards under the group long-term incentive plan are subject to malus and clawback provisions.

B.1.4.3 SUPPLEMENTARY PENSION OR EARLY RETIREMENT SCHEMES

All employees in the UK have the opportunity to participate in a defined contribution pension plan, or
receive a cash allowance in lieu of pension, or receive a combination thereof.

There are no supplementary or early retirement schemes.

B.1.5 MATERIAL TRANSACTIONS

There were no material transactions between key management personnel and the Legal & General
group of companies during the period. All transactions between the group and its key management
personnel are on commercial terms which are no more favourable than those available to employees
in general. Contributions to the post-employment defined benefit plans were £84m (2017: £93m) for
all employees.

B.1.6 SOLVENCY Il KEY FUNCTIONS

The Solvency Il key functions within the group’s overall system of governance are the Risk
Management and Compliance functions led by the Group Chief Risk Officer; the Internal Audit
function led by the Group Chief Internal Auditor; and the Actuarial function, led by the Chief Actuary.
The functions operate independently from the business line with the activities of the Risk
Management and Compliance function being mandated by the Group Board’s Risk Committee and
the Group Board Audit Committee establishing the role of the Group Internal Audit function through a
formal Audit Charter. The Chief Actuary has the authority of the Board to report on those matters
defined by legislation and regulation. The overall resourcing and effectiveness of the Risk
Management, Compliance, and Actuarial functions are assessed through a combination of Internal
Audit review activity and by the governance forums to which the functions report. The effectiveness of
the Internal Audit function is considered by the Group Board Audit Committee which may periodically
seek independent external assurance.
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Risk management and Solvency Il compliance

The Group Chief Risk Officer (Group CRO) leads the Risk Management function, including the
Solvency Il Compliance function. The Group CRO reports functionally to the Chair of the Group Risk
Committee. Administratively, the Group CRO reports to the Group Chief Executive Officer. The Risk
Management function is aligned to the divisional structure, with each division having their own risk
management functions. The Group CRO is:

¢ Independent of the business line, with an independent reporting line to the Chair of the Group
Risk Committee;

e A provider of objective advice and guidance, oversight and challenge for all of the group’s
risks; and

¢ Involved, where appropriate, in all material decisions to influence and provide objective
challenge (e.g. products, pricing, projects, strategy, etc).

The Group CRO has a right to be heard in the setting of business strategy, product approval and
capital planning activities, and may request revision to business proposals that may otherwise result
in the group operating outside agreed risk appetite. The Group CRO has authority to set and further
refine risk limits within the parameters of the risk appetite agreed by the Group Risk Committee. The
Group CRO has the right of escalation to the Group Risk Committee on any appropriate matters as
they see fit.

Further detail is disclosed on Internal Audit in section B5, and the Actuarial function in B6.

B.2 FIT AND PROPER REQUIREMENTS

B.2.1 APPLICATION OF THE POLICY

The group has in place a fit and proper policy, the purpose of which is to set out the procedures
required by regulated firms within the Legal & General group to assess the fitness and propriety of
individuals who run these undertakings or who hold other key functions in them.

B.2.2 KEY REQUIREMENTS

In summary the policy requires that each insurance regulated entity shall establish, implement and
maintain documented policies and adequate procedures to ensure that all persons who are
responsible for running the entity or who are responsible for other key functions are at all times fit and
proper.

The assessment of fithess and propriety covers the following factors:

* Honesty, integrity and reputation
+ Competence and capability
* Financial soundness

B.2.2.1 LEGAL & GENERAL ASSESSMENT PROCEDURES

In support of the group policy, defined processes are in place to ensure that the fithess and propriety
of applicants is carefully considered before an application to the regulators to grant approval is
submitted. An assessment will also be made before a notification is made to the regulators in relation
to the appointment of a key function holder.

The group will not support an application for approval or a notification if it is believed that the
candidate fails to meet any element of the fit and proper test.
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Each application will be looked at on its own merits, on a case-by-case basis, but the following
principle generally applies to all applications:

* Has the candidate been open and honest with Legal & General and disclosed all relevant
matters

If the candidate has disclosed any incidents pertaining to their fithess and propriety, the following will
be considered:

* The seriousness of the issue and the relevance to the specific role applied for;

* The passage of time since the incident occurred; and

*  Whether the issue relates to an isolated incident or whether there is a pattern of adverse
behaviour.

Fit and proper assessment criteria have been developed and each application will be considered
against these criteria, regardless of the current approved status of the individual.

The criteria are:

* knowledge — does the individual have generic knowledge of the industry sector and specific
knowledge of the firm;

» qualifications — does the individual have prerequisite or supporting relevant qualifications;

» skills — does the individual demonstrate the appropriate level of business and interpersonal
skills;

* behaviour — does the individual demonstrate the appropriate attitudes and standards of
ethical behaviour; and

+ expertise — does the individual achieve positive and fair outcomes and meet performance
standards expected of the post.

The assessment criteria are also relevant in assessing the continuing fithess and propriety of
approved persons.

B.2.2.2 MAINTAINING FITNESS AND PROPRIETY

From time to time, individuals will be required to certify that there has been no change to the
information provided at the point of approval and consequently, the fithess and propriety status is
unchanged.

The group’s Policies and Procedures place an obligation on approved persons to notify the Group
Conduct Risk and HR Director in the event of any pending or actual criminal, civil or other disciplinary
charges, judgements, petitions for bankruptcy, or other actions or disciplinary measures whatsoever,
against them or any entity, body or other entity with which he/she is, or has been associated.

Should such a natification occur, the group will assess the information to decide whether the
individual remains fit and proper. If the assessment ultimately concludes that the individual can no
longer remain as an approved person, a notification will be made to the regulators in line with the
regulatory requirements.

The group’s performance management process is the primary mechanism for tracking on-going
competency, and the group will take appropriate steps to monitor an individual’s financial soundness
on an on-going basis.
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B.3 RISK MANAGEMENT SYSTEM INCLUDING THE OWN RISK AND
SOLVENCY ASSESSMENT (ORSA)

B.3.1 RISK MANAGEMENT SYSTEM
Legal & General deploys a ‘three lines of defence’ risk governance model, whereby:

* business divisions are responsible for risk taking within the parameters of our risk appetite and
accountable for managing risks in line with our risk policies;

» risk functions led by the Group Chief Risk Officer (Group CRO) provide objective challenge and
guidance on risk matters; with

*  Group Internal Audit providing independent assurance on the effectiveness of business risk
management and the overall operation of the risk framework.

Understanding the risks that we may be exposed to and deploying strategies to ensure residual
exposures remain within acceptable parameters is an integral part of our business. We seek to deeply
embed the necessary capabilities to assess and price for those risks that we believe offer sustainable
returns within each of our operating businesses, as well as ensuring the skill sets to closely manage
those risk factors which could otherwise lead to unexpected outcomes. Our risk management
framework supports informed risk taking by our businesses, setting out those rewarded risks for which
we accept exposure, and the risks that we want to avoid, together with risk limits and standards of
internal control to ensure exposures remain within our overall risk appetite.

B.3.1.1 RISK APPETITE

The group’s risk appetite statement sets out our overall attitude to risk, and the ranges and limits of
acceptable risk taking. The Group Board’s Risk Committee leads an annual review of the group’s risk
appetite, assessing the continued appropriateness of our key measures and tolerances relative to the
risk exposures of the group. Additionally, as part of the annual planning cycle, assessment is made of
the level of risk taking proposed in the group plan and the capacity for risk taking within the overall
appetite framework.

The group’s risk appetite is approved by the Group Board on the recommendation of the Group Risk
Committee and the Group Chief Executive. The regular management information received by the
Group Board and Group Risk Committee includes the group’s risk appetite dashboard setting out
actual positions relative to the key targets and limits set in our risk appetite.

B.3.1.2 RISK TAKING AUTHORITIES

The parameters of acceptable risk taking defined within the group’s risk appetite are cascaded to
business managers through ‘Risk and Capital Mandates’, empowering managers to make decisions
that are consistent with the group’s appetite for risk.

Mandates articulate the product types and features that may be written; the asset classes that may be
held; the target capital positions and ranges of earnings volatility within which the overall profile of
risks should be managed; and tolerances for specific risk exposures. Activities that would result in a
business operating outside agreed parameters require formal approval.

B.3.1.3 RISK POLICIES

Risk control

We set formal policies for the management of market, insurance, credit, liquidity and operational risks.
The policies specify our overall strategies for ensuring each risk type is managed in line with our risk
appetite and the minimum control standards that should be applied in managing our significant risk
exposures.
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Risk mitigation

We deploy a range of risk management techniques to manage and mitigate risks, so as to control risk
exposures in line with our risk limits. For example, we use derivative instruments to hedge
unrewarded risks as part of our asset liability management activity, and reinsurance programmes to
transfer significant aggregations and concentrations of insurance risk exposures. Our framework of
controls includes documented underwriting policies and structured delegated pricing and underwriting
authorities. It also includes investment policies which take into account the nature of our liabilities,
guarantees and other embedded options given to policyholders.

B.3.1.4 RISK IDENTIFICATION AND ASSESSMENT

Review process

We operate a risk identification and assessment process under which all our businesses regularly
consider changes in the profile of existing and emerging risks. The assessment process evaluates the
risks that are inherent in our products as well as those that are presented from changes in the
environments that we operate in.

Own Risk and Solvency Assessment (ORSA)

Our risk identification and assessment process forms part of our broader ‘own risk and solvency
assessment’ (ORSA) process, our on-going assessment of the risks to which the group is exposed
and an evaluation of the sufficiency of resources to sustain the business strategy over the horizon of
the group plan.

B.3.1.5 RISK MANAGEMENT INFORMATION

Our risk management information framework is structured to support the review of on-going and
emerging risks and assess actual risk positions relative to the risk limits and targets that we set.

B.3.1.6 RISK OVERSIGHT

The Group CRO, who is independent of the business line, supports the Group Board and its Risk
Committee in articulating acceptable risk taking and ensuring the effective operation of our risk and
capital framework. This includes on-going assessment of the group’s capital requirements to confirm
that they meet regulatory solvency requirements.

The Group CRO also provides objective challenge and guidance on a range of risk matters to
business managers, including the risks implicit in product developments, business transactions and
new asset classes, and strategies for managing risks in line with the group’s overall risk appetite.

B.3.1.7 RISK COMMITTEES

The Group Board has ultimate responsibility for the group’s risk management framework. The Group
Board’s Risk Committee supported by the Group CRO, serves as the focal point for risk management
activities. Details of the operation of the Group Risk Committee are set out in the Legal & General
Group Plc Annual Report & Accounts.

Beneath the Group Risk Committee is a structure of formal risk oversight committees providing more
focused review and challenge of specific risks to the group, and reviewing the effectiveness of
frameworks in place to manage those risks.

The Group Board:

e Owns the overall Risk Management framework;
e Owns the group’s risk appetite statements; and
¢ Isthe ultimate owner of the group’s regulatory relationships.
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The Group Risk Committee ensures the effectiveness of the overall risk management system and
recommends to the Group Board material changes in risk appetite.

The Executive Directors are accountable for:

e The implementation and operation of the risk management system;

¢ Identifying, measuring, managing, monitoring and reporting risks within the business;

e Ensuring all business decisions are informed by risk-based measures by reference to the
agreed risk appetite statements wherever appropriate; and

e Ensuring appropriate risk taking and risk assurance resources are in place.

The Group CRO leads the risk management function which provides the second line of defence
across the group.

Group Internal Audit provides the third line of defence across the group. It provides assurance to the
Group Audit Committee, Executive Directors and risk management function that the design and
operation of the risk management system is appropriate for all risk types.

B.3.2 OWN RISK AND SOLVENCY ASSESSMENT (ORSA)

The purposes of the Own Risk and Solvency Assessment (ORSA) are to assess our risks and to
evaluate whether we have sufficient financial resources to sustain the business strategy over the plan
horizon across a range of scenarios. The group ORSA process covers each Solvency Il regulated
insurer and the group as a whole, including non-EU entities and non-insurance entities.

The ORSA process brings together, and is integrated with, our risk and capital management
processes by which we identify, assess, monitor and measure our risks, review our business against
risk appetite and tolerances and project the solvency position over the business plan. The ORSA
cycle is aligned with the strategic and business planning process so that the key elements can
interact and inform forward-looking decision-making.

The Group Board is active in the ORSA and risk and capital management processes during the year.
The ORSA policy was last reviewed by the Group Risk Committee (GRC) on behalf of the Group
Board in May 2018. The last group ORSA report was approved by the GRC on behalf of the Group
Board in February 2019.

Integration of group and subsidiary ORSA processes

The group is managed on a divisional basis. As such, ORSA (i.e. risk and capital management)
responsibilities follow the group’s divisional management structure. Regular ORSA processes are
aligned with the strategic and business planning process, with divisions providing key ORSA inputs in
line with the plan timetable and various group functions coordinating and/or aggregating.

In line with previous ORSAs and our PRA waiver, the group and LGAS ORSA report is a single
document. This reflects the involvement of LGAS in most of the group’s businesses. Other insurance
entities produce a solo ORSA (or equivalent) report.

The core stages to the group’s ORSA process are as follows:

e Q1I: review ORSA framework and policy along with lessons learned and feedback from the Group
Risk Committee from the previous ORSA cycle

e Q2: stress and scenario tests determined and recommended in order to provide divisions with
sufficient time to model the results of those tests

e Q3: projections of capital requirements as part of the annual planning process; stress and
scenario testing results inform the review of the plan

e Q4: formal ORSA reporting, including the CRO'’s review of the Plan and ORSA reports
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Throughout the year, the group monitors its performance against the current plan as well as
monitoring risk and capital management information (Ml).

B.3.3 GOVERNANCE OF THE INTERNAL MODEL

The Group Board is ultimately responsible for ensuring the continued appropriateness of the design
and operation of the group’s partial internal model (the Internal Model). This responsibility is
discharged through the Group Risk Committee, whilst the Group Internal Model Committee (GIMC)
oversees Internal Model activities.The overall appropriateness and effectiveness of the Internal Model
depends upon the effective operation of the group’s established internal control system.

First line business management are responsible for implementing adequate and effective controls
over the Internal Model as well as the group’s material product risk exposures, with the on-going
application and effectiveness of these overseen by second line group and divisional risk teams and by
Group Internal Audit in the third line of defence. Material concerns are escalated to operational and
senior management for resolution. The status of remediation activity is monitored by group and
divisional risk teams, with significant issues escalated to the GIMC and where necessary to the Group
Risk Committee.

This approach has ensured the implementation of adequate controls over the on-going
appropriateness of the design and operation of the Internal Model, and these controls are subject to
effective governance and oversight.

The Group Internal Model Governance Policy sets out the governance framework in place for the
group’s Internal Model designed to mitigate model risk. This complements the group’s existing system
of governance, highlighting specific requirements in respect of the Internal Model to ensure that it
operates properly on a continuous basis, including ensuring that controls relating to the Internal Model
are implemented in accordance with the group Internal Control Policy and are adequate and effective
at all times.

The Internal Model governance framework is outlined in the table below:

Board/Committee Responsibilities

Group Board Ensuring the on-going appropriateness of the design and operation of the Internal Model.
This responsibility is discharged through the Group Risk Committee, subject to certain
matters being reserved for its direct attention.

Legal entity boards Ensuring the on-going appropriateness of the design and operation of their parts of the
Internal Model; use and challenge of the model in decision making; ensuring that the
model’'s scope remains appropriate; and ensuring that appropriate validation is performed.

Group Risk Committee (GRC) Monitoring the performance and appropriateness of the Internal Model, including ensuring
that related controls are adequate, effective, and implemented in line with the group’s
Internal Control Policy.

Primarily, the Group Risk Committee discharges these responsibilities through acting on the
receipt of recommendations, analysis and reports from the Group CRO and the GIMC.

Group Internal Model Overseeing the design, development and operation of the Internal Model to ensure that it

Committee (GIMC) operates as expected on a continuous basis to meet the group’s regulatory and economic
requirements for risk-based capital management. This includes reviewing the effectiveness
of internal controls as they relate to the Internal Model through the receipt of relevant reports
and Ml.

B.3.3.1 INTERNAL MODEL CONTROLS

The first line business divisions are responsible for operating a robust control framework to manage
exposures and mitigate unacceptable outcomes (per the group’s risk appetite). This includes the
implementation of controls to mitigate key risks associated with the processes that they are
responsible for, and to ensure that these are regularly reviewed and remain fit for purpose. Day-to-
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day responsibility for ensuring that internal controls are in place and are operating effectively over
Internal Model related processes is delegated to Internal Model Controllers (IMCs). IMCs provide first
line management of the Internal Model across all relevant legal entities and business divisions. Key
responsibilities include ensuring compliance of their area with the requirements of the Group Internal
Model Governance Policy and the Group Internal Control Policy.

Oversight of the internal control system is provided by the group risk and divisional risk teams.

B.3.3.1.1 CHANGES OVER THE REPORTING PERIOD

There were no significant changes over the reporting period.

B.3.3.1.2 INTERNAL MODEL VALIDATION

The group validation policy and associated standards define the group’s validation framework, and
capture the requirements of the PRA Rulebook and relevant EU regulations. The framework requires
an annual validation cycle for the group’s partial internal model (the Internal Model). This has been
performed as part of the production of the SCR as at 31 December 2018. The objective is to produce
a robust, proportionate and demonstrably complete approach to validation overseen by the Group
Chief Risk Officer.

There is an annual assessment of which aspects of the Internal Model must be independently
validated. Independent validation is carried out mainly by the second line, sometimes by a first line
team from a different business division, or sometimes by an external party. Independent validators
must demonstrate how independence is met and state any limitations on independence.

Requirements for each annual cycle are specified in the Validation Terms of Reference. Respective
validators outline approach, activities, tools and aspects of the model in Validation Work Programmes.
The results, conclusions and consequences including remediation are detailed in independent
validation reports or validation reports prepared by the first line. These are presented to GIMC for
approval.

Validation activity

Internal Model validation activity for the reporting period covered the whole of the Internal Model. The
level of validation undertaken was consistent with the level of risk incurred. Independent validation
was performed on those areas identified as most material to the Internal Model’s operation and
results. The outputs are validation reports, highlighting key findings, strengths, weaknesses,
limitations and remediation actions.

B.4 INTERNAL CONTROL SYSTEM

The group’s internal control policy requires that each division’s internal control system shall at least
include administrative and accounting procedures, an internal control framework, appropriate
reporting arrangements at all levels of the undertaking and a compliance function.

The group’s internal control framework seeks to ensure that:

e An organisational structure is defined, with clarity of roles, responsibilities and reporting lines;
e Appropriate management information and reporting processes are defined;

o Frameworks for decision making (including the delegation of authority) are articulated;

e Clear segregation of duties is in place;

e Conflicts of interest are managed;

e Administrative and accounting procedures are aligned with group requirements;
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e Personnel have sufficient skills, knowledge and expertise to discharge their responsibilities
(including those relating to the regulatory environment);

e Adequate and orderly records of business are maintained;

e The security of customer data and other internal records is ensured;

e Business procedures combat financial crime;

e Processes are in place to deal with policyholder claims and complaints;

e The integrity of manual and computerised business systems is ensured; and

e Processes ensure assessment of the possible impact of any changes in the legal
environment.

The group’s principal subsidiary operating boards and the Group Audit Committee oversee the
adequacy and effectiveness of the internal control framework, primarily through the receipt of
assurances in support of the UK Corporate Governance Code, and reports from Group Internal Audit,
external auditors, and risk teams in the second line of defence. Going forward this activity will be led
by the company’s audit committee.

B.4.1 SOLVENCY Il COMPLIANCE FUNCTION

The group has defined the Solvency Il compliance function as being responsible for:

¢ advising the Group Board and its sub-committees on compliance with the requirements of the
Solvency Il Directive® and its associated laws, regulations and administrative provisions;

e advising the Group Board on the possible impact of any changes in the legal environment on
operations of the undertaking concerned and the identification and assessment of compliance
risk;

¢ developing and managing the group’s Solvency Il Compliance Policy, which inter alia sets out
the responsibilities, competencies and reporting duties of the (Solvency Il) compliance
function; and

¢ establishing and operating the group’s Solvency Il Compliance Plan that details the activities
the function will undertake in relation to compliance risk.

The group has defined the Group Chief Risk Officer role as the functional head of Solvency Il
Compliance at the group level, with the Risk, Actuarial, Group Finance and HR functions delivering
activities in support of the Solvency Il group level compliance function.

The group’s Solvency Il Compliance Plan is defined as the review activities performed by the
compliance function to support it in advising the Group Board and its sub-committees on compliance
in relation to Solvency Il matters.

B.5 INTERNAL AUDIT FUNCTION

Group Internal Audit (GIA) is an independent and objective assurance and advisory function whose
primary role is to support the Group Board and Executive Management in the protection of the assets,
reputation and sustainability of the group.

GIA also supports group Executive Management in accomplishing business objectives by adopting a
systematic and disciplined approach to the evaluation and improvement of the design and
effectiveness of the group’s risk management, control and governance processes.

Group Internal Audit carries out:

e independent reviews and audits of the controls mitigating the key risks in all areas of the
business, prioritised according to the relative risk of each assignment as determined by the
Group Chief Internal Auditor in conjunction with senior management;

% Directive 2009/138/EC of the European Parliament.

34 LEGAL AND GENERAL GROUP — SOLVENCY AND FINANCIAL CONDITION REPORT Le al&s:

ngeral



e reviews of major business change initiatives; and
o reviews of the risk management and internal control processes.

GIA’s work may also include reviewing relevant post-mortem or ‘lessons learned’ analyses following
significant adverse events at an organisation. The role of GIA’s involvement in any events will
generally be determined as part of the audit planning process or on an ad hoc basis, where required.

GIA is responsible for the development of an internal audit plan, with a corresponding delivery
timetable and budget. The plan typically details proposed audits over the next twelve months. GIA
reviews the plan regularly and advises the Board, through the Group Audit Committee, of any material
alterations to it. Any impact of resource limitations and significant interim changes are communicated
promptly to the Board.

The Internal Audit plan is developed using a risk-based methodology, including input from executive
and non-executive senior management. Any significant deviation from the approved internal audit
plan is communicated through the activity reporting process.

Internal control objectives considered by Group Internal Audit include:

o effectiveness of design and operation of processes and their actual outcomes, assessed
against the group’s established values, ethics, risk appetite and policies;

e the appropriateness of the organisation’s risk and control culture, including the attitude and
approach taken by all levels of management to risk management and internal control

o efficiency of operations, and use of resources;

e compliance with policies, plans, procedures, laws and regulations;

¢ reliability and integrity of management and financial information processes, including the
means to identify, measure, classify, and report such information; and

o safeguarding of assets.

The Group Chief Internal Auditor reports functionally to the Chair of the Group Audit Committee and
administratively to the Group Chief Executive Officer.

The Internal Audit activity remains free from interference by anyone within the group. This includes
the choice of business areas to audit, procedures, frequency, timing, or the content of the Group
Internal Audit reports. This ensures that Group Internal Audit can maintain a necessary independent
and objective perspective.

Internal auditors have no direct operational responsibility or authority over any of the activities
audited. Accordingly, they will not implement internal controls, develop procedures, install systems,
prepare records, or engage in any other activity that may impair internal auditors’ judgement.

Internal auditors will exhibit the highest level of professional objectivity in gathering, evaluating, and
communicating information about the activity or process being examined. Internal auditors will make a
balanced assessment of all the relevant circumstances and will not lose their objectivity when forming
judgements.

The Group Chief Internal Auditor confirms to the Group Audit Committee, at least annually, the
organisational independence of Internal Audit activity.

B.6 ACTUARIAL FUNCTION

The actuarial function is split along legal entity lines, with the principal operating subsidiaries having
actuarial functions. Legal & General America (LGA) and Legal & General Reinsurance (LG Re) have
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their own actuarial team but are not EEA insurers. They are therefore supported by the Group
Actuarial Function team for their Solvency Il reporting.

The Prudential Regulatory Authority (PRA) have specified that firms should appoint a Chief Actuary
who should fulfil the role of Head of Actuarial Function (a role that is not required by the Directive) and
hold the Chief Actuary role as set out under the (PRA’s) senior insurance managers regime. For
Legal & General, Actuarial Functions (and Chief Actuaries) are required for LGAS, PMC and LGIL.
Additionally a Group Chief Actuary is required for the Group Actuarial Function.

The Chief Actuary of each entity presents an annual report to their respective Boards summarising
the activities of the actuarial function that:

e Supports compliance with the requirements on the calculation of the technical provisions
(TPs);

e Provides the opinions on the underwriting policy and reinsurance arrangements; and

e Contributes to the effectiveness of the risk management systems more widely.

These reports are shared with the Group Chief Actuary.

The requirements covering TP calculations were addressed through various activities, including, in
particular, Actuarial Function review of divisional and entity level calculations and the membership of
oversight committees. A number of reports during the year were provided to the group and subsidiary
boards on the data, models, methodologies, assumptions and results of the Solvency Il TP
calculations.

Oversight of underwriting and reassurance by the Actuarial Function is provided by regular
discussions with key business division personnel from both the first and second lines, review of
papers and attendance of pricing and capital committees (or sub-committees) to provide input and
challenge to pricing, reinsurance and capital requirements for new business. Business division reports
are produced annually on underwriting and reassurance. Each Chief Actuary (including the Group
Chief Actuary) provides an overall report and opinion to their respective boards.

The Actuarial Functions contribute to the effective implementation of the risk management system
through various activities and the membership of a number of key divisional, entity and group
Committees with risk and financial reporting responsibilities. Areas of focus include: the Internal
Model and SCR; the ORSA, identifying, measuring and monitoring risks; Asset Liability Matching
(including Matching Adjustment and liquidity management); product pricing; financial reporting;
business plans; and Part VII transfers.

The Chief Actuary has a right to be heard in the setting of business strategy, product approval and
capital planning activities, and may request revision to business proposals that may otherwise conflict
with the overall underwriting policy or the adequacy of reinsurance arrangements. The Group Chief
Actuary has the right of escalation to the Group Risk Committee on any appropriate matters as he or
she sees fit.

B.7 OUTSOURCING

The group’s Outsourcing and Essential Supplier Services Policy sets out the framework and minimum
standards of control and governance that the group expects to be applied in the management of risks
associated with outsourced supplier service arrangements. The policy specifies that an activity should
not be outsourced where it would materially impair the quality of the group’s system of governance;
unduly increase the group’s exposure to operational risk; impair the ability of supervisory authorities to
monitor the group’s compliance with its obligations; or undermine continuous and satisfactory service
to the group’s policyholders.
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The policy requires that for all outsourced arrangements a rigorous evaluation and supplier selection
process is undertaken having regard for the financial stability, expertise, ability and capacity of the
supplier to deliver the required service. The policy also specifies that a written contract must be in
place which includes: a service level agreement; the conditions under which the arrangement may be
terminated; provisions for the orderly transition of services to another provider or the group if the
contract is terminated; a defined mechanism to resolve disputes arising out of or relating to the
contract; appropriate contingency plans should the supplier be unable to provide the required service;
and provision for the continued availability of any software upon which the group is reliant. Contracts
must also ensure access to the providers premises, business management and any data relating to
the outsourced activity, by the group’s Internal Audit, Risk and Compliance functions, its external
auditors and Supervisory Authorities; and appropriate warranties that Legal & General and client data
is adequately protected against unauthorised access at all times. All outsourced arrangements must
be managed under the direction of a named Legal & General relationship manager. The Risk
Function maintains oversight of the management of outsourcing arrangements established by the first
line business operations.

A number of the outsourcing arrangements used by the group’s insurance companies are considered
to be essential to operations. These are:

Service providers Entity Goods/services Jurisdiction
SunGard Availability Services (UK) Limited LGAS, LGIL  Disaster recovery warm site UK

IBM United Kingdom Limited LGAS, LGIL  IT infrastructure and operations UK

RR Donnelley Global Document Solutions o .

Group Limited LGAS, LGIL  Document printing and mailing UK
Tata Consultancy Services Limited LGAS, LGIL  IT application development UK
Vodafone Ltd LGAS, LGIL Telephony and data connectivity UK

services
State Street Bank And Trust Company LGAS Fund pricing and valuations UK

Insourcing is the use by one group company of another group company for the supply of business
facilities or services. The group’s core insourced relationships are as follows:

¢ Investment management services provided by Legal & General Investment Management
Limited (LGIM);

e Treasury services by Legal & General Finance Plc; and

e Employee, IT (through the group’s shared service IT function), and procurement services by
Legal & General Resources Limited.

Legal & General Resources Limited is the main employment company for staff in the UK, and is also
the company through which group-wide contracts for the supply of goods and services for Legal &
General’s UK businesses are placed.

B.8 ANY OTHER INFORMATION

B.8.1 ADEQUACY OF THE SYSTEM OF GOVERNANCE

The Group Executive Risk Committee (a sub-committee of the Group Risk Committee) undertakes an
annual review of the group’s risk management framework and broader system of governance to
confirm its adequacy given the nature, scale and complexity of the risks inherent in its business. The
most recent review was in February 2019, where the Committee concluded that the group’s risk
framework aligns with the group’s key risk exposures, and operated effectively during 2018 in
identifying material risk exposures.
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B.8.2 SENIOR MANAGERS AND CERTIFICATION SCHEME

In line with requirements of the Senior Managers and Certification Regime, which was introduced
from 10 December 2018, the Group has implemented a framework identifying material risk takers, the
annual certification of senior managers of prescribed functions, prescribed responsibilities, individual
accountability, the reporting of breaches to the regulator and additional training.

B.8.3 ANY OTHER INFORMATION

There were no significant events other than those covered above.
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C. RISK PROFILE

MEASURES USED TO ASSESS RISKS

Our risk-based capital model (the Internal Model) seeks to provide a quantitative assessment of the
group’s risk exposures. It forms part of the suite of tools that we use to evaluate our strategic plans,
set risk appetite, allocate capital and evaluate product pricing. We also use our capital model to
assess significant transactions, including large pension risk transfer deals. The key output from our
capital model is the generation of capital requirements. We calibrate our model to a 99.5% value at
risk confidence level over one year, equivalent to ensuring that we hold sufficient capital to survive our
assessment of a worse case 1-in-200 year event. In terms of capital requirement, credit and

insurance (longevity) risks remain our most significant risks. Market risk, which includes equity,
property and interest rate risks, are also material risks for which we hold capital.

Below is the percentage breakdown of the group’s pre-diversified Solvency Capital Requirements by
major risk categories:

2018 2017

m Credit Risk

= Market Risk
Underwriting Risk

® Operational Risk

Other

The financial risks associated with LGIM’s businesses are directly borne by the investors in its funds.
Therefore detailed risk disclosures have not been presented.

PRUDENT PERSON PRINCIPLE

All investments held by insurance and reinsurance undertakings should be managed in accordance
with the ‘Prudent Person Principle’. The Prudent Person Principle requires companies to only invest in
assets and instruments:

¢ whose risks can be properly identified, measured, monitored, managed, controlled and
reported;

e that ensure the security, quality, liquidity and profitability of the portfolio as a whole;

o that are appropriate to the nature and duration of insurance and reinsurance liabilities; and

e that are in the best interest of policyholders and beneficiaries.

The group risk appetite for credit and market risk is set in accordance with the Prudent Person
Principle.

Group credit risk, market risk and asset liability matching policies define the group’s policy for the
management of assets and the framework that supports its practical application, and have been
defined in line with the group risk appetite and the Prudent Person Principle. The policies are
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applicable to all entities in the Legal & General Group and any exemptions from the policy must be
authorised by the Group CRO.

All divisions are required to invest their assets in line with group policies. Compliance with the group
policies is monitored through the group’s risk framework described in Section B. System of
Governance above. The following processes support the group in ensuring it meets the Prudent
Person Principle:

e Risk & Capital Mandates set out the parameters of acceptable risk taking, including the approach
taken to ensuring investment decisions are made in accordance with the Prudent Person
Principle;

e itis the responsibility of each business to ensure that adherence to the Risk and Capital
Mandates are appropriately monitored with any exceptions escalated to the divisional risk
committees and relevant group committees; and

e the group’s Investment Management Risk Committee oversees the effectiveness of the overall
framework for managing compliance with the Prudent Person Principle.

C.1 UNDERWRITING RISK

C.1.1 RISK EXPOSURE AND CONTROLS

The group is exposed to underwriting (also known as insurance) risk as a consequence of offering the
principal products outlined in Section A.1.2. Underwriting risk is the exposure to loss arising from
experience being different to that anticipated. Detailed below are the principal underwriting risks to
which the group is exposed, presented by reference to the group’s business divisions, with associated
mitigating activities:

UNDERWRITING RISK

Division/
Principal risks Product Control to mitigate the risk
Longevity, mortality & morbidity risks
For contracts providing death benefits, higher mortality LGI The pricing of protection business is based on assumptions as to future
rates would lead to an increase in claims costs. The trends in mortality and morbidity having regard to past experience.
cost of health related claims depends on both the Underw riting criteria are defined setting out the risks that are unacceptable
incidence of policyholders becoming ill and the duration and the terms for non-standard risks presented by the lives to be insured.
over w hich they remain ill. Higher than expected Extensive use of reinsurance is made w ithin the UK individual protection
incidence or duration w ould increase costs over the business, placing a proportion of all risks meeting prescribed criteria.
level currently assumed in the calculation of liabilities. Mortality and morbidity experience is compared to that assumed w ithin the

pricing basis with variances subject to actuarial investigation.

For savings contracts providing minimum assured death Savings* The pricing basis for contracts providing minimum assured death benefits

benefits, higher mortality rates may result in an increase include provision for future trends in mortality based on past experience.

in claims costs. The level of mortality risk accepted w ithin each contract is not sufficiently
material to w arrant formal underw riting at an individual policy level.

Older contracts containing a basic guaranteed benefit Savings® The ultimate cost of basic guarantees provided on older contracts will
expressed as an amount of pension payable or a depend on the take up rate of any option and the final form of annuity
guaranteed annuity option, expose the group to interest selected by the policyholder. The group has limited ability to control the
rate and longevity risk. The cost of guarantees take up of these options. How ever, the book of business itself is
increases during periods w hen interest rates are low or diminishing in size. As at 31 December 2018 the value of guarantees is
w hen annuitant mortality improves faster than expected. estimated to be £35m (31 December 2017: £48m).
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UNDERWRITING RISK (continued)

Division/

Principal risks Product Control to mitigate the risk

Longevity, mortality & morbidity risks

For annuity contracts, the group is exposed to the risk LGR Annuity business is priced having regard to trends in improvements in

that mortality experience is low er than assumed. Low er future mortality. Enhanced annuities, w hich are priced taking account of

than expected mortality w ould require payments to be impairments to life expectancy, are subject to specific underw riting

made for longer and increase the cost of benefits criteria. Certain annuitant mortality risks, including enhanced annuities, are

provided. Lifetime mortgage business also explicitly has placed with reinsurers. The group regularly review s its mortality

some exposure to the life expectancy of borrow ers. experience and industry projections of longevity and adjusts the pricing
and valuation assumptions accordingly. In pricing lifetime mortgage
business, account is taken of trends in mortality rates in setting the
amounts that are advanced to borrow ers relative to the value of the
property on w hich the loan is secured.

Persistency risk

In the early years of a policy, lapses may result in a loss LGlandO The pricing basis for protection business includes provision for policy

to the group, as the acquisition costs associated w ith Savings* lapses. Follow ing the adoption of PS06/14 in 2006 the persistency

the contract w ould not have been recovered from assumption for non-participating protection business allow s for the

product margins. expected pattern of persistency, adjusted to incorporate a margin for
adverse deviation. Actual trends in policy lapse rates are monitored w ith
adverse trends being subject to actuarial investigation.
For insured contracts, terms and conditions typically include surrender
deductions to mitigate the risk. In later periods, once the acquisition costs
have been recouped, the effect of lapses and surrenders depends upon
the relationship betw een the exit benefit, if any, and the liability for that
contract. Exit benefits are not generally guaranteed and the group has
some discretion in determining the amount of the payment. As a result, the
effect on profit in later periods is expected to be broadly neutral.

Expense risk

In pricing long term insurance business, assumptions LGR, LGI In determining pricing assumptions, account is taken of changes in price

are made as to the future cost of product servicing. A and indices and the costs of employment, with stress testing used to evaluate

significant adverse divergence in actual expenses Savings* the effect of significant deviations. Actual product servicing costs are

experience could reduce product profitability. monitored relative to the costs assumed w ith the product pricing basis,
w ith variances investigated.

Concentration (catastrophe) risk

Insurance risk may be concentrated in geographic LGIO Group protection business contracts include an ‘event limit’ capping the

regions, altering the risk profile of the group. The most and total liability under the policy from a single event. Excess of loss

significant exposure of this type arises for group Generall reinsurance further mitigates loss fromthe exposure. For general

protection business, w here a single event could resultin  Insurance insurance business, the risk acceptance policy, terms and premiums

a large number of related claims. reflect expected claims and cost associated w ith a location and avoids
adverse selection. Additionally, exposure by location is monitored to
ensure there is a geographic spread of risk. Catastrophe reinsurance
cover also mitigates loss from concentrations of risk.

Epidemic (catastrophe) risk

The spread of an epidemic could cause large aggregate LGI The pricing basis for protection business includes an assessment of

claims across the group’s portfolio of protection potential claims as a result of epidemic risks. Quota share and excess of

businesses. loss reinsurance contracts are used by individual and group protection,
respectively, to further mitigate the risk. Depending on the nature of an
epidemic, mortality experience may lead to a reduction in the cost of claims
for annuity business.

Weather events risk

Significant w eather events such as windstorms and Generall The financial impacts of significant w eather events are managed using

coastal and river floods can lead to a higher instance of Insurance  excess of loss catastrophe treaties under w hich a portion of the costs of

claims than anticipated. claims may be recovered from external insurers, although the group
retains an element of the risk internally. The reinsurance is designed to
provide financial protection against a modelled w indstorm and coastal
flood event with a return probability of 1 in 200 years.

Subsidence risk

The incidence of subsidence can have a significant Generall Underw riting criteria for general insurance business includes assessment

impact on the level of claims on household policies. Insurance  of subsidence risk, with an appropriate premium being charged for the risk

accepted in line with industry practice.

1. In December 2017, the group announced the sale of its Mature Savings business to Swiss Re. The sale is subject to
regulatory approval and the Part VII transfer is expected to complete in 2019. Since the announcement the group has
entered into a risk transfer agreement with ReAssure Limited (a subsidiary of Swiss Re). Until the Part VII transfer is
completed the insurance risks are effectively transferred to ReAssure Limited by this agreement.
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C.1.2 INSURANCE SPECIAL PURPOSE VEHICLES (SPVS)
The group has no SPVs authorised under Article 211 of the Solvency Il Directive.

C.1.3 RISK CONCENTRATION AND MANAGEMENT

There is limited potential for single incidents to give rise to a large number of claims across the
different contract types written by the group. In particular, there is little significant overlap between the
long-term and short-term insurance business written by the group. However, there are potentially
material correlations of insurance risk with other types of risk exposure. The group’s capital model
seeks to measure risk correlations particularly those that would tend to be more acute as the
underlying risk scenarios become more extreme. An example of the accumulation of risk is the
correlation between reinsurer counterparty risk with mortality and morbidity exposures.

While exposure to concentration risk is an inherent aspect of writing insurance business, we have
limited appetite for the scale or frequency of events anticipated in product pricing materially diverging
from expectations as a consequence of significant accumulations of exposure to a single event or
counterparty. Where required, we will set limits on the aggregate values for individual lives that we will
insure, and the minimum geographic spread of insurance business that we will accept. Reinsurance
arrangements are also used to mitigate our risk.

Concentrations of risk are reported as part of the group’s risk monitoring and reporting framework.
The risk management reports presented at divisional and group risk committees provide both
gualitative and quantitative information on concentration risks, as well as on material risk drivers and
mitigating actions taken where exposures are outside acceptable tolerances.

C.2 MARKET RISK

C.2.1 RISK EXPOSURE AND CONTROLS

The group is exposed to market risk as a consequence of offering the principal products outlined in
Section A.1.2. Market risk is the risk of adverse financial impact resulting, directly or indirectly, from
fluctuations in interest rates, foreign currency exchange rates, equity indices and property prices.
Market risk arises due to fluctuations in both the value of liabilities and the value of investments held.
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Detailed below are the principal market risks to which the group is exposed:

MARKET RISK

Division/
Principal risks Product Controls to mitigate the risk
Investment performance risk
The group is exposed to the risk thatthe ~ Annuitiesd ~ Stochastic models are used to assess the impact of a range of future return
income from, and value of, assets held andOd scenarios on investment values and associated liabilities in order to determine
to back insurance liabilities do not Protection  optimum portfolios of invested assets. For immediate annuities, w hich are

performin line w ith investment and
product pricing assumptions leading to a
potential financial loss.

The financial risk exposure for
participating contracts is different from
that for non-participating business.
Low er investment returns increase the
costs associated w ith maturity and
investment guarantees provided on
these contracts. Greater emphasis is
placed on investing to maximise future
investment returns rather than matching
assets to liabilities. This results in
holding significant equity and property
investments.

With-profits*

sensitive to interest rate risk, analysis of the liabilities is undertaken to create a
portfolio of securities, the value of w hich changes in line with the value of
liabilities w hen interest rates change.

These risks are managed by maintaining capital sufficient to cover the
consequences of mismatches under a number of adverse scenarios. In addition,
different investment strategies are follow ed for assets backing policyholder
asset shares and assets backing other participating liabilities and surplus. The
former include significant equity and property holdings, w hilst the latter are
invested largely in fixed interest securities. The assets held are managed so as to
provide a partial hedge to movements in fixed interest yields and equity markets.
The methodology used to calculate the liabilities for participating contracts makes
allow ance for the possibility of adverse changes in investment markets on a
basis consistent w ith the market cost of hedging the guarantees provided. The
methodology also makes allow ance for the cost of future discretionary benefits,
guarantees and options. The value of future discretionary benefits depends on
the return achieved on assets backing these contracts. The asset mix varies with
investment conditions reflecting the group’s investment policy, w hich aims to
optimise returns to policyholders over time w hilst limiting capital requirements for
this business.

For unit linked contracts, there is a risk Unit linked  The risk is managed through maintaining a diversified range of funds in w hich

of volatility in asset management fee customers may invest. The performance of linked investment funds relative to
income due to the impact of interest rate their investment objectives is subject to regular monitoring. Periodic assessment
and market price movements on the fair is also made of the long term profitability to the group of these funds. For some
value of the assets held in the linked contracts the group has discretion over the level of management charges levied.
funds, on w hich investment

management fees are based. There is

also the risk of expense over-runs

should the market depress the level of

charges w hich could be imposed.

Property risk

Lifetime mortgages include a no- Lifetime To mitigate the risk, maximum loan to value ratios are set for all lending with
negative equity guarantee w hich mortgages  further underw riting criteria setting out acceptable properties for lending
transfers an exposure to loss to the purposes. Policy terms also require properties to be fully insured and maintained,
group as aresult of low house price including the right of inspection. Diversification of lending by property type and
inflation and an exposure to specific geographic region seek to control exposures to specific aspects of the property
properties w hich may experience low er market.

house price inflation for w hatever

reason.

LGC businesses build homes across the  LGC Diversification by geographic region and property type avoids concentration of

residential market, invest in large
commercial and residential development
projects and manage several developed
real-estate assets. The group’s revenue
streams are exposed to residential sales
achieved, as w ell as the volume of
transactions, both of w hich many be
affected by the performance of the
housing market. Independent valuations
of real-estate assets, either in
development or developed, also depend
on an assessment of the wider real-
estate market.

exposures to specific areas of the property market. Sites are developed in a
number of phases to spread the risk to a local market over several years and

w here possible w e seek to co-invest w ith local experts to manage assets. The
purchasing of new land for development requires approval from LGC's
Investment Committee and the Group Capital Committee. Where appropriate, key
methods are adopted to further manage the risk, such as fixed price construction
contracts, forw ard sales and pre-letting. These businesses can also benefit from
flexible funding arrangements available through the group.
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MARKET RISK (continued)

Division/
Principal risks Product Controls to mitigate the risk
Currency risk
To diversify credit risk w ithin the Annuities,  To mitigate the risk of loss from currency fluctuations, currency sw aps and
annuities business corporate bond LGCand LGI forw ards are used to hedge exposures to corporate bonds denominated in
portfolio, investments are held in currencies other than sterling. Hedging arrangements are placed w ith strongly
corporate bonds denominated in non- rated counterparties w ith collateral requirements being subject to regular review
sterling currencies. LGC also invest in and reconciliation w ith the counterparties. In all cases, it is not possible to
overseas assets. Fluctuations in the perfectly hedge currency risk, leading to some residual risk.
value of, or income from, these assets
relative to liabilities denominated in
sterling could result in unforeseen loss.
The consolidated international Group and  To mitigate the risk of loss from currency translation the company continuously
subsidiaries and financial instruments of LGC monitors its exposure and executes appropriate hedging transactions w hen
subsidiaries are translated into sterling necessary. Hedging arrangements are placed w ith strongly rated counterparties
in the consolidated accounts. Changes w ith collateral requirements being subject to regular review and reconciliation
in the sterling value can impact w ith the counterparties.

consolidated equity but may be mitigated
by associated hedging transactions.

Inflation risk
Inflation risk is the potential for loss as a  Annuities The investment strategy for annuities business takes explicit account of the

result of relative or absolute changes in effect of movements in price indices on contracted liabilities. Significant

inflation rates. Annuity contracts may exposures that may adversely impact profitability are hedged using inflation
provide for future benefits to be paid sw aps. Annuity contracts also typically provide for a cap on the annual increase
taking account of changes in the level of in inflation linked benefits in payment. It is not possible to perfectly hedge inflation
inflation. Annuity contracts in payment risk linked w ith contracted liabilities, leading to some residual risk.

may include an annual adjustment for
movements in price indices.

Interest rate risk

Interest rate risk is the risk that the Annuities To mitigate the risk that guarantees and commitments are not met, financial

group is exposed to low er returns or instruments are purchased, w hich broadly match the expected non-participating
loss as a direct or indirect result of policy benefits payable, by their nature and term. The composition of the
fluctuations in the value of, or income investment portfolio is governed by the nature of the insurance or savings

from, specific assets and liabilities liabilities, the expected rate of return applicable on each class of asset and the
arising from changes in underlying capital available to meet the price fluctuations for each asset class, relative to the
interest rates. liabilities they support.

The group is exposed to interest rate Group and Asset liability matching significantly reduces the group’s exposure to interest rate
risk on the investment portfolio it LGC risk. IFRS sensitivity to interest rate changes is included in Note 19 of the Group
maintains to meet the obligations and Annual Report and Accounts

commitments under its non-linked
insurance and investment contracts, in
that the proceeds fromthe assets may
not be sufficient to meet the group's
obligations to policyholders.

1. In December 2017, the group announced the sale of its Mature Savings business to Swiss Re. The sale is subject to
regulatory approval and the Part VIl transfer is expected to complete in 2019. Since the announcement the group has
entered into a risk transfer agreement with ReAssure Limited (a subsidiary of Swiss Re). Until the Part VII transfer is
completed the insurance risks are effectively transferred to ReAssure Limited by this agreement.

C.2.2 RISK CONCENTRATION AND MANAGEMENT

The group holds a significant portfolio of investment assets to meet our obligations to policyholders.
Investment classes include equities, bonds, properties and cash. Some exposure to concentration risk
is an inherent aspect of operating significant portfolios of investment assets.

Concentrations of risk are reported as part of the group’s risk monitoring and reporting framework.
The risk management reports presented at divisional and group risk committees provide both
gualitative and quantitative information on concentration risks, as well as on material risk drivers and
mitigating actions taken where exposures are outside acceptable tolerances.
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C.3 CREDIT RISK

C.3.1 RISK EXPOSURE AND CONTROLS

The group is exposed to credit risk as a consequence of offering the principal products outlined in
Section A.1.2. Credit risk is the risk of a financial loss as a result of the default or failure of third
parties to meet their payment obligations to the group, or variations in market values as a result of
changes in expectations related to those risks.

Detailed below are the principal credit risks to which the Company is exposed:

CREDIT RISK

Division/
Principal risks Product Controls to mitigate the risk
Bond default risk
A significant portfolio of corporate Annuities, Portfolio level and specific issuer limits are set by financial strength rating, sector
bonds and commercial loans are General and geographic region so as to limit exposure to a default event. Issuer limits are
held to back the liabilities arising Insurance,] regularly review ed to take account of changes in market conditions, sector
fromw riting general insurance and and LGIA performance and the re-assessment of financial strength by rating agencies and
annuities business. Whilst the the group's ow n internal analysis. Exposures are monitored relative to limits.
portfolio is diversified, the asset Financial instruments are also used to mitigate the impact of rating dow ngrades and
class is inherently exposed to the defaults. If appropriate, actions are taken to trade out investments at risk of default.
risk of issuer default, with the
possibility of financial loss.
Reinsurance counterparty risk
Exposure to insurance risk is Protection, When selecting new reinsurance partners for its protection business, the group
mitigated by ceding part of the risks Annuities,  considers only companies w hich have a minimum credit rating equivalent to A- from
assumed to the reinsurance market. General Standard & Poor’s. For each reinsurer, exposure limits are determined based on
Default of a reinsurer w ould require Insurance,] credit ratings and projected exposure over the term of the treaty. Actual exposures
the business to be re-brokered and LGIA are regularly monitored relative to these limits. Similarly, for longevity and credit risk
potentially on less advantageous syndication transactions, the group targets the use of strongly rated counterparties
terms, or for the risks to be borne and seeks to ensure that positions are fully collateralised. The adequacy and
directly resulting in possible quality of collateral is subject to ongoing monitoring.

financial loss. Credit risk syndication
also exposes the group to
counterparty default risks. The
group is required to carry an
element of associated credit risk
capital on its balance sheet should
the business not be re-brokered on
the same terms.

Property lending counterparty risk
As part of our asset diversification Annuities Each property lending and sale and leaseback investment transaction is subject to

strategy, w e hold property lending andO a due diligence process to assess the credit risks implicit in the transaction and
and sale and leaseback LGC confirmthat any risk of default has been appropriately mitigated. We also protect
investments. We are inherently our interests through taking security over the underlying property associated w ith
exposed to the risk of default by a each investment transaction.

borrow er or tenant.

Banking counterparty risk

The group is exposed to potential Group andO The group controls its exposures to banking counterparties and the issuers of
financial loss should banks or the LGC financial instruments using a framew ork of counterparty limits. These limits take
issuers of financial instruments account of the relative financial strength of the counterparty as w ell as other
default on their obligations to us. We exposures that the group may have. Limits are subject to regular review w ith

are also exposed to counterparty actual exposures monitored against limits. The group has defined criteria for the
risks in respect of the providers of selection of custody and settlement services. The financial strength of providers is
settlement and custody services. regularly review ed.

C.3.2 RISK CONCENTRATION AND MANAGEMENT

A significant portfolio of corporate bonds is held to back the liabilities arising from writing annuities
and general insurance business. The group can be exposed to concentrations of credit risk within the
portfolio from events impacting a specific sector or geography or through concentrations of exposure
to an individual counterparty. Accumulations of exposures to credit risk in relation to individual

45 LEGAL AND GENERAL GROUP — SOLVENCY AND FINANCIAL CONDITION REPORT Le al&s:

ngeral



counterparties can also arise through holdings in cash, equities, bonds and property and through
reinsurance and as a result of delegated premium collection arrangements. We have limited appetite
for the scale or frequency of events anticipated in investment management strategies materially
diverging from expectations as a consequence of significant accumulations of exposure to a single
event or counterparty. Where required, we will set limits on the maximum aggregate exposures to
investment, banking and reassurance counterparties, sectors and geographies.

The group manages the credit concentration risk by setting quantitative limits on maximum exposures
to counterparties. The Group Credit Risk Committee (GCRC) is responsible for reviewing the
aggregate exposures for the group and the extent to which specific limits are required for
concentrations by counterparty, sector and geographic areas. Where exposures are identified as
being outside acceptable ranges adjudicated by the Group Credit Risk Committee, it will initiate action
with the relevant business firm(s) to manage the exposure.

C.4 LIQUIDITY RISK

C.4.1 RISK EXPOSURE AND CONTROLS

Liquidity and collateral risk is the risk that the group, though solvent, either does not have sufficient
financial resources available to enable it to meet its obligations as they fall due, or can secure them
only at excessive cost.

The group’s exposure to liquidity risk primarily arises from contingent events including pandemic
mortality, weather events and cash flow timing differences, such as claims due to policyholders and
other operational cash flows. The group is also exposed to ‘collateral risk’ under its derivatives
contracts which could require the firm to post assets eligible as collateral on short notice.

Detailed below are the principal liquidity risks to which the group is exposed:

LIQUIDITY RISK
Division/
Principal risks Product Controls to mitigate the risk
Contingent event risk
Events that result in liquidity risk LGI, General The group seeks to ensure that it meets its obligations as they fall due and avoids
include a flu pandemic or natural Insurance  incurring material losses on forced asset sales in order to meet those obligations. A
disaster leading to significantly and Group limited level of contingent liquidity risk is, how ever, an accepted element of w riting
higher levels of claims than w ould insurance contracts. It is furthermore a consequence of the markets in w hich the
normally be expected, or extreme group operates and the executions of investment management strategies.
events impacting the timing of cash How ever, the group's insurance businesses seek to maintain sufficient liquid
flow s or the ability to realise assets and standby facilities to meet a prudent estimate of the cash outflow s that
investments at a given value w ithin may arise from contingent events. The level of required liquidity is identified using
a specified timeframe. technigues including stress tests for shock events and the profile of actual liquid
assets regularly compared to the required liability profile. The group’s treasury
function provides formal facilities to other areas of the group to cover contingent
liquidity requirements arising from more extreme events and w here investment
assets may not be readily realisable.
Collateral liquidity risk
Within the annuities business, the LGR Liquidity requirements to meet potential collateral calls under stressed conditions
use of financial instruments to are actively managed and an appropriate pool of eligible assets specified in the
hedge default, interest rate, agreements w ith counterparties is maintained. As at 31 December 2018, LGR held
currency and inflation risks can eligible collateral w orth four times the total amount of outstanding collateral (using
require the posting of collateral w ith the most representative definition of collateral contained w ithin the group's different
counterparties at short notice. collateral agreements).
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Division/

Other risks Product Controls to mitigate the risk

Investment liquidity risk

Within the w ith-profit fund, Savings Liquidity risk is managed ensuring that an appropriate proportion of the fund is held
exposure to liquidity risk may arise if in cash or other readily realisable assets to meet each tranche of maturities and
the profile of investment assets held anticipated early withdraw als as they fall due. Where policyholders have discretion
to meet obligations to policyholders to require early payment of policy proceeds, contractual safeguards are in place to
is not aligned w ith the maturity ensure that the fund and remaining policyholders are not disadvantaged should a
profile of policies, or the profile material number of policyholders exercise this discretion.

does not adequately take account
of the rights of policyholders to
exercise options or guarantees to
specified early surrender terms or
minimum rates of return.

Non-participating savings contracts Savings Liquidity risks associated w ith non-participating savings contracts are documented
are exposed to liquidity risk in that and communicated to customers w ithin product terms and conditions. The terms
certain asset classes in w hich also highlight that for certain asset classes such as property, the group retains the
underlying funds invest, such as right to defer the processing of fund withdraw al requests for up to six months,
property, may not be readily should underlying assets need to be realised to meet payment requests.

realisable in certain market
conditions, or only realisable at a
reduced value.

Direct lending, sale and leaseback LGR and Given the illiquid nature of the annuity and other liabilities the group is able and
investments and lifetime mortgage LGC w lling to take advantage of the premium offered by illiquid assets. The group,
business are inherently illiquid forms how ever, sets limits on the overall exposure to illiquid investments taking account
of investment, with limited of the nature and type of liabilities that the assets are held to meet.

secondary markets to realise the
value of assets outside agreed
redemption terms

C.4.2 LIQUIDITY RISK MANAGEMENT

The group does not seek exposure to liquidity risk as a part of its business model, but accepts that
exposure to liquidity risk can arise as a consequence of the markets in which it operates, the products
that it writes and through the execution of investment management strategies.

The group seeks to manage its funds and liquidity requirements on a pooled basis and to ensure that
the group maintains sufficient liquid assets and standby facilities to meet a prudent estimate of its net
cash outflows. In addition, it ensures that, even under plausible but unlikely severe conditions, the
group has access to the funds necessary to cover all outgoings such as surrenders, withdrawals and
maturing liabilities.

It is the group’s policy that business divisions remain self-sufficient from a liquidity perspective by
maintaining sufficient liquid assets and assessing the appropriateness of the composition of the
assets in terms of their nature, duration and liquidity to meet obligations as they fall due. The business
divisions also need to maintain sufficient eligible assets to meet collateral requirements that arise from
their normal business activities and under the two defined liquidity stress scenarios. To the extent that
a business division has insufficient liquid assets to meet its obligations, it is required to have a
committed credit facility (standby facility) with the Group Treasury function to cover the risk exposure.

As at 31 December 2018, the group had £3.6bn (2017: £3.6bn) of cash and cash equivalents in
shareholder funds and non-profit non-unit linked funds and a £1.0bn syndicated committed revolving
credit facility in place, provided by a number of its key relationship banks, maturing in December
2022.

47 LEGAL AND GENERAL GROUP — SOLVENCY AND FINANCIAL CONDITION REPORT Le al&s:

General



C.4.3 LIQUIDITY STRESS TESTING

The exposure to liquidity risk is measured by a liquidity coverage ratio (LCR) under the two prescribed
liquidity stress scenarios. The main purpose of the liquidity stress testing is to ensure that the group
maintains adequate liquidity for stress events and compliance is noted in the approved risk appetite,
which is defined in the Group Liquidity Risk Policy. As a group standard the liquidity stress testing is
performed monthly or more frequently if needed.

The LCR is defined as total sources of liquidity divided by total liquidity requirements and is calculated
separately for each business division, entity and Group Treasury.

The Group Treasury function works with the business divisions to ensure that, at a local and entity
level, businesses have developed and implemented their own liquidity risk framework and models,
based on the assumptions and processes set out by Group Treasury. The framework and
assumptions are reviewed and reaffirmed annually.

C.4.4 EXPECTED PROFIT IN FUTURE PREMIUMS

The total amount of the expected profit included in future premiums (EPIFP) as calculated in
accordance with Article 260(2) of the Solvency Il Delegated Regulation was £2,371m as at
31 December 2018 (2017: £2,501m).

C.5 OPERATIONAL RISK

C.5.1 RISK EXPOSURE AND MANAGEMENT

Operational risk is defined as loss arising from inadequate or failed internal processes, people,
systems or external events. Potential for exposure to operational risk extends to all of the group’s
businesses. The group has constructed a framework of internal controls to minimise material loss
from operational risk events recognising that no system of internal control can completely eliminate
the risk of error, financial loss, fraudulent action, or reputational damage.

Mitigation techniques are deployed via the group’s internal control framework, which comprises the
systems, processes and procedures that ensure business operations are conducted so as to meet our
obligations to all stakeholders, comply with regulation and legislation, and minimise the risk of
material error or fraud. We aim to implement effective controls (both preventative and detective) to
reduce operational risk exposures, except where the costs of such controls exceed the expected
benefits. We accept that no system of control will fully eliminate the risk of financial loss or
reputational damage, and we expect all employees to report weaknesses and deficiencies as soon as
they are identified.

A variety of sensitivity tests have been undertaken within the calibration of the operational risk SCR,
including: using alternative distribution shapes for operational risk scenarios; applying different
techniques to combine scenarios; and varying correlation assumptions. The sensitivity tests employed
have identified no material concerns with the results of the standard calibration.

Dependency on a single supplier (both internal and external to the group) to provide a product or
service supporting a critical business function can give rise to concentrations of operational risk.
Techniques deployed to mitigate this include business continuity and recovery plans in the event of a
supplier failure, a defined mechanism to resolve disputes relating to a contract, and orderly exit and
termination plans. Further details are provided in section B.7: Outsourcing.

C.6 OTHER MATERIAL RISKS

No other material risks have been identified.
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C.7 ANY OTHER INFORMATION

C.7.1 SENSITIVITIES

As part of the ORSA process a range of stress tests are carried out. The following sensitivities are
provided to give an indication of how the group’s Solvency Il surplus as at 31 December 2018 would
have changed in a variety of events. These are all independent stresses to a single risk. In practice,
the balance sheet is impacted by combinations of stresses and the combined impact can be different
from adding together the impacts of the same stresses in isolation. It is expected that, particularly for
market risks, adverse stresses will happen together.

Impact on net of tax Impact on Solvency Il

capital surplus as at 31 coverage ratio as at 31
Risk Description December 2018 (bn)°®  December 2018 (%)°

Credit spreads widen by 100bps assuming a level addition to all

Y 0.5 11
ratings
Credit spreads widen by 100bps assuming an escalating 03 9
E addition to all ratings 2 '
Iﬁ':J Credit spreads narrow by 100bps assuming a level addition to (0.6) (12)
O  allratings® '
Credit spreads narrow by 100bps assuming an escalatin
+ spreats naffol by e g ? (0.4) (10)
addition to all ratings™
Credit migration® (0.8) (9)
15% fall in property markets* (0.6) (6)
15% rise in property markets* 0.5 5
25% fall in property markets* (1.0) (11)
25% fall in equity markets® (0.5) (5)
_ 25% rise in equity markets® 0.5 5
v 100bps decrease in interest rate (IFRS) / risk free rates (SI)®” (1.1) (22)
[+4
<
=  100bps increase in interest rate (IFRS) / risk free rates (Sll)® 0.9 23
50bps decrease in interest rate (IFRS) / risk free rates (Sl)®’ (0.5) (11)
50bps increase in gilt spreads over EIOPA risk free rates (0.2) 2)
50bps increase in future inflation expectation® (0.0) 3)
GBP exchange rates fall by 25% 0.8 8
©  substantially reduced risk margin® 0.4 4
E
E 1% increase in annuitant base mortality® 0.1 2
ol
% 1% decrease in annuitant base mortality® (0.1) 2

1. The spread sensitivity applies to Legal & General's corporate bond (and similar) holdings, w ith no change in the firm's long
term default expectations. Restructured Lifetime Mortgages are excluded.

2. The stress for AA bonds is twice that for AAA bonds, for A bonds it is three times, for BBB four times and so on, such that
the w eighted average spread stress for the portfolio is 100 basis points.

3. Credit migration stress covers the cost of an immediate big letter dow ngrade on 20% of all assets w here the capital
treatment depends on a credit rating (including corporate bonds, Sale & Leaseback rental strips and LTM senior notes).

4. Assets stressed in this sensitivity include residual values from Sale & Leaseback, full amount of Lifetime Mortgages, Direct
Investments treated as property and vanilla properties.

5. This will be primarily equity exposure in LGC but will also include equity-based mutual funds and other investments that do
not look like equities but are assumed to stress like an equity (for example, certain investments in subsidiaries). The level of
stress is 25% but this does not mean that all equity or equity-like assets will fall by this percentage, as some have factors that
increase or decrease the riskiness relative to general equity levels (via a beta factor).

6. Assuming a recalculation of the TMTP that partially offsets the impact on Risk Margin.

7. In the interest rate dow n stress negative rates are allow ed, i.e. there is no floor at zero rates.

8. Assuming a 2/3 reduction in the Risk Margin, allow ing for offset from the TMTP.

9. Excluding the impact from the Mature Savings business (including the With-Profits fund) as the risks have been transferred
to the ReAssure division of Swiss Re from 1 January 2018.
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In the above sensitivity analysis the following management actions are assumed to reduce the SCR
impacts, which are in-line with the group’s practice of managing the asset portfolio:

e The credit migration stress assumes a rebalancing of the annuity portfolio back to the original
asset mix;

e The property stress assumes a rebalancing of the structured bonds from the Lifetime
Mortgages SPV to the original credit rating;

¢ A dynamic currency hedge management action in the annuity business.
There are no other management actions taken to reduce the impacts. The above table does allow for
the recalculation of the TMTP in line with management’s view of the underlying risks.

The impacts of these stresses are not linear; therefore, these results should not be used to
extrapolate the impact of a smaller or larger stress. The results of these tests are indicative of the
market conditions prevailing at the balance sheet date. The results could be different if performed at
an alternative reporting date.

C.7.2 MATERIAL CHANGES TO THE RISK PROFILE OVER THE REPORTING
PERIOD

As part of the ORSA the group has reviewed all material risks and continues to recognise longevity
improvements, credit and market risks as our key risk exposures. These risk exposures are expected
to remain relatively stable.
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D. VALUATION FOR SOLVENCY Il PURPOSES

Unless otherwise stated, assets and liabilities have been recognised in accordance with International
Financial Reporting Standards (IFRS), as adopted by the EU.

(Em) 2018 2017*
IFRS equity 8,652 7,592
Solvency Il excess of assets over liabilities 13,077 12,393
Difference 4,425 4,801

1. During the year, the group has changed its IFRS accounting policy for term assurance liabilities on business transacted by its US subsidiaries.
The change in accounting policy has no impact on the Solvency Il value of the LGA division. Relevant information on the IFRS restatement can

be found in Note 3 to this section.

The difference in each of the component parts of the Solvency Il excess of assets over liabilities to the

valuation under IFRS is shown below:

Conversion to

Differences in the aggregation Solvency I
As at 31 December 2018 consolidation under the D&A valuation
(Em) Ref approach method differences Total
Note 1 Note 3 Note 4
Assets D.1 (83,126) (4,076) (3,933) (91,135)
Technical provisions D.2 - 3,362 9,284 12,646
Other liabilities D.3 82,965 607 (658) 82,914
Net increase/(decrease) (161) (107) 4,693 4,425
Differences in the Conversion to Solvency |l
consolidation  aggregation under valuation
As at 31 December 2017 (Em) Ref approach  the D&A method® differences Total
Note 1 Note 3 Note 4
Assets D.1 (74,686) (3,320) (2,479) (80,485)
Technical provisions D.2 - 2,684 9,221 11,905
Other liabilities D.3 74,554 228 (1,401) 73,381
Net increase/(decrease) (132) (408) 5,341 4,801

1. During the year, the group has changed its IFRS accounting policy for term assurance liabilities on business transacted by its US subsidiaries.
The change in accounting policy has no impact on the Solvency Il value of the LGA division. Relevant information on the IFRS restatement can

be found in Note 3 to this section.

Individual assets and liabilities have been valued separately and can offset each other, where
permitted, in accordance with IFRS accounting principles. These include deferred tax asset and
liabilities where there is a right of offset, and linked derivative liabilities with index-linked and unit-

linked assets.

Assets and liabilities (other than deferred tax) have been valued:

e 0N agoing concern basis;

e in accordance with Article 75 of the Solvency Il Directive and where specifically provided for

by Delegated Acts:

» where IFRS valuation is consistent with Article 75 this has been adopted, therefore
Solvency Il economic value is equal to IFRS fair value unless otherwise stated; and

= where more than one valuation method is permitted by IFRS, only valuation methods that

are consistent with Article 75 are applied.
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Under IFRS, held for sale assets and liabilities (as defined under IFRS 5) are valued at the lower of
carrying amount and fair value less costs to sell and may therefore need to be revalued to fair value in
the Solvency Il balance sheet, in accordance with Article 75.

Where the valuation of assets and liabilities is the same under IFRS, a description of the bases,
methods and main assumptions can be found in the accounting policies and notes of the group’s
Annual Report and Accounts. Where there are material differences in valuation, these are described
in the relevant sections below.

NOTE 1 - CONSOLIDATION APPROACH.

The group has treated subsidiary entities in accordance with Article 335 of the Level 2 text. The
consolidated balance sheet incorporates the assets, liabilities and equity of the parent company and
all the insurance or reinsurance undertakings, third-country insurance or reinsurance undertakings,
insurance holding companies, mixed financial holding companies, ancillary services undertakings and
special purpose vehicles to which risk has been transferred, drawn up to 31 December each year. All
of the consolidated entities’ intra-group balances and transactions are eliminated in full.

Subsidiaries are those entities (including special purpose entities) over which the group directly or
indirectly has control (when it is exposed, or has rights, to variable returns from its involvement with
the investee and has the ability to affect those returns through its power over the investee).

Subsidiary undertakings which are credit institutions, investment firms and financial institutions,
alternative investment fund managers, UCITS management companies, institutions for occupational
retirement provision or non-regulated undertakings carrying out financial activities are reflected as the
proportional share of the undertakings’ own funds according to the relevant sectoral rules
(incorporating any relevant regulatory waivers). These undertakings are included in the Holdings In
Related Undertakings line in the Solvency Il balance sheet. This differs from the IFRS treatment
whereby most subsidiaries are fully consolidated in the group balance sheet.

Other subsidiaries are incorporated into the Solvency Il balance sheet using the adjusted equity
method. The adjusted equity method requires the participation to be presented as a single line item in
the balance sheet, valued at the share of the excess assets over liabilities, calculated on a Solvency I
basis. These undertakings are included in the Holdings In Related Undertakings Line in the Solvency
Il balance sheet. This differs from the IFRS treatment whereby most subsidiaries are fully
consolidated in the group balance sheet.

The presentational differences between the Solvency Il and IFRS balance sheets created by the
application of subsidiary rules under Solvency II, along with any valuation difference created by
applying sectoral rules, results in a reduction in net assets of £161m (2017: £132m) in the Solvency I
balance sheet.

NOTE 2 - HELD FOR SALE UNDER IFRS

Under IFRS, held for sale assets and liabilities are presented in the balance sheet separately to all
other assets and liabilities at a value that is the lower of their carrying amount or fair value less costs
to sell. In the Solvency Il balance sheet the held for sale treatment is not recognised and therefore all
assets and liabilities classified as held for sale under IFRS are recorded as normal in the relevant
asset and liability categories. In order to make the IFRS numbers more comparable to the Solvency I
numbers we have adjusted the IFRS numbers as presented in the group Annual Report and Accounts
to reallocate the held for sale assets and liabilities back to their respective categories.
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NOTE 3 - DEDUCTION AND AGGREGATION

During 2017, following changes to the structure of the Legal & General America insurance
subsidiaries, the group was granted approval to use Method 2 (Deduction and Aggregation (D&A))
with local statutory equivalence for certain firms. As at 31 December 2018 this approach applies to
the following US domiciled companies:

Banner Life Insurance Company (Banner Life)

William Penn Life Insurance of New York (William Penn)
First British Vermont Reinsurance Company |l

First British Vermont Reinsurance Company lll

First British Bermuda Reinsurance Company Il Limited

These companies, which are fully consolidated in the IFRS group balance sheet, have been
deconsolidated under Solvency Il, and included as participations with a local regulatory value.

The impact of reclassifying the D&A firms as participations, along with the adjustment in net value,
was a reduction in net assets of £107m (2017: £408m) under Solvency Il.

During the year, the group has changed its accounting policy for term assurance liabilities on
business transacted by its US subsidiaries, which was previously based on recognised actuarial
methods reflecting US GAAP. From 1 January 2018, the group has calculated such liabilities on the
basis of current information using the gross premium valuation method, which is in line with how
similar products are accounted for in other parts of the business. This change had no effect on the
D&A value for Sl purposes and is only reflected in IFRS relevant information disclosed in the sections
below.

The final impact on each line item of the group’s IFRS Consolidated Balance Sheet as at 31
December 2017 is shown in the table below:

As reported

at 31 December 2017 Adjustments Restated

£m £m £m

Deferred acquisition costs 1,507 (1,367) 140
Reinsurers' share of contract liabilities 5,703 (158) 5,545
Non-participating insurance contract liabilities 62,318 (1,010) 61,308
Overseas deferred tax liability 337 (116) 221
Other liabilities 563 (72) 491
Retained earnings 6,578 (327) 6,251

The full list of related undertakings, along with its method of consolidation can be found in form
S.32.01, shown in Annex 1 of this report.

NOTE 4 - SOLVENCY Il VALUATION DIFFERENCES

Valuation differences between Solvency Il and IFRS resulted in an increase to net asset value of
£4,693m on the Solvency Il balance sheet. Details of the valuation differences are described in the
following sections.
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D.1 ASSETS

The group’s assets as at 31 December 2018 under Solvency Il are £401,382m (2017: £423,867m)

compared to the total value of assets under IFRS of £492,434m (2017: £504,352m).

(Em) Reference 2018 2017*
IFRS Valuation of Assets 492,517 504,352
Solvency Il Valuation of Assets 401,382 423,867
Difference (91,135) (80,485)
Explained by:

Differences in the consolidation approach (83,126) (74,686)
Conversion to aggregation under the D&A method (4,076) (3,320)
Solvency Il valuation differences D.1.1 (3,933) (2,479)
Total (91,135) (80,485)

1. During the year, the group has changed its IFRS accounting policy for term assurance liabilities on business transacted by its US subsidiaries.
The change in accounting policy has no impact on the Solvency Il value of the LGA division. Relevant information on the IFRS restatement can

be found in Note 3 to this section.

D.1.1 SOLVENCY Il VALUATION DIFFERENCES

The group’s assets and the impact of valuation differences under IFRS are shown below:

Differences
due to IFRS
valuation
Assets as at 31 December 2018 (Em) Reference Solvency Il IFRS Variance differences
Deferred acquisition costs and Goodw ill D.1.1.1 - 644 (644) (594)
Intangible assets D.1.1.1 - 226 (226) (226)
Deferred tax assets 2 7 (5) -
Property, plant and equipment held for ow n use 14 57 (43) -
Investments (other than assets held for index-linked and
unit-linked contracts) 138,187 92,093 46,094 -
Property (other than for own use) 188 3,698 (3,510) -
Holdings in related undertakings, includin
particigaﬁons 9 9 76,572 293 76,279 -
Equities 3,048 4,423 (1,375) -
Bonds 52,753 76,362  (23,609) -
Collective investments undertakings 1,407 1,076 331 -
Derivatives 3,971 4,462 (491) -
Deposits other than cash equivalents 248 1,779 (1,531) -
Assets held for index-linked and unit-linked contracts 253,605 383,716 (130,111) -
Loans and mortgages D.1.1.2 4,269 3,682 587 194
Reinsurance recoverables D.1.1.3 567 4,916 (4,349) (3,379)
Deposits to cedants 753 - 753 -
Insurance and intermediaries receivables D.1.1.4 74 205 (131) (135)
Reinsurance receivables D.1.1.5 212 24 188 207
Receivables (trade, not insurance) 3,106 4,383 (1,277) -
Cash and cash equivalents 593 877 (284) -
Any other assets, not elsew here show n - 1,687 (1,687) -
Total Assets 401,382 492,517 (91,135) (3,933)
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Differences

due to IFRS
valuation
Assets as at 31 December 2017 (£m) Reference Solvency Il IFRS' Variance differences
Deferred acquisition costs and Goodw ill D.1.1.1 - 589 (589) (549)
Intangible assets D.1.11 - 141 (141) (141)
Deferred tax assets 2 7 (5) -
Property, plant and equipment held for ow n use 13 59 (46) -
Investments (other than assets held for index-linked and
unit-linked contracts) 128,875 87,394 41,481 -
Property (other than for own use) 354 3,571 (3,217) -
Holc_iir?gs .in related undertakings, including 70.964 327 70,637 )
participations
Equities 3,684 5,125 (1,441) -
Bonds 49,158 71,597  (22,439) -
Collective investments undertakings 1,096 880 216 -
Derivatives 3,601 4,161 (560) -
Deposits other than cash equivalents 18 1,733 (1,715) -
Assets held for index-linked and unit-linked contracts 285,216 400,223 (115,007) -
Loans and mortgages D.1.1.2 2,941 2,520 421 122
Reinsurance recoverables D.1.1.3 2,573 5,642 (3,069) (1,945)
Deposits to cedants 858 - 858 -
Insurance and intermediaries receivables D.1.1.4 111 238 (127) (120)
Reinsurance receivables D.1.1.5 187 41 146 154
Receivables (trade, not insurance) 2,607 6,143 (3,536) -
Cash and cash equivalents 484 990 (506) -
Any other assets, not elsew here show n - 365 (365) -
Total Assets 423,867 504,352 (80,485) (2,479)

1. During the year, the group has changed its IFRS accounting policy for term assurance liabilities on business transacted by its US subsidiaries.
The change in accounting policy has no impact on the Solvency Il value of the LGA division. Relevant information on the IFRS restatement can
be found in Note 3 to this section.

D.1.1.1 DEFERRED ACQUISITION COSTS (DAC) AND INTANGIBLES

Goodwill and intangible assets have no active market and therefore are not recognised in the
Solvency Il balance sheet.

This results in a £644m (2017: £589m) difference arising on DAC and Goodwill, of which £50m (2017:

£40m) arises from the Deduction and Aggregation treatment and the balance of £594m (2017:
£549m) relates to a valuation difference.

For intangible assets the difference of £226m (2017: £141m) arises purely as a valuation difference.

D.1.1.2 LOANS AND MORTGAGES

The group has recognised Lifetime Mortgage business in this asset class. Lifetime Mortgage business

is written in Legal & General Home Finance Limited before beneficial ownership is transferred to
LGAS. The transfer value of the assets includes a margin which brings the value closer in line with
similar assets available in the market. In the group IFRS balance sheet the increase in value on the
transfer of the Lifetime Mortgage business is reversed as it represents a profit on intercompany
transfers. On the Solvency Il balance sheet the value including the margin is used as a proxy of fair
value for the Lifetime Mortgage business. This gives rise to a valuation difference of £194m (2017:
£122m included in ‘Differences in the consolidation approach’) on loans and mortgages.

D.1.1.3 REINSURANCE RECOVERABLES

The reinsurance recoverables and gross liabilities are calculated consistently with the best estimate
liability in all cases, save that there is an allowance for the probability weighted best estimate of
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external reinsurer default (further details can be found in D.2). The value of the reinsurance
recoverables has reduced by £4,349m (2017: £3,069m) under Solvency II. Of this, £970m (2017:
£1,124m) is due to the removal of the IFRS reinsurance recoverables in relation to entities
aggregated under the Deduction and Aggregation method. The remaining difference of £3,379m
(2017: £1,945m) is primarily driven by the different valuation methodology in calculating the
provisions.

D.1.1.4 INSURANCE AND INTERMEDIARIES RECEIVABLES

Insurance and intermediaries receivables are valued at fair value, in accordance with their treatment
under IFRS. Balances due for general insurance business are included in insurance receivables
under IFRS but are shown as insurance recoverables under Solvency Il. The result is a presentational
difference of £135m (2017: £120m) but is shown above as a valuation difference, offset within
reinsurance recoverables.

D.1.1.5 REINSURANCE RECEIVABLES

Reinsurance receivables have been valued in accordance with their treatment under IFRS. The
reinsurer’s share of unpaid claims on investment contracts is included in the IFRS technical provisions
(non-participating investment contracts). Under Solvency Il they are shown as reinsurance
receivables. The result is a presentational difference of £207m (2017: £154m) but is shown above as
a valuation difference, offset within technical provisions.

D.1.1.6 CHANGES IN ASSUMPTIONS AND VALUATION BASES

There have been no significant changes in assumptions, valuation bases or estimations for assets in
the reporting period.

D.1.1.7 LEASES

There are directly held investment properties which appear on the group Solvency Il balance sheet
where the group acts as a lessor. The investment properties are carried at fair value and the group’s
policy is to let investment properties to tenants through operating leases. The leases have varying
terms, escalation clauses and renewal rights.

The group acts as a lessor for a number of properties accounted for as finance leases. These leases
which have a weighted average duration to maturity of 27.1 years as at 31 December 2018 are
included in the Solvency Il balance sheet under Receivables (trade, not insurance) at a value equal to
the present value of future lease payments of £162m (2017: £92m).

Lease arrangements where the group acts as the lessee are disclosed in section A.4.

D.1.2 VALUATION UNCERTAINTY

The group values its assets in accordance with Article 10 of the Solvency Il Delegated Regulation.
Valuations of assets are underpinned by a system of processes and controls to ensure that the group
complies with Article 267 of the Solvency Il Delegated Regulation. Included within these processes is
an assessment of valuation uncertainty and the extent to which asset valuations are appropriate in
light of uncertainties that exist. This process focuses on, although is not limited to, assets that are
valued using alternative valuation techniques. The group has concluded that its assets are valued
appropriately in accordance with Article 10 of the Solvency Il Delegated Regulation and appropriately
reflect consideration of valuation uncertainty.
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D.2 TECHNICAL PROVISIONS (TPs)®

The group’s technical provisions are split below by Solvency Il line of business. The table includes a
comparison of Solvency Il BEL to IFRS liabilities.

Life (excluding Index-

Non-life Health Health  health, index- linked and

Technical provisions as at (excluding (similar to (similar to linked and unit- unit-linked
31 December 2018 (Em) health) non-life) life) linked) insurance Total
Best Estimate Liabilities 191 2 433 63,383 310,971 374,980
Risk Margin® 9 - 1 5,421 85 5,516

Transitional Measure on Technical

Provisions® - - - (6,100) (21) (6,121)
Technical provisions total 200 2 434 62,704 311,035 374,375
IFRS 343 4 730 74,451 311,493 387,021
IFRS to Sl BEL variance® (152) (2) (297) (11,068) (522) (12,041)

Life (excluding Index-linked

Non-life Health Health health, index- and unit-

Technical provisions as at (excluding  (similar to  (similar to  linked and unit- linked
31 December 2017 (Em) health) non-life) life) linked)? insurance Total
Best Estimate Liabilities 140 2 431 62,089 336,061 398,723
Risk Margin® 9 - 2 5,733 112 5,856

Transitional Measure on Technical

Provisions® - - - (6,194) (50) (6,244)
Technical provisions total 149 2 433 61,628 336,123 398,335
IFRS 194 96 722 72,600 336,628 410,240
IFRS to Sl BEL variance® (54) (94) (291) (10,511) (567) (11,517)

1. The variance between IFRS TPs and total Solvency Il TPs is £(12,646)m (2017: £(11,905)m). This reflects the IFRS to SlI BEL difference of
£(12,041)m (2017: £(11,517)m) plus additional difference due to Risk Margin £5,516m (2017: £5,856m) and Transitional Measure on Technical
provisions £(6,121)m (2017: £(6,244)m) which are part of the SIl TPs but not IFRS TPs.

2. During the year, the group has changed its IFRS accounting policy for term assurance liabilities on business transacted by its US subsidiaries.
The change in accounting policy has no impact on the Solvency Il value of the LGA division. Relevant information on the IFRS restatement can
be found in Note 3 to this section.

D.2.1 SOLVENCY Il VALUATION BASIS

The technical provisions (TPs) are calculated as the sum of the best estimate liabilities (BEL) and the
Risk Margin (RM) less the Transitional Measure on Technical Provisions (TMTP), calculated in line
with PRA approvals.

The BEL reflects the probability-weighted average of future cash flows, taking into account the time
value of money (expected present value of future cash flows) using the relevant risk-free interest rate
term structure (including applying the Matching Adjustment where relevant). Deterministic and
stochastic valuation techniques are used to calculate the BEL.

The main cash flows cover premiums, future financial obligations of policyholder benefits, and
expenses of running the business (including investment expense and commission payments). Future
management actions are allowed for, where these are deemed to be objective, realistic and verifiable.
The management actions used in the calculation of the TPs consider the time delays and costs
applicable to their implementation.

The BEL is calculated gross, i.e. without deduction of the amounts recoverable from reinsurance
contracts and reinsurance special purpose vehicles, but includes expenses in respect of these

® Risk Margin and Transitional Measures on Technical Provisions are not subject to audit.

57 LEGAL AND GENERAL GROUP — SOLVENCY AND FINANCIAL CONDITION REPORT Le al&s:

ngeral



arrangements. The BEL is calculated at a level deemed appropriate for homogeneous risk groupings,
at a minimum by line of business segmented according to Article 80 of directive 2009/138/EC.

Future premiums are only considered for the period up to where the policyholder or the group has the
option to establish, renew, extend, increase or resume the insurance contract, except for US Term
business ceded to Legal and General Assurance Society Limited and Legal & General Reinsurance
Company Limited, where the contract boundary is the maximum age in the contract, typically age 95
for Term assurance business.

Business not included in the cash flow projections on materiality grounds is explicitly allowed for in the
BEL through manual adjustments. The most material un-modelled business reflects non-participating
conventional pensions business within the with-profits BEL. This reflects less than 0.1% of the gross
BEL. There are two instances where modelling simplifications are used, namely the allowance for
catastrophe risk (e.g. epidemic and event risks) and mass lapse risk where data is limited and the
probability weighted mean is not allowed for in the BEL. For these risks there is a corresponding
offsetting amount in SCR.

The RM is the cost that would be incurred in holding eligible Own Funds (as defined in the PRA
Rulebook for Solvency Il firms) to cover the SCR necessary to support the insurance and reinsurance
obligations over their lifetime, determined using a cost of capital rate. The RM is calculated separately
from the BEL. The RM is the present value of the cost of capital required, to cover the SCR for certain
defined risks (referred to here as the RM capital requirement), to meet adverse deviations on the
underlying best estimate cash flows over the full run-off of the business. The RM capital requirement
covers underwriting risk, credit risk associated with reinsurance contracts and operational risk. Future
new business is not allowed for in the RM capital requirement. No allowance is made for the loss-
absorbing capacity of deferred taxes as referred to in Article 108 of Directive 2009/138/EC.

The RM is calculated for each entity as a whole, allowing for diversification between the risks within
the entity. The discount rate used in the cost of capital calculation is the relevant basic risk-free rate
(excluding matching adjustment). The cost of capital rate is set to 6% as prescribed in Article 39 of the
Delegated Regulation.

Where investment management agreements are in place between Legal & General Investment
Management Limited and other group subsidiaries, at a legal entity level the TPs are calculated using
investment expenses on a fees (rather than costs) basis. On group consolidation there is an
adjustment to reduce this provision to the cost basis to eliminate any intragroup profit.

The calculation of the TPs is dependent on the quality of the data underlying the calculations. The
data has been assessed in line with Article 48 of Directive 2009/138/EC. This assessment has
concluded that the quality and sufficiency of data used in the preparation of the above TPs is such as
to enable a reliable and adequate calculation of the technical provisions.

Further information on material elements of the technical provisions by division is set out below:

D.2.1.1.1 LEGAL & GENERAL RETIREMENT (LGR)

BEST ESTIMATE LIABILITIES (BEL)
Deterministic actuarial projection models are used, in line with the methodology described above.

In addition, insurance undertakings are permitted to apply a Matching Adjustment (MA) to the relevant
risk-free interest rate term structure when calculating the best estimate of a portfolio of life insurance
obligations, subject to prior approval by the supervisory authorities. The group has been approved by
the PRA to use a MA when calculating the BEL for the majority of its annuity business. This has been
applied in line with the approved application.
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RISK MARGIN (RM)

The RM capital requirement is projected forward for each future year over the run-off of the business.

Longevity is the most material component of the RM capital requirement. Consequently, the RM
calculation allows for more accuracy in calculating this component. Best estimate and stressed future
cash flows are projected to capture the capital requirement at future points in time and the discounted
cost of capital is applied. The capital requirement for other risk sub-groups are projected using a
proxy approach, i.e. the projected capital requirements are estimated using appropriate carrier
variables.

The Matching Adjustment Portfolio in LGR is not assumed to be ring fenced for the purpose of the risk
margin calculation.

D.2.1.1.2 LEGAL & GENERAL INSURANCE (LGI)

BEST ESTIMATE LIABILITIES (BEL)

Deterministic actuarial projection models are used, in line with the methodology described above.

RISK MARGIN (RM)

The RM capital requirement is projected for each future year over the run-off of the business by risk
sub-group. The RM capital requirement is estimated, using appropriate proxy carrier variables e.g.
percentage of BEL.

For reinsurance accepted from Legal & General America (LGA), the RM capital requirement is
projected over the run-off of the business, with run-off factors determined by projecting the in-force
business with real world best estimate assumptions to discrete points in the future. The capital
requirement in intermediate years is calculated using linear interpolation. Stresses are applied to the
individual non-hedgeable risk types. The RM capital requirement as at the valuation date is projected
forward using these run-off factors.

D.2.1.1.3 SAVINGS INCLUDING WORKPLACE SAVINGS

BEST ESTIMATE LIABILITIES (BEL)

Deterministic and stochastic valuation techniques are used, in line with the methodology described
above.

Stochastic valuation techniques are used where the cash flows exhibit the presence of material
financial options and guarantees and management actions that are employed in the management of
the With-Profits Fund. Deterministic actuarial projection models are used for all other BEL
calculations.

For unit-linked business, the total BEL is split by unit and non-unit components. The unit BEL is the
actuarially funded value of current units, including guaranteed additional units.

The With-Profits Fund has the ability to employ a range of management actions in the management of
its business, as set out in the group’s Principles and Practices of Financial Management (PPFM). In
accordance with Article 225 of the Delegated Regulation, future management actions have been
allowed for in the BEL, provided that they are objective, realistic and verifiable. The impact of changes
in policyholder behaviour has also been reflected in the BEL.
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The surplus funds in respect of with-profits business refer to accumulated profits which have not been
made available for distribution to participating policyholders at the valuation date. The surplus funds
reflect the Own Funds, excluding the effect of the RM, the TMTP allocated to the With-Profits Fund
and excluding the present value of future shareholder transfers defined in relation to future
discretionary benefits. Surplus funds are shown in Annex 1 QRT S.23 Own Funds in R0070.
Permanent enhancements to benefits resulting from the previous distribution of surplus assets are
allowed for in the appropriate BEL.

RISK MARGIN (RM)

The RM capital requirement is projected forward for each future year over the run-off of the business.
The RM capital requirement is estimated using appropriate proxy carrier variables e.g. percentage of
BEL.

D.2.1.1.4 UNIT-LINKED

The BEL for the unit-linked business is a combination of the bid value of policyholder units and a
discounted value of future expected cashflows (i.e. expected fee income less expenses) over a
suitable projection period using risk-free rates of return and best estimate experience assumptions.

For valuation purposes, all unit-linked contracts are treated as single premium policies and projected
cash-flows assume no future premium payments accordingly.

The projection period differs for pooled business and segregated contracts, reflecting their inherently
different contractual terms and conditions.

For the segregated business, the assets under management are excluded from the Solvency Il
balance sheet since these assets remain in the clients’ possession. For the purposes of setting
technical provisions under Solvency Il rules, for segregated contracts the methodology directly
reflects the group’s unilateral right to terminate the provided services upon one month’s notice.
Accordingly the present value of future projected profits on segregated contracts would be calculated
using a one month projection period, and applying this as a reduction in balance sheet liabilities. In
practice, the value is taken to be zero. This proportionate approach gives materially the same overall
result on the Solvency Il basis.

D.2.1.1.5 GENERAL INSURANCE

The general insurance BEL is comprised of claims and premium provisions. These are calculated
separately for each line of business. The methodology relates only to the calculation for household
insurance, as other lines of business are not material at the group level.

CLAIMS PROVISIONS

Claims are split by peril across buildings and contents sections, with a number of different reserving
methods used to calculate the best estimate ultimate cost of claims.

Fees and recoveries are projected separately and then combined with the claims projection to get a
net claims projection.

PREMIUM PROVISIONS

All in-force household policies at the valuation date are identified split by channel and section.
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A reserve is held for events not in data (ENID), calculated separately for weather related and non-
weather events. The weather ENID cover weather events which could happen in the future but
haven’t happened in the past. This data is sought from our reinsurance broker.

The non-weather ENID are estimated by the LGIL Reserving Committee, following a rigorous expert
judgement process that considers a wide range of possible scenarios that could impact household
contracts.

RISK MARGIN

The RM is calculated using the Gl Internal Model. The model is a multi-year model and allows for
capital projections to be made over five years. For the purposes of the RM calculation the RM capital
requirement in each future year of run-off is calculated over a five-year time horizon assuming no new
business is written after year one. After five years the risks are assumed to be fully run off considering
the short-term nature of the liabilities. The run off SCR for each non-hedgeable risk is modelled and
aggregated allowing for diversification between the risks within the entity and discounted using the
risk-free rate.

D.2.1.2 MAIN ASSUMPTIONS

This section covers the assumptions used in the calculation of the BEL for the group’s long-term
insurance business.

Cash flow projections are determined using best estimate assumptions for each component of cash
flow and for each policy group. The best estimate assumptions used in the valuation of the BEL are
the same as those used for deriving IFRS assumptions, excluding any margin for prudence. In some
cases, where the class of business is immaterial, the BEL uses the same assumptions as used for
IFRS.

The best estimate assumptions are derived by reference to the most recent experience and any
relevant market data (e.g. future mortality improvement factors issued by the Continuous Mortality
Investigation Bureau).

Assumptions are set by following an established methodology which has been discussed with the
Board.

Assumptions are set for homogeneous risk groups to avoid introducing distortions that might arise
from combining business with different characteristics. At a minimum, these groupings are by line of
business segmentation stipulated by the European Insurance and Occupational Pensions Authority
(EIOPA).

Further details of the main assumptions are provided in Annex 3 of this report.

D.2.1.2.1 ECONOMIC ASSUMPTIONS

The economic assumptions have been set such that they reflect the economic conditions at the
valuation date.

Risk-free yield curve

The valuation interest rate is based on a risk-free yield curve. The risk-free rate used is calculated
based on the methodology implemented by EIOPA, which is applied to construct zero coupon base
rates from the underlying swap rates, plus a credit risk adjustment. The group use a continuously
compounding version of this rate.

61 LEGAL AND GENERAL GROUP — SOLVENCY AND FINANCIAL CONDITION REPORT Le al‘ &E

ngeral



The group has received approval from the PRA to apply a matching adjustment, which allows for an
increase to be applied to the risk-free yield curve for the MA portfolios. No other adjustments have
been made to the risk-free rate.

Inflation

Expense and unit cost inflation rates have been set by reference to external indicators as at the
valuation date. Assumptions for claims inflation, such as for RPI-linked annuities, are set using an
assessment of inflation implied by UK government bond yields or inflation swap curves.

Unit growth

For the calculation of the non-unit BEL on linked contracts, an assumption regarding the rate of future
unit growth is required. The assumption made is that the growth rate before charges is the same as
the risk-free discount rate.

Participating business

The stochastic model is based on a large number of market consistent economic scenarios derived
from assumptions consistent with the deterministic assumptions. The model is calibrated using market
data from a variety of sources. This enables assumptions to be determined for the term structure of
risk-free interest rates, and for property and equity volatility.

Risk-free interest rates are determined as described above. Property volatility is set with reference to
historic variations in property prices. Equity volatility is set such that the model reproduces observed

market prices of traded equity derivatives. Correlations between asset classes are based on historic

data.

Each investment scenario contains a consistent set of assumptions for investment returns and
inflation.

D.2.1.2.2 NON ECONOMIC ASSUMPTIONS

Expenses

The cash flow projection used to calculate the BEL takes into account administrative, investment,
claims and acquisition expenses, allowing for future expense inflation. The assumptions for long-term
maintenance unit costs are set based on the forecast expenses, suitably adjusted where necessary,
and include overhead expenses in line with the approved methodology.

Mortality and morbidity

Regular investigations of mortality and morbidity experience against appropriate base tables are
conducted, with the portfolio segmented by groups of contracts that are expected to exhibit similar
mortality and/or morbidity trends. An investigation is normally carried out from time to time (typically
every three years) to review the fit of the experience to an appropriate base mortality table. In other
years, assumptions are compared to the results of the most recent experience investigations and
revised where the experience implies a shift that is likely to be due to more than random fluctuation.
The best estimate assumptions allow for claims incurred, but not reported, by the investigation date.

The assumption for annuitant mortality is set as a combination of a base table (i.e. the rate of mortality
currently experienced by annuitants) plus future improvements (i.e. how the rates of mortality will
change over time).

The mortality basis for retail protection business is set as a base table plus an allowance for
deterioration in respect of contracts with critical illness cover benefits. Future mortality improvement
assumptions are made for term and whole of life products.
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For some classes where the reserves are insensitive to the chosen level of mortality, no investigation
is carried out but an assumption is set in line with available data.

Persistency

Persistency experience can include lapses, take-up rates for guaranteed annuity options, partial
withdrawals and early retirement, where relevant. Persistency rates are reviewed annually for most
products to determine the best estimate. This investigation generally uses three years of data with a
six month delay, to allow for lapses that the group has not been notified of at the date of the
investigation, to generate weighted average (by premium) lapse rates. The long-term persistency
assumptions are set using these lapse rates. Alternative approaches are used if it is considered that
the exposure is insufficient for the experience to be credible, observed lapse rates are excessively
volatile or it is expected that the lapse experience will change in future.

Participating business

Participating business requires additional assumptions on future management and policyholder
actions.

Future bonuses

Future reversionary and terminal bonuses are consistent with the assumed future investment returns
and the bonus policies set out in the group’s principles and practices of financial management
(PPFM).

Guaranteed annuity options

The guarantees are valued on a market consistent basis. The valuation methodology allows for the
correlation between interest rates and the proportion of the policyholders who take up the option.

Guaranteed cash options

The liability is determined assuming that policyholders choose the most valuable alternative between
the annuity and cash available at retirement.

Spouse demography

For bulk purchase annuities, assumptions are required where an annuitant’s spousal data is not
available. These assumptions include the proportion of annuitants within the portfolio who are eligible
for a spouses benefit at the valuation date, and the difference in age between married couples at the
time of death of the primary annuitant.

Regular investigations are carried out (at least every three years) to determine these assumptions by
examining the experience of the portfolio and comparing these to published population projections.

Further details of the main assumptions are provided in Annex 3 of this report.

D.2.1.2.3 GENERAL INSURANCE ASSUMPTION

Due to the short tailed nature of Gl business and the amount of data available the impact of changes
in individual assumptions generally have less impact compared to other classes of business, such as
life or retirement products. The most material assumptions for the general insurance business include:

Risk premium for future exposure

Risk premium for future exposure assumes risk price from claim trends process. This uses a
combination of actual data and external models to project the cost of future claims. External data from
our reinsurance broker is used for the expected cost of weather events not in data (ENIDs) within the
risk premium. Changes in the risk premium are fed through to the premium provisions.
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Development factors

These are estimated using specialist software and applied to claims projections with the objective of
developing claims to their ultimate level.

Prior loss ratio assumptions, including seasonality adjustments, are calculated. If recent data is
volatile or lacks credibility then a prior loss ratio can be used. This will be based off past claims data,
as will the seasonality adjustments.

D.2.1.3 MATERIAL CHANGES IN ASSUMPTIONS COMPARED TO THE
PREVIOUS REPORTING PERIOD

The most material changes to assumptions from the previous reporting period to the current reporting
period are listed below.

e Base annuitant mortality assumptions have been updated to reflect the most recent
experience, and annuitant mortality trend assumptions have been updated to the CMI 2016
model, with no change to the long-term improvement rates (reduction in BEL of £579m gross
of reinsurance, £276m net of reinsurance).

e The persistency and mortality assumptions underlying the US Protection business reinsured
into the Legal and General Assurance Society Limited and Legal & General Reinsurance
Company Limited have been reviewed, as the book continues to mature and more experience
becomes available. Changes to post-level term lapse and mortality rates have increased the
BEL, with a partially offsetting reduction in BEL from changes in level term lapse and mortality
rates (total BEL impact is an increase of £97m).

o A mortality improvement factor was introduced to the assumptions underlying the BEL for UK
Term business. The impact of the improvement factor is a reduction in BEL of £861m gross of
reinsurance. Net of reinsurance the reduction is £19m.

D.2.1.4 TRANSITIONAL MEASURES

The group does not apply the transitional risk-free interest rate-term structure.

The group applies the Transitional Measure on Technical Provisions (TMTP). The TMTP was
recalculated in accordance with Article 308d of Directive 2009/138/EC at 31 December 2017. No
further formal recalculation has been made in 2018. As at 31 December 2018 the impact of not
applying the transitional measure is provided in the table below:

As at 31 December 2018 (Em) Regulatory basis Impact Adjusted balance
Technical provisions 374,375 6,121 380,496
SCR' 8,681 836 9,517
Basic Ow n Funds 16,612 (5,187) 11,425
Bligible Ow n Funds for SCR 16,448 (5,187) 11,261
Capital coverage ratio 189% (71)% 118%

1. The Solvency Capital Requirement is not subject to audit
The TMTP has been calculated in line with PRA approvals.

D.2.1.5 VOLATILITY ADJUSTMENT

The group does not apply a volatility adjustment.

D.2.1.6 MATCHING ADJUSTMENT (MA)

In common with other UK annuity providers, the group has received approval from the PRA to apply a
MA, in line with Article 77b of Directive 2009/138/EC.
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The MA is applied as an addition to the risk-free interest rate term structure and applies to individual
annuities and certain bulk purchase annuity schemes that meet the approved eligibility criteria. The
assets contained within the matching adjustment portfolios are predominantly corporate bonds, but
also long-term direct investments held in MA-eligible structures, such as infrastructure investments

and lifetime mortgages.

As at 31 December 2018 the impact of change to zero of the MA is provided in the table below:

As at 31 December 2018 (Em) Regulatory basis Impact* Adjusted balance
Technical provisions 374,375 9,617 383,992
SCR? 8,681 10,563 19,244
Basic Ow n Funds 16,612 (8,144) 8,468
Eligible Ow n Funds for SCR 16,448 (8,144) 8,304
Capital coverage ratio 189% (146)% 43%

1. The impact is measured as the change due to setting the MA to zero. The impact has been calculated assuming no further

recalculation of the TMTP.
2. The Solvency Capital Requirement is not subject to audit.

Losing MA approval is a remote risk for the business; however Article 296(2d) of the Solvency Il
Delegated Regulation requires the disclosure of the impact of a change to zero of the MA. We have
an extensive controls framework to ensure our on-going MA compliance and we have a regular

dialogue with the PRA about our MA strategy.

D.2.2 RECONCILIATION BETWEEN THE VALUATION OF IFRS TPs AND

SOLVENCY Il GROSS BEL

The table below bridges the BEL under Solvency Il to the IFRS liabilities:

(Em) 2018 2017"
Closing IFRS TPs 387,021 410,240
Removal of entities aggregated under the D&A method (3,362) (2,684)
Data changes (142) (175)
Model changes (51) (38)
Assumptions changes (5,981) (4,493)
Methodology changes (2,505) (4,127)
Closing Solvency Il gross BELs 374,980 398,723

1. During the year, the group has changed its IFRS accounting policy for term assurance liabilities on business transacted by its US subsidiaries.
The change in accounting policy has no impact on the Solvency Il value of the LGA division. Relevant information on the IFRS restatement can
be found in Note 3 to this section.

The reduction in liabilities from non-economic assumption differences primarily relates to the removal
of margins for adverse deviation allowed for in the IFRS liabilities. The BEL is calculated using best
estimate assumptions excluding these prudent margins.

The increase in liabilities from economic assumption differences primarily relates to the move from
discounting the cash flows at a prudent valuation interest rate (VIR) under IFRS to using the risk-free
interest rate term structure plus MA for eligible liabilities under Solvency Il. Implicit within this step is
the allowance for investment expenses, which changes from an implicit allowance within the IFRS
VIR to being an explicit cash flow under Solvency Il. The same assumption applies under IFRS and
under Solvency I, the only difference is in how it is allowed for, which should have very little impact.

Removal of entities aggregated under the Deduction & Aggregation method

As described in Section D.1.1.3 above the group has been granted approval to use method 2
Deduction and Aggregation (D&A) for the consolidation of the Legal & General America businesses.
This reduces the Solvency Il BEL by £3.4bn for entities consolidated under the D&A approach. The
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NAV contribution of these entities is brought through in the Solvency Il balance sheet as
participations.

Methodology changes
The methodology changes can be broadly split into:

e £1.4bn due to the difference in accounting treatment for negative non-unit liabilities where
under IFRS a negative non-unit liability for investment business is not allowed while this is
allowed under Solvency lI;

e £0.8bn difference between floating and fixed legs on longevity swaps;

e £0.6bn of unallocated distributable surplus for with-profits business, which is not applicable
under Solvency II;

e £0.4bn release of additional provisions for default risk and exchange rates that are held as
IFRS liabilities, but under Solvency Il are held within the capital requirement; and

e £(0.7)bn of outstanding claims, included within the IFRS liabilities, but not included in the
BEL.

D.2.3 REINSURANCE RECOVERABLES

The calculation of the reinsurance recoverable asset is consistent with the calculation of the gross
BEL described above, except that where a matching adjustment is applied to the gross BEL on
eligible business, the equivalent reinsurance recoverable asset will be discounted at the risk-free
interest rate term structure, excluding matching adjustment. The reinsurance recoverable asset is
adjusted for the best estimate probability of reinsurer default, and includes an allowance for the timing
difference between recoveries and reinsurance payments.

Reinsurance recoverables are described in Section D.1.2.3 above. The group has no SPVs
authorised under Article 211 of the Solvency Il Directive.

D.2.4 LEVEL OF UNCERTAINTY ASSOCIATED WITH THE VALUE OF
TECHNICAL PROVISIONS (TP)

The assumptions underpinning the Technical Provision calculations are the best estimate view of the
group. As one of the UK’s largest life insurers, the group has a significant amount of data regarding its
own historic experience. Experience investigations using this data are undertaken regularly and the
results are used to inform the choice of best estimate assumptions. This is augmented by expert
judgement, in particular where past experience is not considered to be an appropriate reflection of
future expectations.

The group remains exposed to certain key areas of risk, including:

e Future levels of mortality for UK annuity business: recent trend data suggests that the rate of
improvement in mortality may be slowing, but future medical advances may significantly affect
the trend.

e Market conditions: TPs can be very sensitive to changes in certain economic conditions,
including inflation, interest rates, credit default rates, and equity markets. The group has
strategies in place to limit the exposure to these risks, but a certain level of uncertainty
remains.

e Early termination rates: policyholder behaviour can be unpredictable. In some cases,
decisions made by policyholders to terminate policies can have a significant impact on TPs.
This is a particular risk for US Term business where lapse rates are subject to a shock lapse
at the end of the level term period.

The level of uncertainty in TPs is mitigated through the use of reinsurance to reduce exposure to
particularly significant risks such as life expectancy.
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The group calculates the amount of expected profit in the premiums not yet received into the group
(EPIFP). This shows the level of margin that is expected to emerge, if the current assumptions are

borne out in practice.

A framework to assess the confidence in the methodology and assumptions used to calculate the TPs
has been established by the Group Audit Committee. The framework allocates a status to the
confidence in each of the assumptions or methodologies, based on a mixture of qualitative and
guantitative criteria. The criteria set out in the framework and the initial assessments have been
challenged and validated by experienced actuaries and accountants throughout the business.

Where there is a high level of expert judgement required this has been highlighted in the confidence
assessment. For example, confidence in the base annuitant mortality is high, but due to the reliance
on expert judgement, when selecting the longevity trend assumption within a range of plausible
alternatives, the longevity improvements have been highlighted as an area of future uncertainty.
Overall the group has a high degree of confidence in the assumptions underpinning technical

provisions and hence the level of uncertainty in the technical provisions is low.

D.3 OTHER LIABILITIES

The group’s other liabilities under Solvency Il are £13,931m (2017: £13,139m) compared to the total

value of other liabilities under IFRS of £96,762m (2017: £86,708m).

(Em) 2018 2017*
IFRS valuation of other liabilities 96,845 86,520
Solvency Il valuation of other liabilities 13,931 13,139
Difference (82,914) (73,381)
Explained by:

Differences in the consolidation approach (82,965) (74,554)
Conversion to aggregation under the D&A method (607) (228)
Solvency Il valuation differences 658 1,401
Difference (82,914) (73,381)

1. During the year, the group has changed its IFRS accounting policy for term assurance liabilities on business transacted by its US subsidiaries.
The change in accounting policy has no impact on the Solvency Il value of the LGA division. Relevant information on the IFRS restatement can

be found in Note 3 to this section.

Changes to the consolidation approach and use of the Deduction and Aggregation (D&A) method are

as described above in Section D1.

Details of the group’s other liabilities and the impact of valuation differences under IFRS are shown

below:

Differences

due to IFRS
Other liabilities as at 31 December 2018(Em) Reference Solvency Il IFRS Variance valuation
Provisions other than technical provisions 22 29 (7) -
Pension benefit obligations D.3.1 1,102 1,112 (10) 5
Deferred tax liabilities D.3.2 970 426 544 664
Derivatives 2,987 7,790 (4,803) -
Debts ow ed to credit institutions D.3.3 1,175 1,653 (478) 190
Insurance and intermediaries payables D.3.4 482 42 440 443
Reinsurance payables D.3.5 92 740 (648) (648)
Payables (trade, not insurance) D.3.6 3,566 81,675 (78,109) (122)
Subordinated liabilities D.3.7 3,535 3,324 211 180
Any other liabilities, not elsew here show n D.3.8 - 54 (54) (54)
Total 13,931 96,845 (82,914) 658
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Differences

due to IFRS
Other liabilities as at 31 December 2017 (Em) Reference Solvency I IFRS? Variance valuation
Provisions other than technical provisions 52 74 (22) -
Pension benefit obligations D.3.1 1,293 1,266 27 28
Deferred tax liabilities D.3.2 1,264 496 768 825
Derivatives 1,991 8,173 (6,182) -
Debts ow ed to credit institutions D.3.3 1,125 1,121 4 193
Insurance and intermediaries payables D.3.4 461 70 391 394
Reinsurance payables D.3.5 6 54 (48) (48)
Payables (trade, not insurance) D.3.6 3,866 72,335 (68,469) (141)
Subordinated liabilities D.3.7 3,081 2,876 205 205
Any other liabilities, not elsew here show n D.3.8 - 55 (55) (55)
Total 13,139 86,520 (73,381) 1,401

1. During the year, the group has changed its IFRS accounting policy for term assurance liabilities on business transacted by its US subsidiaries.
The change in accounting policy has no impact on the Solvency Il value of the LGA division, relevant information on the IFRS restatement can be
found in Note 3 to this section.

D.3.1 PENSION BENEFIT OBLIGATIONS

The group operates the following defined benefit pension schemes in the UK and overseas:

e Legal & General Group UK Senior Pension Scheme (UK)

e Legal & General Group UK Pension & Assurance Fund (UK)
e Legal & General America Inc. Cash Balance Plan (US)

e CALA Pension Scheme (UK)

In the Solvency Il group balance sheet the surplus/(deficit) of the defined benefit pension schemes is
reported as shown in the following table:

(Em) 2018 2017
Gross pension benefit obligations 1,102 1,293
Annuity obligations insured by LGAS (included in technical provisions) (862) (903)
Other amounts, largely Loss Absorbing Capacity of Technical

L . . . S - (45)
Provisions (included in technical provisions)
Total Pension scheme deficit 240 345

Further detail on the pension benefit obligations is provided below:

2018 £m 2018 % 2017 £m 2017 %

Bonds/Liability Driven Investment funds 727 64% 1,120 86%
Equity 321 29% 91 7%
Property 52 5% 74 6%
Cash 14 1% 19 1%
Other assets 6 1% 6 0%
Total Pension scheme assets 1,120 100% 1,310 100%
Current pensioners? 1,134 51% 1,261 48%
Non-pensioner liabilities 1,088 49% 1,342 52%
Total Pension scheme liabilities 2,222 100% 2,603 100%
Gross Pension benefit obligations 1,102 1,293

1. 'Current pensioners' includes £862m (2017: £903m) relating to liabilities secured by way of annuities purchased from the
group. This amount is excluded from the assets.

Under Solvency I, the group’s defined benefit pension schemes are valued under the 1AS19 basis,
which uses a prescribed methodology also used in IFRS reporting. Valuation differences on the
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pensions insured internally within the group account for the £6m (2017: £28m) valuation difference
under Solvency Il.

The Solvency Il surplus/deficit is calculated as the fair value of plan assets less the present value of
the defined benefit obligation at the balance sheet date, provided any surplus in the fund is not
restricted.

D.3.2 DEFERRED TAX LIABILITIES

Deferred tax asset and liabilities are valued and measured in accordance with IFRS principles, with
the exception that the carrying value of assets and liabilities for the calculation of temporary
differences are the carrying values ascribed under Solvency Il. Deferred tax is recognised on unused
losses to the extent that it is probable that future taxable profits will arise against which the losses can
be utilised.

There is an immaterial amount of non-expiring unused losses, for which no deferred tax asset is
recognised on the Solvency Il balance sheet.

Differences between the value of deferred tax assets and liabilities under Solvency Il and IFRS arise
mainly on the valuation of technical provisions and deferred acquisition costs.

The net deferred tax liability on the group’s Solvency Il balance sheet of £968m (2017: £1,262m) and
the equivalent net deferred tax liability on the IFRS balance sheet are summarised below:

2018 2018 2017 2017*
(Em) Solvency Il IFRS Solvency I IFRS
Deferred tax assets 2) (7 (2) (7)
Deferred tax liabilities 970 426 1,264 496
Net deferred tax liabilities 968 419 1,262 489

1. During the year, the group has changed its IFRS accounting policy for term assurance liabilities on business transacted by its US subsidiaries.
The change in accounting policy has no impact on the Solvency Il value of the LGA division. Relevant information on the IFRS restatement can
be found in Note 3 to this section.

As at 31 December 2018 (Em) Solvency Il IFRS
Deferred acquisition expenses 28 40
Difference betw een the tax and accounting value of insurance contracts 906 199
Realised and unrealised gains on investments 72 72
Excess of depreciation over capital allow ances (7) 7
Excess expenses (20) (20)
General provisions 45 45
Trading losses (4) 2)
Pension fund deficit (41) (41)
Acquired intangibles (11) 3
Net deferred tax (assets)/liabilities 968 289
‘Holdings In Related Undertakings Line’ on Solvency Il balance sheet (29)
Net deferred tax liabilities valued on a D&A basis on Solvency Il balance sheet 159
Net deferred tax (assets)/liabilities — IFRS balance sheet 419
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As at 31 December 2017 (Em) Solvency I IFRS!

Deferred acquisition expenses (18) 40
Difference betw een the tax and accounting value of insurance contracts 1,044 135
Realised and unrealised gains on investments 275 275
Excess of depreciation over capital allow ances 9) 9)
Excess expenses (31) (31)
General provisions 85 85
Trading losses (4) 2
Pension fund deficit (69) (69)
Acquired intangibles (11) 3
Net deferred tax (assets)/liabilities 1,262 427
‘Holdings In Related Undertakings Line’ on Solvency Il balance sheet (99)
Net deferred tax liabilities valued on a D&A basis on Solvency Il balance sheet 161
Net deferred tax (assets)/liabilities — IFRS balance sheet 489

1. During the year, the group has changed its IFRS accounting policy for term assurance liabilities on business transacted by its US subsidiaries.
The change in accounting policy has no impact on the Solvency Il value of the LGA division, relevant information on the IFRS restatement can be
found in Note 3 to this section.

There are no material unrecognised deferred tax assets.

D.3.3 DEBTS OWED TO CREDIT INSTITUTIONS

Under IFRS debts owed to credit institutions are held at amortised cost less impairment. On the
Solvency Il balance sheet bank loans are valued at fair value, excluding changes in own credit. This
gives rise to a valuation difference of £190m (2017: £193m) between Solvency Il and IFRS.

D.3.4 INSURANCE AND INTERMEDIARIES PAYABLES

All insurance payables are measured at fair value in line with IFRS. Outstanding claims which are
included in participating and non-participating contract liabilities under IFRS are presented as
payables under Solvency Il, and this gives rise to a presentational difference of £443m (2017: £394m)
which is offset by a corresponding change in the technical provisions.

D.3.5 REINSURANCE PAYABLES

Reinsurance payables are valued at fair value in line with IFRS. There is no valuation difference to
IFRS. Certain items are treated as payables in IFRS but are incorporated into best estimate liabilities
in Solvency Il. This gives rise to a presentational difference of £648m (2017: £48m) which is offset by
a corresponding change in the technical provisions.

The increase compared to prior year is due to the Risk Transfer Agreement (RTA) between Legal &
General and ReAssure which is accounted for in reinsurance payables under IFRS. Under Solvency
I1, this liability is being removed from the reinsurance payables line and added back as Solvency I
technical provision in the Solvency Il balance sheet. As at 2018 year end, the RTA liability was
£606m.

D.3.6 PAYABLES (TRADE, NOT INSURANCE)

Under IFRS trail commission represents the present value of future commission payments, under
Solvency Il these amounts are taken into account in the calculation of the Sl BEL, they are therefore
removed from payables in order to eliminate a double count. This gives rise to a valuation difference
of £122m (2017: of £141m).

All other payables within this line item are valued at fair value in line with IFRS.
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D.3.7 SUBORDINATED LIABILITIES

Under IFRS subordinated liabilities are held at amortised cost less impairment. On the Solvency Il
balance sheet subordinated liabilities are valued at fair value, excluding changes in own credit.

The fair value of subordinated liabilities is determined by utilising a pricing function where the yield
has been adjusted to exclude changes in own credit (equal to current risk free rate plus credit spread
at inception). This has been derived as follows:
o The ‘risk free’ rate is equal to the rate of a UK treasury bond with similar maturity date and
other characteristics to the group subordinated debt instrument at the balance sheet date; and
o The ‘credit spread’ is equal to the spread of the group subordinated debt instrument as at the
date it was issued (as opposed to the balance sheet date).

This gives rise to a valuation difference of £180m (2017: £205m) between Solvency Il and IFRS.

D.3.8 ANY OTHER LIABILITIES, NOT ELSEWHERE SHOWN

Under IFRS there are some items that are not shown elsewhere such as DIL, reinsurer’s share of
DAC and assets held for sale. Reinsurer’s share of DAC and held for sale liabilities are removed from
the Solvency Il balance sheet through the deduction and aggregation and held for sale adjustments.

The deferred income liability (DIL) represents initial charges which are spread over the lifetime of the
savings contracts, and is recognised under IFRS on contracts where there is no actuarial reserves in
order that there is no day 1 profit. Under Solvency Il these charges are allowed for in the BEL and
therefore the separate DIL balance is removed from the Solvency Il balance sheet. This gives risk to a
valuation difference of £54m (2017: £55m).

D.3.9 CHANGES IN ASSUMPTION AND VALUATION BASES

There have been no significant changes in assumptions, valuation bases or estimations for other
liabilities in the reporting period.

D.4 ALTERNATIVE METHODS FOR VALUATION

Legal & General has in place a group-wide valuation uncertainty policy, which sets out the policy to
ensure that all assets across the group, valued using alternative valuation methods, are governed,
controlled and valued in a manner that is appropriate and consistent with the requirements of Article
263 of the Delegated Regulation. These policies include a requirement for ensuring valuation models
are reviewed on a timely basis and that independent review of the models and outputs is obtained on
a regular basis.

A Group Asset Valuation Uncertainty Committee (“the Committee”) monitors the application of the
processes and compliance with the group policy. This includes setting the policies to ensure
appropriate documentation, including documentation of the models, significant assumptions and
limitations, sensitivities and an assessment of the resulting valuations.

The Committee is responsible for the oversight of asset valuations from each of the Solvency Il
regulated entities, Legal & General Capital Investments Limited, as well as LGA to confirm its asset
values for the deduction and aggregation methodology. The Committee receives management
information from each significant entity on their assessments of valuation uncertainty and provides
oversight and challenge to these.

Whilst the Committee reviews all assets to which the shareholder has some exposure, its main focus
is on assets which present the highest level of valuation uncertainty. These assets include:
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Private Credit (including commercial real estate loans)

These are illiquid private assets and valuations are derived by using a discounted future cash flow
approach with yields based on selected comparator bonds with similar durations and investment
grades, combined with an assumption on the initial spread of the investment.

Valuation uncertainty is assessed by adjusting the discount rate for reasonable alternative
assumptions in relation to duration and credit quality of the counterparty.

Income strips

These are property investment assets with lease durations typically in excess of 30 years. This asset
class is valued using a yield to maturity discounted future cash flow approach based on comparator
bond durations and investment grades, combined with assumptions on initial spread and future
inflation factors.

The valuation uncertainty element has been assessed by calculating sensitivities to fixed income and
property yields.

Lifetime mortgage loans

There is no market-observable value for Lifetime mortgage assets. However, the amount paid to
acquire the assets at outset is objective and is assumed to be the market value of the loan at the start
date.

Each Lifetime mortgage loan is valued by projecting the expected proceeds and discounting at an
appropriate discount rate. The main component of the spread is an estimate of the expected spread if
the loan were issued on terms currently offered on new loans (with comparable LTVs). This spread
will change over time, and aims to capture movements in the illiquidity premium available from
investing in such Lifetime Mortgage assets.

To project the expected proceeds, the assumptions include expected future property prices, volatility
of property price growth, costs of selling the properties, decrement rates (mortality, morbidity and
prepayment, as well as timing lags), and running expenses. Valuation uncertainty has been assessed
by applying sensitivities to those key valuation assumptions.

The asset valuation has been subjected to a variety of sensitivity tests covering reasonable ranges.
The Lifetime mortgage portfolio is immature, and credible experience is yet to emerge.

Commercial mortgage loans

These mortgage loans are determined by incorporating credit risk for performing loans at the portfolio
level and for loans identified to be distressed at the loan level. The projected cash flows of each loan
are discounted along stochastic risk free rate paths and are inclusive of an Option Adjusted Spread
(OAS), derived from current internal pricing on new loans, along with the best observable inputs.
These are further adjusted for credit improvements due to seasonality and illiquidity premiums.

Valuation uncertainty arises from variation of the key assumptions on credit risk and liquidity
premiums.

Investment property

Due to the non-heterogeneity of the property portfolio, the valuation of the group’s investment
property assets are provided by external valuation experts on a quarterly basis which are calibrated to
recent precedent transactions in the market place. The external valuations are performed in line with
professional valuation standards as prescribed by the Royal Institute of Chartered Surveyors.

72 LEGAL AND GENERAL GROUP — SOLVENCY AND FINANCIAL CONDITION REPORT Le al‘ &E

ngeral



The valuation uncertainty element has been calculated by using various sensitivity analyses by
property type to expected rental yields, property yields, credit ratings and other key inputs.

Sale and Leaseback arrangements
For the group, these are valued as investment property.

Non-traded or illiquid bonds and equities

llliquid fixed income securities are valued using a price from the counterparty broker to the deal where
possible. Where this is not available, the group uses the purchase or issue price.

llliquid equity valuations are derived in line with the IPEV guidelines, by establishing a valuation with
reference to relevant market, income and cost factors. These valuations are subject to internal review
through independent asset valuation committees. Where possible, the valuations are reviewed by
independent expert valuation companies.

Following the completion of these processes the group has concluded that its assets are valued
appropriately in accordance with Article 10 of the Solvency Il Delegated Regulation and appropriately
reflect consideration of valuation uncertainty.

D.4.1 ADEQUACY OF THE VALUATION COMPARED TO EXPERIENCE

Where possible, the group aims to value its assets using prices obtained from independent pricing
providers. Where independent pricing is obtained, quality checks are performed to ensure valuations
are appropriate. These include comparisons to like prices received from multiple providers,
comparisons to previous day or period reported prices, spread tolerances built within the pricing,
benchmarking to relevant indices and other tolerance based analyses. Deviations from tolerances are
investigated and reported through the relevant asset governance process.

For assets where mark-to-market valuations from independent pricing providers are not available, the
group performs reviews to validate and verify the continued suitability of the model for valuation
purposes. This includes verification of the information, data, assumptions and output of the model,
and a review of the model to ensure that it is still appropriate. The latter might consider external
factors such as developments in standard modelling techniques for the asset in question, or internal
factors such as evidence of the valuation against purchases or disposals of similar assets.

D.5 ANY OTHER INFORMATION

There were no significant events other than those covered above.
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E. CAPITAL MANAGEMENT

E.1 OWN FUNDS

E.1.1 OBJECTIVES FOR MANAGING OWN FUNDS

The Group Board has established Group Risk Appetite statements to set the group’s overall objective
for capital; the group aims to maintain an appropriate buffer of capital resources over the minimum
regulatory capital requirements. The Board sets a quantitative risk appetite for the Solvency |l
coverage ratio and this is used to monitor the position relative to the risk appetite.

The Group Capital Committee considers and approves matters such as capital allocation, new
product lines, large transactions and capital investments, mergers and acquisition transactions, direct
investments and other material group-wide matters that may arise.

The group’s capital position is monitored by the Group Capital Committee and Group Risk Committee
on a monthly basis or more frequently if deemed appropriate. These committees identify if actions are
required in order to maintain the group capital position.

Each year the group prepares a five-year Capital Plan, consistent with the group’s Strategic and
Business Plans, to forecast how the capital position is expected to develop over the group business
planning period and to consider the impact of the group’s strategy on the capital position.
Performance against the Capital Plan is monitored on a regular basis and is used to inform decisions
on the group’s capital structure and dividend policy.

Regarding the group’s capital management, a combination of methods, as referred to in Articles 230
and 233 of the Solvency Il Directive is used to calculate the group solvency. The method used for
each individual undertaking in the group is described in Column C0260 of the QRT S.32.01.22 (shown
in Annex 1 of this report).

There have been no significant changes in the objectives for managing Own Funds in the year.

E.1.2 QUANTITATIVE EXPLANATION OF OWN FUNDS

The components of IFRS equity and Solvency Il Own Funds as at 31 December 2018 are as follows:

Solvency I Solvency |

Basic Own Basic Ow n Funds
(Em) IFRS Equity 2018 Funds 2018 IFRS equity 2017* 2017
Ordinary shares 149 149 149 149
Share premium 992 992 988 988
Retained earnings and reserves 7,511 - 6,455 -
Surplus funds - 394 - 263
Reconciliation reserve - 11,542 - 10,993
Subordinated liabilities - 3,535 - 3,080
Total 8,652 16,612 7,592 15,473

1. During the year, the group has changed its IFRS accounting policy for term assurance liabilities on business transacted by its
US subsidiaries. The change in accounting policy has no impact on the Solvency Il value of the LGA division. Relevant
information on the IFRS restatement can be found in section D3.

E.1.3 STRUCTURE, AMOUNT, AND QUALITY OF BASIC OWN FUNDS

All Legal & General group Own Funds have been assessed as basic Own Funds. There are no
ancillary Own Fund items included in total Own Funds. Basic Own Funds have been assessed
against Article 71 of the Delegated Regulation and have been categorised accordingly.
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The structure and quality of the group’s Own Funds by tier is as follows:

Tier 1 Tier 1
As at 31 December 2018 (Em) Ref Total Unrestricted Restricted Tier 2 Tier 3
Ordinary share capital (gross of ow n shares) E1.4.1 149 149 - - -
fgsi;:lpremlum account related to ordinary share E141 992 992 i ) i
Surplus funds E14.2 394 394 - - -
Reconciliation reserve E143 11,542 11,542 - - -
Subordinated liabilities E1.4.5 3,535 - - 3,535 -
Total basic Own Funds 16,612 13,077 - 3535 -
Restrictions on Ow n Funds E1.5 (164) (164) - - -
Total eligible Ow n Funds to cover the SCR 16,448 12,913 - 3,535 -
Total eligible Ow n Funds to cover the MCR*? 12,519 12,072 - 447 -

1. Excluding Own Funds from other financial sector and from the undertakings included via M ethod 2 — Deduction and Aggregation.
2.Tier 2 funds eligible to meet the M CR are capped at 20%of the MCR, as specified in Article 82 of the Delegated Regulation.

Tier 1 Tier 1
As at December 2017 (£m) Ref Total Unrestricted Restricted Tier 2 Tier 3
Ordinary share capital (gross of ow n shares) E1.4.1 149 149 - - -
i:;zzlpremlum account related to ordinary share E141 988 988 i ) i
Surplus funds E1.4.2 263 263 - - -
Reconciliation reserve E1.4.3 10,993 10,993 - - -
Subordinated debt E1.45 3,080 - - 3,080 -
Total basic Ow n Funds 15,473 12,393 - 3,080 -
Restrictions to Ow n Funds E1.5 (119) (119) - - -
Total eligible Ow n Funds to cover the SCR 15,354 12,274 - 3,080 -
Total eligible Ow n Funds to cover the MCR*? 11,883 11,454 - 429 -

1. Excluding Own Funds from other financial sector and from the undertakings included via M ethod 2 — Deduction and Aggregation.
2.Tier 2 funds eligible to meet the M CR are capped at 20%o0f the M CR, as specified in Article 82 of the Delegated Regulation.

An analysis of significant movements in the items of basic Own Funds during the period is provided in
Section E.1.4. Further details on the restrictions to Own Funds are provided in Section E1.5.

Group Own Funds are based on the consolidated group IFRS balance sheet, from which all
intragroup transactions have been eliminated, and Solvency Il adjustments are performed net of
intragroup transactions.

E.1.4 DETAILS OF OWN FUNDS ITEMS AND ANALYSIS OF SIGNIFICANT
MOVEMENTS IN OWN FUNDS DURING THE YEAR

E.1.4.1 ORDINARY SHARE CAPITAL AND SHARE PREMIUM

As at 31 December 2018 the group had an aggregate issued and paid up ordinary share capital of
£149m (2017: £149m) and share premium of £992m (2017: £988m). The share capital remained
unchanged from 2017. The share premium increased by £4m during the year which represents
issuance of shares for savings related share options exercised during the year under employee share
option schemes.

E.1.4.2 SURPLUS FUNDS

The group has recognised £394m (2017: £263m) of surplus funds as at 31 December 2018. The
value of surplus funds represents the excess assets over liabilities, excluding risk margin, of the With-
Profits Fund after deducting the present value of expected future shareholder transfers. The surplus
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funds are available to fully support the With-Profits Funds SCR, thereby meeting the criteria for
classification as Tier 1 Own Funds.

The largest contributor to the increase in surplus funds during the year were model improvements
which increased the surplus by £100m and changes to methodology and assumptions which
increased the surplus by a similar amount. These increases were partially offset by a distribution of
the with profits estate and the impact of a transaction to remove from the With Profits Fund all future
obligations in respect of both deficit repair contributions and ongoing trustee expenses for Legal &
General Group UK Pension Schemes.

E.1.4.3 RECONCILIATION RESERVE

The Reconciliation reserve is a core component of the basic Own Funds. The following table sets out
how the reconciliation reserve is determined:

(Em) 2018 2017
Excess of assets over liabilities 13,077 12,393
Ordinary share capital (149) (149)
Share premium account (992) (988)
Surplus funds (394) (263)
Reconciliation reserve 11,542 10,993

The Reconciliation Reserve is predominantly made up of the excess of assets over liabilities, adjusted
for ordinary share capital, surplus funds and the share premium account, which are presented as
separate components of Own Funds.

The movement in the excess of assets over liabilities essentially represents net profits generated by
the group, partially offset by dividends paid to the shareholders. During the year the group paid
£932m (2017: £872m) in dividends to shareholders.

E.1.4.4 ANALYSIS OF MOVEMENT IN OWN FUNDS

An analysis of significant movements in Own Funds during the year is provided below:

(Em) Own Funds
Ow n Funds as at 31 December 2017 15,354
Net surplus generation 1,547
Dividend paid (932)
Other operating and non-operating variances 79
Subordinated debt 400
Own Funds as at 31 December 2018 16,448

The increase in Own Funds is primarily driven by the net surplus of £1,547m generated from the
books of existing and new business and including the release of Risk Margin. Own Funds is further
increased by £305m due to changes in annuitant mortality assumptions.

These positive movements in Own Funds is partially offset by the dividend of £932m paid to the
shareholders during the year. Other movements in Own Funds arise from other operating and non-
operating variances, including assumption changes described in Section D.2.1.3, and market
movements, including a reduction in Own Funds from adverse movements in equity markets, offset by
a positive impact from movements in interest rates.

76 LEGAL AND GENERAL GROUP — SOLVENCY AND FINANCIAL CONDITION REPORT Le al‘ &E

General



The issuance of qualifying Sterling subordinated notes on 14 November 2018 contributed an
additional £400m to Own Funds. The group has redeemed in full the £400m 5.875% notes on the first
call date of 1 April 2019.

E.1.4.5 SUBORDINATED BORROWINGS

In assessing the quality of each material Own Fund item, the group has considered, along with the
outstanding duration, the extent to which it is available against the following criteria:

¢ Rank on insolvency before policyholder or non-subordinated creditors
e Encumbrances or connected transaction

e Pay distributions or coupons whilst in breach of the SCR

e Ability to redeem without supervisory approval

The group’s subordinated borrowings are given in the following table:

Solvency Il Solvency Il Solvency I

Own Funds value value

classi- Coupon Maturity Issue 2018 2017 Transitional

fication rate (%) Issue date date Call date® amount (Em) (Em) rules
Tier 22 5.875 30/03/2004 Perpetual  01/04/2019 £400m 404 414 (@),(b)
Tier 22° 10.000 23/07/2009 23/07/2041 23/07/2021 £300m 319 324 (a),(b)
Tier 22 5.500 27/06/2014 27/06/2064 27/06/2044 £600m 743 726 (b)
Tier 2 5.375 27/10/2015 27/10/2045 27/10/2025 £600m 623 615 -
Tier 2 5.250 21/03/2017 21/03/2047 21/03/2027 $850m 661 633 -
Tier 2 5.550 24/04/2017 24/04/2052 24/04/2032 $500m 379 368 -
Tier 2 5.125 14/11/2018 14/11/2048 14/11/2028 £400m 406 - -
Total subordinated debt 3,535 3,080

1 Notes are callable every 5 years following the first call date.
2. Subject to transitional arrangements.

3. Notes are callable on demand with regulatory approval.

The group has concluded that all subordinated borrowings are available following assessment against
the criteria listed above.

Over 2018 the value of the subordinated debt increased by £455m to £3,535m (2017: £3,080m). This
was primarily driven by issuances of qualifying Sterling subordinated notes with a total value of
£400m. On 4 February 2019, notification was given that the group intended to redeem in full the
£400m 5.875% notes on the 1 April 2019 call date. Effective from the notification date, the notes are
no longer be treated as tier 2 own funds for Solvency Il purposes. The redemption has now taken
place. Other movements in the total value of subordinated borrowings relate to changes in the risk-
free rates used for the Solvency Il valuation of subordinated borrowings.

The group has performed a review of each of the debt instruments treated as group capital resources
under the Solvency | regime against the required features in the Solvency Il regulations and the
transitional measures. The instruments have been classified under the Solvency Il transitional
arrangements as required.

The specific rationale for three of the instruments being subject to transitional arrangements rather
than Solvency Il compliant in their own right is as follows:

a) Solvency Il requires that the first contractual opportunity to redeem an instrument shall not
occur before 5 years from the date of issuance, unless the instrument is exchanged or
converted, or redeemed out of the proceeds of a new instrument of the same or better quality.
These instruments do not meet this requirement.
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b) Solvency Il requires the suspension of repayment or redemption of instruments in case of
non-compliance with SCR or upon insolvent issuer winding up. It also requires mandatory
coupon deferral upon breach of SCR. These instruments do not contain either one or both of
these features.

E.1.5 RESTRICTIONS TO OWN FUNDS

A number of non-insurance regulated entities across the group (e.g. LGIM) have an additional
regulatory capital requirement above the capital requirement (sectorial basis) used in the Solvency
Capital Requirement (SCR) calculation. These entities' Own Funds items are eligible to meet the SCR
of the regulated subsidiary but cannot be made available to cover the Solvency Capital Requirements
of firms elsewhere in the group, resulting in a restriction to be reflected in the group eligible Own
Funds. As at 31 December 2018 this has resulted in a restriction of £164m (2017: £119m).

As at 31 December 2018 there were no restrictions on the Own Funds for any of the Matching
Adjustment Portfolios (MAPSs) or the ring-fenced funds (RFF) within the group (2017: nil).

E.1.6 RECONCILIATION BETWEEN IFRS EQUITY AND EXCESS OF ASSETS
OVER LIABILITIES

The reconciliation between IFRS equity and Solvency Il excess of assets over liabilities is shown
below:

(Em) 2018 2017*
IFRS equity 8,652 7,592
Solvency Il Excess of assets over liabilities 13,077 12,393
Difference 4,425 4,801
Explained by:

Himination of intangibles (644) (494)
Conversion to aggregation under the D&A method (107) (408)
Difference in the valution of technical provisions 6,182 6,964
Revaluation of subordinated debt and debts ow ed to credit institutions (370) (398)
Other valuation differences 28 (38)
Deferred tax impacts (664) (825)
Total 4,425 4,801

1. During the year, the group has changed its IFRS accounting policy for term assurance liabilities on business transacted by its US subsidiaries.
The change in accounting policy has no impact on the Solvency Il value of the LGA division. Relevant information on the IFRS restatement can
be found in Note 3 of section D.

The increase in difference between IFRS equity and Solvency Il net assets mainly resulted from
movements in solvency valuation differences. An explanation of the material movements in each of
the component parts of the Solvency Il excess of assets over liabilities, including a qualitative
explanation for the valuation adjustments, is presented in Section D: Valuation for Solvency Il
purposes.
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E.2 SOLVENCY CAPITAL REQUIREMENT AND MINIMUM CAPITAL
REQUIREMENT*

E.2.1 SOLVENCY CAPITAL REQUIREMENT (SCR)

The total SCR for the group as at 31 December 2018 was £8,681m (2017: £8,471m). This was
calculated using the group’s approved partial internal model. No element of the SCR is subject to
supervisory assessment.

The table below provides an analysis of material changes to the SCR during the year:

(Em) SCR
SCR as at 31 December 2017 8,471
Net surplus generation 174
Market movements 186
Other operating and non-operating variances (150)
SCRas at 31 December 2018 8,681

e Net Surplus Generation includes SCR release from back-book and the addition from new
business written over the year;

o Market Movements represents the impact of changes in investment market conditions over
the period and changes to future economic assumptions; and

e Other operating and non-operating variances include the impact of experience variances,
changes to valuation and capital calibration assumptions, changes to planned volumes of new
business, tax rate changes, PRA approval of changes to the Internal Model and Matching
Adjustment and other management actions including changes in asset mix, hedging
strategies, Matching Adjustment optimisation and update to the longevity assumptions.

The group SCR allows for diversification across the group, and as such is less than the sum of the
standalone SCR requirements for insurance entities. The main sources of diversification for the group
are derived from the different risk profiles of PMC and LGIL compared to the rest of the group. The
Group Internal Model allows a quantification and allocation of this diversification benefit and as at year
end 2018 it allocated c.£180m of diversification benefit to PMC (2017: c.£180m) and ¢.£100m to LGIL
(2017: c.£100m). In line with Solvency Il regulations, there is no allowance for diversification when
aggregating capital requirements from other financial sectors or firms included through the deduction
and aggregation methodology.

Further information on the SCR by risk categories is provided in the QRT S.25.02.22 in Annex 1 of
this report.

E.2.2 MINIMUM CAPITAL REQUIREMENT (MCR)

The group’s MCR as at 31 December 2018 was £2,236m (2017: £2,147m) as shown in the Own
Funds QRT S.23.01.22 in Annex 1 of this report.

In accordance with Solvency Directive Article 230(2), the Minimum Capital Requirement for the group
is the sum of the Minimum Capital Requirements for subsidiaries consolidated under Method 1
(accounting consolidation based method). Banner Life and William Penn are aggregated for group
solvency purposes under Method 2 (deduction and aggregation) and have been excluded from the
above MCR.

The change in the amount of the MCR over the year is not material.

* The Internal Model and Solvency Capital Requirement are not subject to audit.
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E.3 USE OF THE DURATION-BASED EQUITY RISK SUB-MODULE IN
THE CALCULATION OF THE SOLVENCY CAPITAL REQUIREMENT

The duration based equity risk sub module is not used in the calculation of the group’s Solvency
Capital Requirement.

E.4 DIFFERENCES BETWEEN THE STANDARD FORMULA AND ANY
INTERNAL MODEL USED

E.4.1 INTERNAL MODEL

The group uses a group-wide partial internal model (referred to as the Internal Model), as approved
by the Prudential Regulation Authority (PRA). The Internal Model is used to calculate the capital
requirements for the group. The following sections describe various aspects of the Internal Model.

E.4.1.1 USE OF THE INTERNAL MODEL

The Internal Model is a key tool within the Risk Management framework. It plays a central role in the
measurement of risks, as the Internal Model translates identified risk exposures into risk-based capital
requirements. The Internal Model models the material and quantifiable risks that are identified as part
of the group’s risk identification and review process.

The Internal Model’s primary calculation engine, Algorithmics (Algo), has been designed to generate
output at the level at which it will be used, i.e. at both a divisional and entity level, and by risk sub-
category. This is important in ensuring its use and also helps to improve understanding and decision-
making.

In addition to being the Internal Model’s calculation engine, Algo is also employed by the group for
operational asset liability management purposes.

Output from the Internal Model is used to formulate risk tolerances for the following group level risk
appetite statements which are reviewed annually:

e The measure of return on risk-based capital;

e The appropriate additional capital resources to be held over the minimum regulatory capital
requirements; and

¢ Management of volatility of earnings.

Output from the Internal Model is essential for effectively monitoring risk exposures across the group.
Effective management information (MI) informs and supports the decision-making, oversight and risk
assessment responsibilities of the group’s risk and capital management committees.

The group level approach also serves as a model for the Ml required for lower-level (i.e. divisional,
entity and business unit) committees.

In an Internal Model context, risk and capital Ml assists the group to monitor risk exposures in relation
to appetite and limits.
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E.4.1.2 SCOPE OF THE INTERNAL MODEL

We have chosen to adopt an Internal Model approach to calculate the Solvency Capital Requirement
(SCR) for material insurance companies in the group. The Internal Model covers all of the group’s
material and quantifiable risk exposures, which are identified as falling into the following categories:

e |nsurance;

e Market;
e Counterparty credit;
e Liquidity;

e Operational; and
e  Group diversification.

The following subsidiaries are within the scope of the group’s partial internal model and are ‘major

business units’:
Firms regulated on a solo basis

Entity

Model type

Description

Legal and General Assurance
Society Limited (LGAS)

Legal & General Insurance Limited
(LGIL)

Legal & General Assurance
(Pensions Management) Limited
(PMC)

Partial Internal Model
(The model includes

business on a Standard
Formula basis)

Internal Model

Internal Model

LGAS is a European
economic area (EEA)
composite insurer. LGAS
currently operates primarily
as a life and pensions
business in the UK.

LGIL is an EEA general
insurer. A wholly owned
subsidiary of LGAS, LGIL
operates as a stand-alone
business unit.

PMC is an EEA long-term
insurer. PMC provides unit-
linked pension policies and
segregated investment
management services
primarily to occupational
pension scheme trustees.
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Other firms included in the group SCR

Entity

Model type

Description

Legal & General Group Plc

Legal & General Reinsurance Ltd
(LG Re)

Banner Life Insurance Company

William Penn Life Insurance
Company of New York

Legal & General Finance Plc

Internal Model

Internal Model

Included in the model using
the deduction and
aggregation method based
on the local statutory
requirements

Internal Model

The group level insurance
holding company.

LG Re is a non-EEA
reinsurer that started writing
business during 2014,
initially accepting primarily
annuity related risks.

Banner and William Penn
sell primarily individual
protection policies in the US
and are subsidiaries of the
non-EEA holding company
Legal & General America
Inc.

Legal & General Finance is
an ancillary firm whose
principal activity is to
provide funding to other
Legal & General insured
entities.

In line with the regulations Legal & General Finance Plc has been classified as a ‘major business
unit’. As an 'ancillary services undertaking' as defined in the Solvency Il Delegated Regulation
(January 2015), its activities are highly integrated with other insurance entities within the group.

The PRA has approved the use of the Deduction and Aggregation method to include the Legal &
General America firms in the group Solvency Capital Requirements (SCR) until 1 January 2021.

The group’s overall (SCR) includes the following elements. The percentages shown are as at 31

December:

2018 2017
SCR for Internal Model firms 86.3% 88.0%
SCR for Group Pension Scheme 3.6% 1.8%
With-profits fund standalone position 6.1% 7.0%
SCR for Standard Formula firms 0.0% 0.0%
SCR for D&A Firms (Legal & General America) 3.2% 2.4%
Capital requirement for financial firms 0.8% 0.8%
Total Group SCR 100.0% 100.0%

Our Internal Model is integrated into our risk management and governance systems. The material
risks identified through the risk framework are also those covered by the Internal Model and vice
versa. Actual risk exposures relative to Internal Model derived risk limits are monitored and reported.

The output of the Internal Model is used:

e to measure and rank the relative profile of the group’s core risk exposures;

e in determining the group’s strategies, risk limits and tolerances for managing different types of
risk exposure relative to risk appetite;

e in the own risk and solvency assessment (ORSA) for the group and for relevant solo firms;

e as a key factor in decisions such as those covering capital allocations, product pricing and

asset class selection; and

e inthe assessment of significant transactions.
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The Board is assured of the adequacy and effectiveness of the integration and use of the Internal
Model through regular reporting to the Group Risk Committee, both as part of the formal management
information received by the Committee and through briefings on the operation and development of the
Internal Model.

The group Internal Model SCR is calculated using a simple addition of the SCRs relating to separate
categories of the group’s entities.

The group uses the alternative aggregation Method 1 defined in the Solvency Il Delegated
Regulations for aggregation of the Internal Model SCR. The Legal & General America major business
units are then aggregated for group solvency purposes under Method 2 (deduction and aggregation).
Method 1 involves simple addition of various sources of SCR without allowing for diversification
between them (but allowing for full diversification within each of the Internal Model and Standard
Formula (SF) SCRs). The sources of SCR are as follows:

e Group Internal Model SCR, with full diversification between Internal Model firms (apart from
any ring-fencing restrictions);

e SF SCR for SF firms, with full diversification between SF firms (this is now de minimis);

e SCR for undertakings included via the deductions and aggregation method;

e Proxy capital requirement for each financial firm individually, without diversification between
them; and

e The value of reinsurance internal to the group is eliminated at the group level.

Our approach also includes the addition of required capital for pension schemes allowing for some
diversification within the Internal Model assessment.

E.4.1.3 METHODS USED IN THE INTERNAL MODEL

The calculation approach used generates 500,000 simulations of ‘risk drivers’ such as equity returns
and interest rates. The simulations are constructed in such a way that each risk driver follows a
predefined distribution and that the relationship between any two risk drivers follows a predefined
correlation assumption. The simulations can be looked at as a sample generated from a
multidimensional distribution. This distribution is sometimes referred to as a ‘marginal distribution’.

The multidimensional distribution is built from the risk driver distributions, correlation assumptions and
a t-copula function which represents the dependency structure between the risks.

Each scenario is fed into an asset valuation module, which is capable of revaluing the Company’s
assets for each of these scenarios. The output is the total asset value under each scenario. This
module covers the vast majority of the relevant assets.

Similarly, the scenarios are fed into a liability valuation module (and for certain situations the results
from the asset valuation are also fed into the liability valuation module). Due to run time constraints,
the liability valuation module is a simplified model (referred to as a ‘proxy model’).

The results of the liability valuation and the asset valuation module are combined for each scenario to
give the resulting net asset position and the change in net asset value compared to the starting
position. These results cover existing business, as well as the new business expected to be written
over the following 12 months.

The risk measure used for the purpose of the Internal Model is a ‘value-at-risk’ measure (VaR); the
VaR is defined as the estimated loss for a given probability over a one-year period.
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By ordering the results (i.e. changes in net assets) the empirical aggregated loss distribution can be
constructed. If the number of simulations is too small then the estimate of the percentile can be
volatile and methods (such as smoothing) are required to stabilise results.

Whilst capital calculations are based upon a one-year VaR approach, the stresses applied in Algo are
effectively carried out assuming that the event occurs exactly at the valuation date. An adjustment is
made to allow for the investment return (using pre and post stress risk-free rates) that would be
earned over the year on the eligible Own Funds (EOF). For prudence it is assumed that the assets
earn a risk free rate of return from the balance sheet date. At the point of the SCR event the EOFs will
reduce by the size of the SCR and will then only yield a return at the post stress risk free rate. The 1-
in-200 event could occur at any point over the year; however, to simplify the calculation of the
adjustment, only month-ends are considered.

A simple average of the possible returns (each relating to the event occurring at the end of a different
month) gives the expected return, on the assumption that the probability of the event occurring is
uniformly distributed across the year.

E.4.2 THE RISK MEASURE AND TIME PERIOD USED IN THE INTERNAL
MODEL

In line with Article 101 of the Solvency Il Directive the Internal Model SCR is the 1-in-200 value-at-risk
(VaR) of Own Funds over a one-year period.

E.4.3 MAIN DIFFERENCES AGAINST THE STANDARD FORMULA APPROACH

As described above, the Internal Model calibration standard is the same as for the standard formula.
However, the detailed calculations differ in their sophistication and the extent to which they have been
tailored to the group’s own risk profile. As part of the review of the Internal Model an annual exercise
is carried out to assess the group Standard Formula result.

Standard Formula is not the group’s regulatory basis. The production of a group Standard Formula
result is not carried out as part of the year end valuation cycle, and has been carried out on a
proportionate basis and is not subject to the level of rigour as the Internal Model result validation.

The most significant (pre-diversification between risks) differences are as follows:

e Standard Formula has no inflation risk capital requirement, whereas the Internal Model has a
non-zero amount;

e The capital requirement arising from spread risk (net of matching premium) is significantly
higher (pre-diversification) for the Standard Formula than for the Internal Model, primarily due
to the treatment of Special Purpose Vehicles (SPVs). Aside from this, the Internal Model
calibration is significantly stronger than the Standard Formula, but there is an offsetting
impact from lower than 100% correlation between the various Internal Model spread risk
drivers. Also, differing treatments for asset types will influence the relative strength;

e Longevity risk capital requirement is lower (pre-diversification between risks) for Standard
Formula than for Internal Model primarily because the Internal Model calibration (which
targets base mortality as well as trend) is somewhat stronger than the Standard Formula;

e Lapse risk capital requirement is higher (pre-diversification between risks) for Standard
Formula than for Internal Model, primarily because the Internal Model mass lapse calibrations
for several products are lower than the Standard Formula;

e Operational risk capital requirement is lower (pre-diversification between risks) for Standard
Formula than for Internal Model, primarily due to stronger calibrations in the Internal Model.
However, Operational Risk does not diversify against other risks in the Standard Formula
whereas it does within the Internal Model;
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e Equity risk capital requirement is higher (pre-diversification between risks) for Standard
Formula than Internal Model primarily due to different classifications of certain assets
between the two bases;

e Property risk capital requirement is lower (pre-diversification between risks) for Standard
Formula than Internal Model primarily due to different classifications of certain assets
between the two bases;

e Loss absorbing capacity of deferred taxes (LACoDT) is lower for Standard Formula as there
are less available profits on the Standard Formula to support simulated losses, primarily due
to lower TMTP which is in turn due to the risk margin being lower on a Standard Formula
basis;

e Mortality risk capital requirement is higher (pre-diversification between risks) for Standard
Formula than for Internal Model, primarily because the Internal Model calibration is lower than
the Standard Formula;

e Standard Formula has no non-market risk capital requirement on the group’s defined benefit
pension schemes, whereas the Internal Model has a non-zero amount;

e The Internal Model uses a copula approach to aggregate the components rather than the
matrix multiplication specified in the Standard Formula. This enables the Internal Model to
more accurately allow for interactions between risks and non-normal risk distribution shapes
and results in different diversification benefit under the Internal Model; and

e The Internal Model also allows for diversification between the business inside and outside the
Matching Adjustment portfolio upon aggregation, whereas the Standard Formula does not.

E.4.4 INTERNAL MODEL DATA

In order to calculate our Solvency Capital Requirement our Internal Model is provided with data about
our assets, liabilities and the risks associated with each of these. The majority of assets are modelled
on an individual asset terms and conditions basis, providing readily validated valuations and granular
modelling of how assets respond under different scenarios. Insurance liabilities are provided by our
proven process for the calculation of best estimate liabilities; the same process provides figures for
our IFRS reporting and calculation of technical provisions.

In order to assess the risks associated with our assets and liabilities a wide range of economic,
market and insurance data and operational risk experience is used. Internal and external historical
and experience data are used to project possible future scenarios, and external forecasts are used for
example in life longevity, causes of death, epidemic risks and event catastrophe risks.

Data are used to assess:

o the likelihood and scale of individual risks; and
¢ how these risks are correlated, i.e. the extent to which a change in one risk is likely to
coincide with a change in another risk.

Our Solvency Il data governance framework has been designed to instil best practice in managing
data risk and in improving data quality to add robustness to model processes and outputs. The
Solvency Il Data Management Policy sets out the group’s requirements for managing data risk on
data used to develop, populate, operate and validate the Internal Model. The data management
control framework provides the conditions for business areas to ensure that all Internal Model data
are recorded and that associated data risks and quality are managed effectively. The framework
includes regular assessments of data quality and controls effectiveness.

The appropriateness of all internal and external data is considered and justified by the experts in each
area of risk, and these justifications are independently validated.
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E.5 NON-COMPLIANCE WITH THE MINIMUM CAPITAL REQUIREMENT
AND NON-COMPLIANCE WITH THE SOLVENCY CAPITAL
REQUIREMENT

There have been no instances of non-compliance with either the MCR or SCR for any of Legal &
General Solvency Il entities over the reporting period.

E.6 ANY OTHER INFORMATION

Mature Savings

On 6 December 2017 the group announced the sale of the Mature Savings business to Swiss Re
Limited. Swiss Re assumed the economic exposure of the business from 1 January 2018 via a risk
transfer agreement (RTA). The impact of the risk transfer agreement has been reflected in the 2018
Own Funds and SCR.

Dividend

As at 6 March 2019 the group declared a final dividend of £704m (2017: £658m) to be paid on 6
June 2019. The impact of this dividend payment as at 31 December 2018 would have been to reduce
the regulatory solvency coverage ratio by 8% (2017: 8%).
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ANNEX 1 — QUANTITATIVE REPORTING TEMPLATES (QRT)

LEGAL & GENERAL GROUP - SOLVENCY AND FINANCIAL CONDITION REPORT 31 DECEMBER 2018

RO010
R0020
R0O030
R0O040
RO050
RO060
R0070
R0O080
R0O090
RO100
RO110
R0O120
R0O130
RO140
RO150
R0O160
R0O170
R0O180
RO190
R0200
R0210
R0220
R0230
R0240
R0250
R0260
R0270
R0280
R0290
R0O300
R0O310
R0320
R0330
R0340
R0O350
R0O360
R0370
R0O380
R0O390
R0400
RO410
R0420
RO500

87

Values are shown in £'000
S.02.01.02
Balance sheet

Assets
Goodwill
Deferred acquisition costs
Intangible assets
Deferred tax assets
Pension benefit surplus
Property, plant & equipment held for own use
Investments (other than assets held for index-linked and unit-linked contracts)
Property (other than for own use)
Holdings in related undertakings, including participations
Equities
Equities - listed
Equities - unlisted
Bonds
Government Bonds
Corporate Bonds
Structured notes
Collateralised securities
Collective Investments Undertakings
Derivatives
Deposits other than cash equivalents
Other investments
Assets held for index-linked and unit-linked contracts
Loans and mortgages
Loans on policies
Loans and mortgages to individuals
Other loans and mortgages
Reinsurance recoverables from:
Non-life and health similar to non-life
Non-life excluding health
Health similar to non-life
Life and health similar to life, excluding index-linked and unit-linked
Health similar to life
Life excluding health and index-linked and unit-linked
Life index-linked and unit-linked
Deposits to cedants
Insurance and intermediaries receivables
Reinsurance receivables
Receivables (trade, not insurance)
Own shares (held directly)
Amounts due in respect of own fund items or initial fund called up but not yet paid in
Cash and cash equivalents
Any other assets, not elsewhere shown
Total assets
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value

C0010

0

1,612

0

13,950

138,186,606

188,164

76,571,380

3,047,768

3,047,650

118

52,752,618

12,196,087

39,454,141

0

1,102,389

1,407,435

3,971,321

247,920

0

253,604,507

4,269,126

79

3,360,048

909,000

568,454

9,321

9,259

62

376,125

75,392

300,732

183,009

752,941

73,994

211,511

3,106,267

0

0

593,216

0

401,382,184
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RO510
R0520
RO530
R0O540
RO550
R0O560
RO570
RO580
R0O590
R0O600
R0610
R0620
R0630
R0O640
R0O650
R0O660
R0670
R0O680
R0O690
RO700
RO710
R0O720
RO730
R0O740
RO750
RO760
R0O770
RO780
RO790
RO800
R0O810
R0820
RO830
R0O840
RO850
R0O860
R0O870
RO880
R0O900

R1000
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Values are shown in £'000
S.02.01.02
Balance sheet

Liabilities
Technical provisions - non-life
Technical provisions - non-life (excluding health)
TP calculated as a whole
Best Estimate
Risk margin
Technical provisions - health (similar to non-life)
TP calculated as a whole
Best Estimate
Risk margin

Technical provisions - life (excluding index-linked and unit-linked)

Technical provisions - health (similar to life)
TP calculated as a whole
Best Estimate
Risk margin

Technical provisions - life (excluding health and index-linked and unit-linked)

TP calculated as a whole
Best Estimate
Risk margin
Technical provisions - index-linked and unit-linked
TP calculated as a whole
Best Estimate
Risk margin
Other technical provisions
Contingent liabilities
Provisions other than technical provisions
Pension benefit obligations
Deposits from reinsurers
Deferred tax liabilities
Derivatives
Debts owed to credit institutions
Financial liabilities other than debts owed to credit institutions
Insurance & intermediaries payables
Reinsurance payables
Payables (trade, not insurance)
Subordinated liabilities
Subordinated liabilities not in BOF
Subordinated liabilities in BOF
Any other liabilities, not elsewhere shown
Total liabilities

Excess of assets over liabilities

Note 1

BELs are shown net of Transitional Measure on Technical Provisions (TMTP) applied.

Solvency Il
value

C0010

202,021

199,523

0

190,801

8,722

2,498

0

2,455

43

63,137,666

433,981

0

432,756

1,225

62,703,685

0

62,455,712

247,973

311,034,614

0

310,970,803

63,811

0

21,635

1,102,149

0

970,051

2,987,096

1,174,835

0

482,156

92,003

3,565,811

3,535,340

0

3,535,340

0

388,305,377

13,076,807

Note 1
Note 2

Note 1
Note 2

Note 1
Note 2

Note 1
Note 2

Note 1
Note 2

The total BELs above sum to £374,053m. The total unadjusted BELs of £374,980m can be seen in Section D.2 on page 61.

Note 2

Risk Margin is shown net of TMTP applied. The total Risk Margin above sums to £322m.
The total unadjusted Risk Margin of £5,516m can be seen in Section D.2 on page 61.

In total, TMTP of £6,121m was applied, and can be seen in section D.2 on page 61 of the report.
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RO110
R0120
RO130
R0140
R0200

R0210
R0220
R0230
R0240
R0300

R0310
R0320
R0330
R0340
R0400

R0410
R0420
RO430
R0440
RO500

RO550

R1200
R1300
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Values are shown in £'000
5.05.01.02

Premiums, claims and expenses by line of business

Non-life

Premiums written

Gross - Direct Business

Gross - Proportional reinsurance accepted
Gross - Non-proportional reinsurance accepted
Reinsurers' share

Net

Premiums earned

Gross - Direct Business

Gross - Proportional reinsurance accepted
Gross - Non-proportional reinsurance accepted
Reinsurers'share

Net

Claims incurred

Gross - Direct Business

Gross - Proportional reinsurance accepted
Gross - Non-proportional reinsurance accepted
Reinsurers' share

Net

Changes in other technical provisions

Gross - Direct Business

Gross - Proportional reinsurance accepted
Gross - Non-proportional reinsurance accepted
Reinsurers'share

Net

Expenses incurred
Other expenses
Total expenses

Line of Business for: non-life i and (direct business and accepted proportional reinsurance) Line of business for: accepted non-proportional reinsurance
Total
) . N Fire and other ) )
) Income Workers' Motor vehicle Marine, aviation . Creditand Marine,
Medical expense 3 i o Other motor damageto | General liability N Legal expenses . Miscellaneous an
insurance Frotectmn COT“PEHSMIOH _|lﬂblllty insurance arfd transport property Insurance s_uretyshlp insurance Assistance financial loss Health Casualty aviation, Property
insurance . insurance transport
€0010 €0020 €0030 €0040 €0050 €0060 €0070 €0080 €0090 €0100 €0110 €0120 €0130 €0140 €0150 €0160 €0200
0| 6,221 0| 0| Y 0| 360,916, 9,665 o 0] 0 33,082 409,884
0 0 0| Y 0] 0 0 0| Y 0] 0 0 0|
0| 0| 0f 0 0
0 224 0| 0| 0] 0 16,234 392, 0f 0] 0 335 0| 0| 0f 0 17,185
0 5,997] 0| 0] 0] 0 344,682 9,273 0f 0] 0 32,747, 0| 0| 0f 0 392,699
0 6,390} 0| 0| 0] 0 345,136 9,182] 0f 0] 0 28,831 389,539
0 0 0| 0| [y 0 0| 0| 0f 0] 0 0 0
0| 0| 0f 0 0
0 225 0| Y [y 0 14,516 423 o 0] 0 335 0| 0| of 0 15,499
0) 6,165 0| 0] 0] 0) 330,620 8,759 0f 0] 0) 28,496 0| 0] 0f 0) 374,040|
0 3,552 0| 17| 0] -101] 208,223, 1,915 of 0] 0 16,273 229,879
0 0 0| 0| 0] 0 0 0| 0f 0] 0 0 0
0 0| 0f 0 0
0 56 0| 0| 0] 0 1,232 434] 0f 0] 0 40, 0| 0| 0f 0 1,762
0 3,496 0 17| 0 -101] 206,991 1,481 0 0 0 16,233 0| 0 0 0 228,118
0 0 0| 0| [y 0 0| 0| 0f 0] 0 0 0
0 0 0| 0| [y 0 0| 0| 0f [y 0 0 0
0| 0| of 0 0
0| 0 0| Y Y 0| 0| 0| o Y 0 0 0| 0| of 0 0
0) 0) 0| 0] 0 0) 0) 0| 0f 0] 0) 0) 0| 0| 0f 0) Y
0 3,460 0| 0] 0] 10 167,230 3,043] 0f 0] 0 13,006 0| 0| 0f 0 186,749
0
186,749)
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Values are shown in £'000
$.05.01.02
Premiums, claims and expenses by line of business

Life

Premiums written
Gross
Reinsurers'share
Net

Premiums earned
Gross
Reinsurers'share
Net

Claims incurred
Gross
Reinsurers'share
Net

Changes in other technical provisions
Gross
Reinsurers'share
Net

Expenses incurred
Other expenses
Total expenses

Line of Business for: life insurance obligations Life reinsurance obligations
Annuities
Annuities stemming from
stemming from non-life insurance Total
Health Insurance with Index.-hrjked and Other life non-life insurance contra'cts and Health Life
. . L unit-linked ) contracts and relating to . .
insurance profit participation . insurance . . reinsurance reinsurance
insurance relating to health insurance
insurance obligations other
obligations than health
insurance
C0210 C0220 C0230 C0240 C0250 C0260 C0270 C0280 C0300

126,923 27,246, 39,492,535 12,095,747 0| 632,203 0| 5,999,661 58,374,315
29,829 1,069 3,406 2,195,664 0 22,906 0 0| 2,252,874
97,094 26,177 39,489,129 9,900,083 0 609,297 0 5,999,661 56,121,441
126,923 27,246, 0| 11,976,601 0| 632,203 0| 132,476 12,895,449|
29,829 1,069 0| 2,195,664 0| 22,906 0| 0 2,249, 468|
97,094 26,177, 0| 9,780,937 0| 609,297 0| 132,476 10,645, 981|
90,827, 643,438 53,576,874 5,139,967, 0 104,662 0 5,074,199 64,629,967
16,811 680 125,961 1,817,073 0| 0 0| 0 1,960,525
74,016 642,758 53,450,913 3,322,894 0 104,662 0 5,074,199 62,669,442
8,174 -1,347,471 -11,834,986 2,485,569 0| 500,670 0| 19,282 -10,168,762
25,846 -1,008 38,623 -734,136 0 24,754 0 0 -645,921
-17,672 -1,346,463 -11,873,609 3,219,705 0| 475,916 0| 19,282 -9,522,841
29,382 20,751 218,244, 831,967 0| 15,193 0| 11,697 1,127,234
1,858,592
2,985,826
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Values are shown in £'000
S.22.01.22
Impact of long term guarantees measures and transitionals

Technical provisions

Basic own funds

Eligible own funds to meet Solvency Capital Requirement
Solvency Capital Requirement

Note

Amount with Long Impact of Impact of
Impact of Impact of . )
Term Guarantee .. .. volatility matching
transitional on transitional on . A
measures and ) . A adjustment adjustment
. technical provisions interest rate
transitionals set to zero set to zero
C0010 C0030 C0050 C0070 C0090
374,374,302 6,121,717 0 0 9,617,058
15,607,297 -4,182,122 0 0 -8,143,814
16,447,784 -5,186,972 0 0 -11,679,153
8,680,560 835,954 0 0 10,563,106

The information disclosed in this template is as defined in Annex | of Commission Implementing Regulation (EU) 2015/2542, and is at 31 December 2018.
Values in this table alone do not provide sufficient information to gain fair and transparent understanding of the company’s solvency position.

Additional information on the Transitional Measure on Technical Provisions and Matching Adjustment can be found in Section D.2 of the report.
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R0010
R0020
R0030
R0040
R0050
R0060
R0070
R0080
R0090
R0100
RO110
R0120
R0130
R0140
R0150
R0160
R0170
R0180
R0190
R0200
R0210

R0220

R0230
R0240
R0250
R0260
R0270
R0280

R0290

R0300
R0310
R0320
R0330
R0340
R0350
R0360
R0370
RO380
R0390
R0400
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Values are shown in £'000

§.23.01.22

Own Funds

Basic own funds before deduction for participations in other financial sector

Ordinary share capital (gross of own shares)
Non-available called but not paid in ordinary share capital at group level
Share premium account related to ordinary share capital
Initial funds, members' contributions or the equivalent basic own-fund item for mutual and mutual-type undertakings
Subordinated mutual member accounts
Non-available subordinated mutual member accounts at group level
Surplus funds
Non-available surplus funds at group level
Preference shares
Non-available preference shares at group level
Share premium account related to preference shares
Non-available share premium account related to preference shares at group level
Reconciliation reserve
Subordinated liabilities
Non-available subordinated liabilities at group level
An amount equal to the value of net deferred tax assets
The amount equal to the value of net deferred tax assets not available at the group level
Otheritems approved by supervisory authority as basic own funds not specified above
Non available own funds related to other own funds items approved by supervisory authority
Minority interests (if not reported as part of a specific own fund item)
Non-available minority interests at group level

Own funds from the financial statements that should not be represented by the reconciliation reserve and do not meet the criteria to be classified as Solvency Il own funds
Own funds from the financial statements that should not be represented by the reconciliation reserve and do not meet the criteria to be classified as Solvency Il own funds

Deductions

Deductions for participations in other financial undertakings, including non-regulated undertakings carrying out financial activities
whereof deducted according to art 228 of the Directive 2009/138/EC

Deductions for participations where there is non-availability of information (Article 229)

Deduction for participations included by using D&A when a combination of methods is used

Total of non-available own fund items

Total deductions

Total basic own funds after deductions

Ancillary own funds

Unpaid and uncalled ordinary share capital callable on demand

Unpaid and uncalled initial funds, members' contributions or the equivalent basic own fund item for mutual and mutual - type undertakings, callable on demand
Unpaid and uncalled preference shares callable on demand

Alegally binding commitment to subscribe and pay for subordinated liabilities on demand

Letters of credit and guarantees under Article 96(2) of the Directive 2009/138/EC

Letters of credit and guarantees other than under Article 96(2) of the Directive 2009/138/EC

Supplementary members calls under first subparagraph of Article 96(3) of the Directive 2009/138/EC
Supplementary members calls - other than under first subparagraph of Article 96(3) of the Directive 2009/138/EC
Non available ancillary own funds at group level

Other ancillary own funds

Total ancillary own funds

Tierl Tier1 . .
Total . | Tier2 Tier3
unrestricted restricted
C0010 0020 C0030 C0040 C0050
149,019, 149,019 0|
0] [y 0|
992,075 992,075 0
0] 0f 0|
0] 0| 0| 0|
0] 0| 0| 0|
393,879 393,879
0] 0f
0] 0| 0| 0|
0] 0] 0] 0]
0] 0| 0| 0|
0] 0| 0| 0|
11,541,833 11,541,833
3,535,340 0] 3,535,340 0]
0] 0| 0| 0|
0] 0|
0] 0]
0 0 0 0 0
0] 0f i) 0| 0|
0] 0f 0| 0| 0|
0] 0] 0] 0] 0]
L
344,614 344,614 0] [4) 0]
0] [y 0] 0|
0] 0] 0] 0] 0]
660,235 660,235, o) 0| 0|
0] 0f i) 0| 0|
1,004,850 1,004,850 0] 0] 0]
15,607,297 12,071,957 o) 3,535,340 0|
0] 0|
0] 0|
0] 0] 0]
0] 0| 0|
0] 0|
0] 0| 0|
0] 0]
0] 0| 0|
0] 0| 0|
0] 0| 0|
0] 0] 0]
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R0450
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R0520
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R0650
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R0680
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RO770
RO780
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Values are shown in £'000

$.23.01.22

Own Funds

Own funds of other financial sectors

Credit institutions, investment firms, financial institutions, alternative investment fund managers, UCITS management companies — total
Institutions for occupational retirement provision

Non regulated entities carrying out financial activities

Total own funds of other financial sectors

Own funds when using the D&A, ly orin ion of hod 1
Own funds aggregated when using the D&A and combination of method
Own funds aggregated when using the D&A and combination of method net of IGT

Total available own funds to meet the consolidated group SCR (excluding own funds from other financial sector and from the undertakings included via D&A )
Total available own funds to meet the minimum consolidated group SCR

Total eligible own funds to meet the consolidated group SCR (excluding own funds from other financial sector and from the undertakings included via D&A )
Total eligible own funds to meet the minimum consolidated group SCR (group)

Minimum consolidated Group SCR

Ratio of Eligible own funds to Minimum Consolidated Group SCR

Total eligible own funds to meet the group SCR (including own funds from other financial sector and from the undertakings included via D&A )
Group SCR

Ratio of Eligible own funds to group SCR including other financial sectors and the undertakings included via D&A

Reconciliation reserve

Excess of assets over liabilities

Own shares (held directly and indirectly)

Foreseeable dividends, distributions and charges

Other basic own fund items

Adjustment for restricted own fund items in respect of matching adjustment portfolios and ring fenced funds
Other non available own funds

Reconciliation reserve

Expected profits

Expected profits included in future premiums (EPIFP) - Life business
Expected profits included in future premiums (EPIFP) - Non- life business
Total Expected profits included in future premiums (EPIFP)

LEGAL AND GENERAL GROUP — SOLVENCY AND FINANCIAL CONDITION REPORT

180,252

180,252

0

0

o

0

0

180,252

180,252

ololo|o

ololo|o

o

660,235]

660,235]

o

660,235

660,235

q

15,607,297

12,071,958

3,535,340

15,607,297

12,071,958

3,535,340

15,607,297

12,071,958

3,535,340)

12,519,108

12,071,958

olololo

447,150

2,235,751

559.95%

16,447,784

12,912,445

0)

3,535,340

0

8,680,560

189.48%

C0060

13,076,807

0

0

1,534,973

0

0

11,541,834

2,341,836

29,189

2,371,025
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Values are shown in £'000

§.25.02.22
Solvency Capital Requirement - for groups using the standard formula and partial internal model
R Calculation of the
Unique number L .
of component Component description Solvenf:y Capital Amount modelled
Requirement
C0010 C0020 C0030 C0070

103001 Interest rate risk (other than pension scheme) 241,182 241,182
104001 Equity risk (other than pension scheme) 1,087,686 1,087,686
106001 Property risk (other than pension scheme) 1,427,479 1,427,479
107001 Spread risk (other than pension scheme) 4,287,586 4,287,586
10800! Concentration risk (other than pension scheme) 0 0
109001 Currency risk (other than pension scheme) 580,095 580,095
11000! Other market risk (other than pension scheme) 898,820 898,820
10300P Interest rate risk (pension scheme) 47,960 47,960
10400P Equity risk (pension scheme) 287,082 287,082
10600P Property risk (pension scheme) 17,943 17,943
10700P Spread risk (pension scheme) 426,169 426,169
10800P Concentration risk (pension scheme) 0 0
10900P Currency risk (pension scheme) 28,704 28,704
11000P Other market risk (pension scheme) 122,253 122,253
199001 Diversification within market risk (including pension scheme) -2,153,863 -2,153,863(Note 1
201001 Type 1 counterparty risk 332,105 332,105
202001 Type 2 counterparty risk 2,895 2,895
299001 Diversification within counterparty risk -3,180) -3,180[Note 1
301001 Mortality risk 486,269 486,269
302001 Longevity risk (other than pension scheme) 5,665,904 5,665,904
30200P Longevity risk (pension scheme) 317,848 317,848
30400! Mass lapse 232,018 232,018
305001 Other lapse risk 374,149 374,149
30600! Expense risk 447,986 447,986
308001 Life catastrophe risk 858,378 858,378
309001 Other life underwriting risk 121,950 121,950
399001 Diversification within life underwriting risk -2,414,856| -2,414,856(Note 1
416001 Other health underwriting risk 82,329 82,329
501001 Premium risk 0 0
502001 Reserve risk 0 0
501501 Premium risk if premium risk covers premium provision and business planned to be written in coming 12 months co 182,885 182,885
502101 Reserving risk if claims provision and premium provision combined 26,543 26,543
503001 Non-life catastrophe risk 430,494 430,494
599001 Diversification within non-life underwriting risk -151,870 -151,870|Note 1
701001 Operational risk 1,071,597 1,071,597
801001 Other risks 73,440 73,440
802001 Loss-absorbing capacity of technical provisions 0| 0|
803001 Loss-absorbing capacity of deferred tax -1,415,233 -1,415,233
804001 Other adjustments -121,688 -121,688
G ion of Sol! y Capital Requi C0100
Total undiversified components 13,899,058|Sum of components above
Diversification -5,495,660|Note 2
Capital requirement for business operated in accordance with Art. 4 of Directive 2003/41/EC 0

I y capital requi luding capital add-on 8,403,398
Capital add-ons already set 0
Solvency capital requirement for undertakings under consolidated method 8,403,398|Total plus diversification

Other information on SCR

Bmount/estimate of the overall loss-absorbing capacity of technical provisions
Amount/estimate of the overall loss-absorbing capacity of deferred taxes

Capital requirement for duration-based equity risk sub-module

Total amount of Notional Solvency Capital Requirements for remaining part

Total amount of Notional Solvency Capital Requirement for ring fenced funds

Total amount of Notional Solvency Capital Requirement for matching adjustment portfolios
Diversification effects due to RFF nSCR aggregation for article 304

Minimum consolidated group solvency capital requirement

Information on other entities

Capital requirement for other financial sectors (Non-insurance capital requirements)
Credit institutions, investment firms and financial institutions, alternative investment funds
Institutions for occupational retirement provisions
Capital requirement for non- regulated entities carrying out financial activities

Capital requirement for non-controlled participation requirements

Capital requirement for residual undertakings

Overall SCR

SCR for undertakings included via D and A
Solvency capital requirement

Note 1

s, UCITS comp

These items represent diversification within individual risk categories. The total diversification within categories is £4,724m.

Note 2

The item represents diversification between risk categories. The total diversification within and between risks categories is £10,219m

1,173,326

-1,415,233

0

3,678,676

532,279

6,038,507

0

2,235,751

73,440

73,440

ololo

277,162
8,680,560
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5320022

Undertakings in the scope of the group

Criteria of influence

Inclusion in the scope of Group

Group solvency calculation

apeniion
-
Country | Idencaton code of e ndertaking W"T:'ozz:":"'e Lega Name o the underaking Ty o undetaing tegaform (mcmf‘“./;' Somrsory utrty et | IO | | oter | teveor | egtorgrons vesmo sectont | Methotused s ndermethd
gl ievaton wted

o specticcote[103Wardoursweet el et Company ied oter umtedbyshres | Nowmutal wncord 1wood 1wood o— 100n] nctudedin e sape Method - Adusted sty method
G [rmonsaquniosseatcosan Speticeode|recessoovlopment GenraParierUrted oer [T e~ oo oo oo S— n00n] nctudedin e sape [P ———
P ———— & [peramsumies oer [T [— o] 0o oo JS— 1090 intuded e s PR ——
- [ES——— [P — O O S — o] moos moos Jo— [y [ — Method 2 ol les
e — Soeciccads[tihopsgate Lang Torm raperty imited Painrai ower [T [— o] o] o] — R [ER—
w [E— oer itedbyshres | Nowmutal 1o woos woos o— 10900 inctuded e scone Method - Adusted sty metod
o specticeote[somer cansevcion ited oner itedbyshres | Nowmatal 1o woos woos o— 00n] nctudedin e sare Method - Adusted sty method
P — Speticeode[samr beelopments uited oer umtedystares | Mo oo oo oo S— an00n] nctudedin e sape [P ———
- — aer [ETTR [— o] oo 1ncos Jo— [y [ P— [ER——
- - oer artedbyshres | Nowmutal o] o] mcos Jo— 10900 inctuded e scone [ER——
g e———— Spectcends[pomner tomes Conl rited oer [T [— o woos oos o— 10900 intuded e scone [ER—
o ower iitedbyshres | Nowmutal 1o woos woos o— 1090 inctuded e scone Method - Adusted sty method
- Speticcode_[someromes imied ower [T pr— oo woos woos comina n00n] nctudedin e sape [P ———
- o omes widtonds e ouer [T [— o] oo 0o Jo— 1090 Inctuded e o PR ——
- Soutemmited oer [T [— o] o] oo Jo— [ [T P— [ER——
g ———— Spectcends[pomner omes Vertures rited ower imtedbyshres | Nowmutal o] o] oo Jo— R [ — [ER——
g F—— Speticeote[pomervansgement umied ower imtedbyshres | Nowmutual o woos wcos o— 10900 intuded e scone Method - Adusted sty metod
o Spectcends[oThcore Uit oner iitedbyshres | Nowmatal o woos woos S— n00n] nctudedin e sape Method - Adusted sty method
G [rmonsaquniomeaicosso Speticeode [sucters ok Estte Nanogement Campany Uriied oner umtedystares | Nonmua oo oos oo - 1n00n] nctudedin e sape [P ——
- ousces merpnsesured oer O L S ———— - oo oo Jo— [y [P — [PS—
- — oer [T [— 2] o] o0 — 500 induded e seove [ER———
g ———— Spectcends|cansumtes oer irmtedbyshares | Nowmutual o oos oos o— 1090 intuded e scone [ER——
o y——— ower imitedbyshres | Nowmutul 1o woos woos o— 1090 inctuded e scone Method - Adusted sty method
o frmormsruncorsor B [ounsumies oner umtedysrares | Nonmua woos woos woos o— 1n00n] nctudedin e sape Method - Adusted sty method
) [e—— @ |oucowimies oer imtedbystares | Mo oo oo oo cominat n00n] nctudedin e sape [P ———
- o umites oer [T [— o] o] - Jo— [ [T P— [ER——
) ————— Spectcends|caLAHomes rited oer [T [— o] o] oo Jo— Ry [— [ER——
GB 213800JH9QQWHLO99821GB05410 Specificcode  [CALA Homes (East) Limited Other Limited by shares Non-mutual 100.00%| 100.00%) 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
GB Specific code [CALA Homes (Chiltern) Limited Other Limited by shares Non-mutual 100.00% | 100.00%) 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
GB 213800/H9QQWHLO99821GB05430 Specificcode  |CALA Homes (Midlands) Limited Other Limited by shares. Non-mutual 100.00%| 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
8 LA Homes (North) Limited Other Limited by shares | Non-mutual 100.00%] 100.00% 100.00% Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
- caLs ermes (orth ome Counis e oer U — o] o] o] Jo— [ [P — [ER——
GB 213800JH9QQWHLO99821GBO5460 Specificcode  [CALA Homes (Scotland) Limited Other Limited by shares Non-mutual 100.00%| 100.00%)| 100.00%)| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
w oan i Home Counies it ower itedbyshres | Nowmutal 1o woos woos o— 1090 intuded e scone Method - Adusted sty meihod
o Spectcends|CALA Homes (Souher) Uited oner umitedbyshres | Nowmatal 1o woos woos o— 1n00n] nctudedin e sape Method - Adusted sty method
P —— speticeote|chuAHomes (Thames ied oer umtedystares | Mo oo oo oo - 1n00n] nctudedin e sape [P ———
- can s cuer [T [— o] o] moos Jo— [y [ P— [ER——
GB CALA Homes (Yorkshire) Limited Other Limited by shares Non-mutual 100.00%| 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
GB 213800JH9QQWHLO99821GB05520 Specificcode  [CALA Land Investments (Bearsden) Limited Other Limited by shares Non-mutual 100.00% | 100.00%) 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
o catn o vesmens e ower ety srres | Nowran 1o 1o 1o o— 10900 inctuded e scone Method - Adusted sty method
G [rmonsaquniosseatcossio Spectcends|cAA mited oer [T r— oo oo oo comina 1n00n] nctudedin e sape [P ———
w . umied oer [T [— o] oo 0o Jo— 1090 Intuded e o PR ——
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Undertakings in the scope of the group

Inclusion in the scope of Group

Group solvency calculation

sepersiian
Type of code of the Categor % used for the
Country | 1demtification code ofthe underaking "'m.::;:" ’ Logat Name oftheundertking Typeofunderiaking Legatform m:.':‘.:zll}m Superisay Authoriy capiashare | IOl | o ngrigns | Ser | Levelof | usedforgroup vesio Mt usd and nder method
scounts ctaion wited

@ Jrsonsaqwnossericaosseo Speciiccode|CALA Proportie (olanga) it other mited by shres | Now-muraa o000 10000 o000 f— 10000%] includedin hescone Vethod 1 Adused ety method
R — Speciccode_|cALA properties By Uit oter imited by shres | Nowmran o000 10000 o000 f— 10000%| includedin he scone Vetho 5 Adused ety method
R — Speciccode_|CALAVertures irited otner Umited oy shres | Nowmtan 1000 10000 1000 — 100004| inctudedin he scone Vethor 5 Adused ety method
G [somsaawmommicaossso e —— oter Uited oy shres | Nowrmtaa 20004 2000 0004 Sgitcns 20008] Inctudea e scope Vetho 1 Adusted equity methad
- Spociccote_|core Secured mited oer mitedbyshres | Nowmraa 10000 10000 10000 - 10000%| inctudedin hascone Vetho 1 Adsted ety method
B — Speciiccode _|chineham Generl Parinr mited otner imited by shres | Nowmran o000 10000 o000 f— 10000%| includedin he scone Vetho 1 Adused ety method
R — Speciccode_|chineham shopping Centre Uit parner otner Umited by shres | Nowmatan o000 10000 1000 p— 100004| includedin he scone Vethod 5 Adused ety method
@ [snmsaawsommicuosio Soeciccode |Gty & Urban Dovelopments imited oer Uited by shres | Nowmtaa 100004 10000 100004 p— 100004| includein the scone Vetho 5 Adused ety methad
@ [msomsaqwmosmsaicosiso Soeciccode_[cevervoverUmited oer Uit by shores | Noremutual_[Fnancial Conduct Authorty 1000 w0000 1000 P— 10000%] incluctin hescope Vethod 5 Adusted equity methas
@ |msonsaqwnosmericaosio Specticcode _[clngShopping Cente Umited Partersp oter imitd by shres | Nowmran o000 0000 o000 f— 10000%| includedin he scone Vethod 1 Adsed ety method
R Sneciccode|Fre Bt BermucaRensurance ompany I Lirited Rensuranceunderiaking it by shres | Nommutual[sermust Vonetry Authorit o000 w0000 o000 f— 100004| includedin he scone Method 2 Lol rles

v [rmsorsaqumomsusias Sveciccode _|Fst Bt Vermont Reimsrance Cormpary I Rensurancs underaking Umieabyshares | Nowmutua_|uerment epamentof Fiancil 10004 10000 10004 p—— 100004| includedin he scone Method 3 Lol rles

v [rmssomsaawosseusoinao Soeciccode_[Giobal ndex Adusors nc Creditinstiution, investmentfm and francalinstiution | Urited by shares | Non-mutual U, Securites and xchange Commission| 10000 100000 10000 P—— 10000%] includectin he scone Wethod 1 Sectora s

& [psonscauiossuesson Speciccode_[Gracechurch Property timied oer it by shres | Nowmuraa o000 10000 o000 f— 10000%| includedin hescone Vethod 1 Adsted ety method
@ [msonsaqwnomericuosiso Speciccode[engien ez rna oter imited by shres | Nowmuran o w507 a0 J— 35404 inctudedin e scome Vetho 1 Adused ety method
R — Sveciccode _[Gresham StreetGeneral Patner imited otner Umited oy shres | Nowmatan 1000 100004 10000 — 100004| includedin he scone Vetho 1 Adused ety method
@ [Jrsnmsaawsommicosso Soeciccode_[Gresham Sveet imited Prtnrsi oer Uited oy shres | Nowmataa 100004 10000 100004 p— 100004] includein he scone Vethod 5. Adused equity methad
T — Speciccote[Guldtving tmited oner Umited by shres | Nowmaraa w500 w000 w500 Saritcant 4500 ncuded n e scope Vethod 1 Adsted ety method
@ [msonsaqwnosmericuossio Speciccode | ndusial ProperyIvestmentFund oter imitd by shres | Nowmuran o000 10000 o000 f— 10000%| includedin hescone Vethod 1 Adused ety method
B —— Speciccode_|Imestment biscouns OnLine Lrited Creditinsiuion investmentfmand franca instiaion | Umited by shares | Normutual [Fimanil Conduct v o000 10000 o000 p— 100004| includedin he scone [ ——

@ [Jsnmsaawsommicesrico P ——— otner Uit by shres | Nowmataa 100004 1000 10004 p— 100004| includein the scone Vethod 5. Adused ety methad
@ [msomsaqwmossaicossio Sciiccode | atchmore Park Nomines o1 Urited oer Uit by shres | Nor-mtaa 10000 100000 1000 P— 10000%] incluctin he scone Vethod 5 Adusted equity methas
v [rmseonsaauiiosssiussciso Speciccode | egal & Goneral Amercanc. e G compony 0T TGS ZE T | ety shares | Nomomutin o000 10000 o000 f— 10000%| includedin hescone ethod 1 Full consalidaion
GB 213800JH9QQWHLO99821GB37150 Specificcode  |Legal & General Affordable Homes (Development) Limited Other Limited by shares Non-mutual 100.00% 100.00%)| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
GB 213800JH9QQWHLO99821GB37160 Specificcode  [Legal & General Affordable Homes (Operations) Limited Other Limited by shares Non-mutual 100.00% 100.00%) 100.00%| Dominant 100.00%|  Included in the scope Method 1: Adjusted equity method
@ [somsaqwmommicenin Soeciccode | egal 8 Gonerl Afardale Homes it oter Uit oy shares | Nor-mutaa 100004 100000 10000 P— 100004| includectin he scone Vethod 5. Adusted equity methas
T r— Speciccote | egal 8 GoneralCattal nvestments United oer it byshres | Nowmraa 10000 10000 10000 f— 10000%| inctudedin hescone Vethod 1 Adused ety method
B — Speciccode | egel & GeneralCosec imited oter imited by shres | Nowmrun o000 10000 o000 f— 10000%| includedin he scone Vetho 1 Adused ety method
B — Speciccode | egal 8 Generl Distrbution Services rited Aoy srvces undraing o GeTed i AT T30 | ey srres | Nommutul [ condctAronty 1000 100004 1000 p— 100004| includedin he scone ethod 5 Full consaidation
@ [rsmmsaqwsommicionoo Soeciccode |t Iestments rited otner Uited oy shres | Nowmtaa 100004 10000 100004 p—— 100004] inctudein the scone Vetho 5. Adused ety methad
W [rasoonsaawiomemossio Soeciccode | maapist Ute rsurane Company Uited Ut nsurance undertaing Umieatyshares | Nowmutua [pournée esiior nd bevlapmert 20004 2000 2000 St Rorinduiedinthe | ouoaror | Mo nduionin hescopeofroun
R — Speciccode |t vestments 2timited oer imitd by shres | Nowmuraa o000 0000 o000 f— 10000%| includedin hescope Vetho 5 Adused ety mthod
B ER T — otner Uit by shres | Nowmtun 2400 20 200 f— 5204 inctudedinhe scope O —
GB 213800F WBWOJEX2XZX77 LEI Legal & General Emerging Markets Government Bond (US$) Index Fund Other Limited by shares Non-mutual 42.90% 42.90%) 42.90% Significant 42.90%| Included in the scope. Method 1: Adjusted equity method
GB 213800/H9QQWHLO99821GBO5700 Specificcode  |Legal & General Estate Agencies Limited Other Limited by shares Non-mutual 100.00% 100.00%] 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
GB  |2138000K851HMU3QA11S I Legal & General Ethical Trust Other Limited by shares Non-mutual 2.60% 22.60% 2.60% Significant 42.60%| Included in the scope. Method 1: Adjusted equity method
@ [msccusmcomsy R T — oter imited by shres | Nowmurun i waind i J— 44400 ncuded in e scope Vetho 5 Adused ety method
@ [rsmenvosomven: PR T — otner Umited by shres | Nowmatun oot e oot — 66004] Inctuded inthe scome Vetho 5 Adused ety method
@ [rsoncarzconn @it 8 Gonera Fmance i Aol serices underaiing s delnedn ARSI | iieavynares | Nommutwa 100004 00000 100004 p—— 100004] includein he scone Wethod 1 Full ansolidaion
@ [msonsrcroviovss P T — other Umited by shres | Nowmraa s S50 sk Sttt 36604| inctudedin e scome Vethod 1 Adsted ety method
1E 213800JH9QQWHLO998211E02020 Specificcode  [Legal & General Fund Managers (Ireland) Limited Credit institution, investment firm and financial institution Limited by shares Non-mutual |Central Bank of Ireland 100.00% 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Sectoral rules

B — Speciccode 186 Gobal nfrastructre Fund other Umited by shres | Nowmatan 000 2000 000 St P LT— Vetho 5 Adused ety method
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Undertakings in the scope of the group

Criteria of influence

Inclusion in the scope of Group

Group solvency calculation

supervision
% used for the Proportional share
Type of code of the Category o
establishment of Other | Levelof | usedforgroup decisionif | Method used and under method 1,
n Identification code of the undertaking Dot Legal Name of the undertakin Type of undertakin I form (mutual/non rvisory Authori ital s voting righ YES/N
Country Identification code of the undertaking of the egal Name of the undertaking 'ype of undertaking Legal for (mutual/nos Supervisory Authority %capital share | o ted % voting rights criteria | influence solvency ES/NO art. 2141 treatment of the undertaking
undertaking mutual) ; .
accounts calculation applied
0010 o030 o050 T o030 Coeo i o0 %
GB  [2133000p6LzTBSKZUSI3 L&l Legal & General Global Emerging Markets Index Fund Other Limited by shares | Non-mutual 40.00% 40.00% 4000% Significant 40.00%) Included in the scope Method 1: Adjusted equity method
= Legal & General Growth Trust Other Limited by shares | Non-mutual 91.20% 91.20% 91.20% Dominant 91.20%) Included in the scope Method 1: Adjusted equity method
GB  [213800vSUVVHCQUELT2 i Legal & General High income Trust Other Limited by shares | Non-mutual 55.00% 55.00% 55.00% Dominant 55.00%| Included in the scope Method 1: Adjusted equity method
in holdin n ined in Artich fof
=3 p Legal & General Insurance Holdings Limited surance holding company as defined n Article 212(1) () of Limited by shares | Non-mutual 100.00% 100.00%| 100.00%) Dominant 100.00%| Included in the scope Method 1: Full consolidation
Directive 2009/138/EC
Tnsurance holdiny n ined in Artice 212(1) (1) of
a2 Legal & General Insurance Holdings No. 2 Limited surance holding company as defined n Article 212(1) () of Limited by shares | Non-mutual 100.00%| 100.00%| 100.00% Dominant 10000%| Included in the scope Method 1: Full consolidation
Directive 2009/138/EC
GB  [213800VTGAH7GTOXLI40 i Legal & General Insurance Limited Non lfe insurance undertaking Limited by shares | Non-mutual ~[Prudential Regulation Authority 100.00% 100.00%| 100.00% Dominant 100.00%| Included in the scope Method 1: Full consolidation
Insurance holding company as defined in Article 212(1) (f) of
a8 Legal & General International (Holdings) Limited R 000/ 1C o Limited by shares | Non-mutual 100.00%| 100.00%| 100.00% Dominant 10000%| Included in the scope Method 1: Full consolidation
Insurance holding company as defined in Article 212(1) (f) of
= Legal & General International Limited 8 company Sl Limited by shares | Non-mutual 100.00% 100.00% 100.00%) Dominant 100.00%  Included n the scope Method 1: Full consolidation
Directive 2009/138/€C
Us  [549300M32WBVVFDTS111 It Legal & General Investment Management America, Inc. Creditinstitution, investment firm and financia institution Limited by shares | Non-mutual ~[U.S. Securities and Exchange Commission 100.00% 100.00%| 100.00%) Dominant 100.00%| Included in the scope Method 1: Sectoral rules
HK P Legal & General Investment Management Asia Limited Creditinstitution, investment firm and financia institution Limited by shares | Non-mutual _[Securities & Futures Commission 100.00% 100.00%| 100.00%) Dominant 100.00%| Included in the scope Method 1: Sectoral rules
Mixed financial holding company as defined in Artice 212 (1)(h) of
68 [213800H90C p Legal & General Investment Management (Holdings) Limited ' company e Limited by shares | Non-mutual 100.00% 100.00%| 100.00% Dominant 100.00%| Included in the scope Method 1: Sectoral rules
Directive 2009/138/C
GB  [213800SNNERSR7ODICT3 r: Legal & General Investment Management Limited Creditinstitution, investment firm and financial institution Limited by shares | Non-mutual _[Financial Conduct Authority 100.00% 100.00%| 100.00% Dominant 100.00%) Includedin the scope Method 1: Sectoral rules
us Legal & General Investment gs)nc.| G and financial institution Limited by shares | Non-mutual ~[U.S. Securities and Exchange Commission 100.00% 100.00%| 100.00% Dominant 10000%) Includedin the scope Method 1: Sectoral rules
GB [2138004P8BAILSKID7IO It Legal & General Japan Index Trust Other Limited by shares | Non-mutual 4080% 4080% 2080% Significant 4080%| Includedin the scope Method 1: Adjusted equity method
= Legal & General Leisure Fund Trustee Limited Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00% Dominant 100.00%) Included in the scope. Method 1: Adjusted equity method
= Legal & General Life Fund Limited Partnership Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00% Dominant 100.00%) Included in the scope. Method 1: Adjusted equity method
M
= Legal & General Middle East Limited Insurance holding company 2= defined in Article 21211} {f) of Limited by shares | Non-mutual 100.00% 100.00%| 100.00% Dominant 100.00%) Included in the scope. Method 1: Adjusted equity method
Directive 2009/138/EC
n T 7 g
= Legal & General Overseas Holdings Limited Insurance holding company e defined n Article 21211} (f) of Limited by shares | Non-mutual 100.00% 100.00%| 100.00% Dominant 100.00%| Included in the scope Method 1: Full consolidation
Directive 2009/138/EC
n T n T 7 fof
= p Legal & General O Limited bt it b Limited by shares | Non-mutual 100.00% 100.00%| 100.00% Dominant 100.00%| Included in the scope Method 1: Full consolidation
Directive 2009/138/EC
GB  [213800RVEIQAMCUUGPOS i Legal & General Pacific Index Trust Other Limited by shares | Non-mutual 20.50% 20.80% 20.80% Significant 24.80%) Included in the scope Method 1: Adjusted equity method
Mixed financial holdin ny as defined in Article 212 (1)(h) of
=) Legal & General Partnership Holdings Limited xed finanial hold Eirectine ;;;‘;fwig ticle 212 (1)(h) Limited by shares | Non-mutual ~[Financial Conduct Authority 100.00%| 100.00%| 100.00%| Dominant 10000%| Included in the scope Method 1: Adjusted equity method
a8 Legal & General Limited Creditinstitution, investment firm and financia institution Limited by shares | Non-mutual _[Financial Conduct Authority 100.00% 100.00%| 100.00%) Dominant 100.00%| Included in the scope Method 1: Sectoral rules
= Legal & General Pension Fund Trustee Limited Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
= Legal & General Trustee Limited Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
Special purpose vehicle other than special purpose vehicle
1 . Y X
GB  [213800A14H1CUBSNXES It Legal & General Pensions Limited uthonsed inseeandance mith At 21301 Dirsete 2009/ A58 EC Limited by shares | Non-mutual 100.00% 100.00%| 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
a8 P Legal & General (PMC Trustee) Limited Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
GB  [213800WT2FVaTTBGASTA It Legal & General (Portfolio Management Services) Limited Creditinstitution, investment firm and financial institution Limited by shares | Non-mutual _[Financial Conduct Authority 100.00% 100.00%| 100.00% Dominant 100.00%| Included in the scope Method 1: Sectoral rules
68  [213300/H90QWHLC Legal & General ices) Nominees Limited Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00% Dominant 100.00%) Includedin the scope Method 1: Adjusted equity method
a8 Legal & General Property Limited Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00% Dominant 10000%) Includedin the scope Method 1: Adjusted equity method
= Legal & General Property Partners (IPIF GP) LLP Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00% Dominant 100.00%) Includedin the scope. Method 1: Adjusted equity method
= Legal & General Property Partners (Industrial Fund) Limited Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00% Dominant 100.00%) Included in the scope. Method 1: Adjusted equity method
= Legal & General Property Partners (Industrial) Nominees Limited Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00% Dominant 100.00%) Included in the scope. Method 1: Adjusted equity method
= Legal & General Property Partners (Leisure) Limited Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00% Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
=3 Legal & General Property Partners (Life Fund) Limited Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00% Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
=3 p Legal & General Property Partners (Life Fund) Nominee Limited Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
GB  |2138001K8U4E713L3454 i LGIM Real Assets (Operator) Limited Creditinstitution, investment firm and financial institution Limited by shares | Non-mutual ~[Financial Conduct Authority 100.00% 100.00%| 100.00% Dominant 100.00%| Included in the scope Method 1: Sectoral rules
a8 Legal & General Property Partners (UK PIF Geared) Limited Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00% Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
B Legal & General Property Partners (UK PIF) Limited Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
= Legal & General Property Partners (UKPIF Geared Two) Limited Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
= Legal & General Property Partners (UKPIF Two) Limited Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
Insurance holding company as defined in Article 212(1) (f) of
= b Legal & General Re Holdings Limited 8 company Sl Limited by shares | Non-mutual 100.00% 100.00%| 100.00%) Dominant 100.00%| Included in the scope Method 1: Full consolidation
Directive 2009/138/EC
BV [2138000VBBWWDLS1HKOS r: Legal & General Reinsurance Company Limited Reinsurance undertaking Limited by shares | Non-mutual ~[Bermuda Monetary Authority. 100.00% 100.00%| 100.00% Dominant 100.00%| Included in the scope Method 1: Full consolidation

97

LEGAL AND GENERAL GROUP — SOLVENCY AND FINANCIAL CONDITION REPORT

Legal &
General



98

LEGAL & GENERAL GROUP - SOLVENCY AND FINANCIAL CONDITION REPORT 31 DECEMBER 2018

5320122

Undertakings in the scope of the group

Inclusion in the scope of Group

Group solvency calculation

Type of code of the Categor % used for the

Country | Identifcation code of the undertaking '"m.‘.::;:"' Logal Name ofthe undertaking Type of undertaking egalform <m:.':‘.:z§,n Supervisory Authority secapitatshare | “PRONE | sovotingrights | Qe | levelel | wsedlorgroup veso e eenmnes
8 [assoosupevaeriar ] Lol & GeneralRetail Investments (Holdings) Limited Mixed fnandalhlding ompary o Gefoed i Ale 220N | iiteq by shores | Nonmutus! 100.00% 100.00% 10000% Dominant 10000%| Incuded n the scope Method 1 Sectoralules
€ [ssoomsaawiosszueozon Specificcode |Legal & General UCITS Managers ireland) Uimited T e o e s Uimitedby shares | Non-mutual |Central Bankof eland 100.00% 100.00% 100.00% Dominant 10000%| Included n the scope Method 1: Sectoral ules
GB |213800F CHCNERLM1G641 LEI Legal and General Assurance (Pensions Management) Limited Life insurance undertaking Limited by shares Non-mutual [Prudential Regulation Authority 100.00% 100.00%) 100.00%| Dominant 100.00%|  Included in the scope Method 1: Full consolidation
GB  |213800JHI0QWHLO99821GBOS030 Specificcode  [LGIM Commercial Lending Limited ““"'Eg:‘n‘“;f:d“e"‘]’?;‘;}““};‘gﬂj;’;;:‘jﬂ"::g:“::::'(:‘u‘;"z‘sf;;“""‘E“ Limited by shares Non-mutual 100.00%| 100.00%) 100.00%| Dominant 100.00%|  Included in the scope Method 1: Sectoral rules
P — e ot oo 2o e 0] it byshares | Nommraa o] o] o] 1000n] iduded i he sope [IR—
GB 213800)HOQQWHLO99821GBOS140 Specific code LGV Capital Partners Limited [Non-regulated undertaking carrying out financial activities as defined| Limited by shares Non-mutual 100.00% 100.00%) 100.00% Dominant 100.00%| Included in the scope Method 1: Sectoral rules

in Article 1(52) of Delegated Regulation (EU) 2015/35

GB  |213800JHI0QWHLO99821GBOS150 Specificcode  [LGV Capital Partners (Scotland) Limited ““"'Eg“‘r““;:’d“:‘:Z‘;}““};‘ij;’;;;‘j;’::;:“::::'(:‘u‘;"z‘s:;;z“""‘E" Limited by shares Non-mutual 100.00%| 100.00%) 100.00%| Dominant 100.00%| Included in the scope Method 1: Sectoral rules
GB 213800JH9QQWHLO99821GB06290 Specificcode  [Performance Retail (Nominee) Limited Other Limited by shares Non-mutual 100.00% 100.00%) 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
GB 2138001H9QQWHLO99821GB06400 Specificcode  [Terminus Road (Nominee 1) Limited Other Limited by shares Non-mutual 100.00% 100.00%)| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
GB 213800JH9QQWHLO99821GB06410 Specificcode  [Terminus Road (Nominee 2) Limited Other Limited by shares Non-mutual 100.00% 100.00%) 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
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Undertakings in the scope of the group

Criteria of influence

Inclusion in the scope of Group

Group solvency calculation

T of code of the Cregory compinmentot otver | vevetor | o toraroun aecsontt | Methodused and undermethod
Country. Identification code of the undertaking .,,:::,:2;,, Legal Name of the undertaking Type of undertaking Legal form (mum:l:‘v;nn Supervisory Authority % capital share consolidated % voting rights. criteria influence Solvency YES/NO art. 2181s treatment of the undertaking "
pooaen cietaton e
w e Pt ting gement Compary e [ETISR — o] oo oominant 10900 intuded e scope [ER——
s [T [— o] o] o] — Ry [— [ER——
GB 213800/H9QQWHLO99821GBO6610 Specificcode  [Whitegates (Holdings) Limited Other Limited by shares Non-mutual 100.00%| 100.00%)| 100.00%) Dominant 100.00%( Included in the scope Method 1: Adjusted equity method
s [rsmonsaqunioseatusocezn Spectcends|rov Fnoning 1,4 Remsronce nderoking itedbyshres | Nowmatal o o 1o bominant 1090 inctuded e scone Method 2 ol les
v [E—— [R—— [T [— o] o] o] oominant 1090 Intuded e o Wethod 2 ol les
us 1 First British Company Il Reinsurance undertaking Limited by shares. Non-mutual ::;m:;‘l‘b‘:e”“'“e”‘ of Finandial 100.00%) 100.00%) 100.00%) Dominant 100.00%| Included in the scope Method 2: Local rules
v [socscsions R T — [ER—— rtedbyshares | Nowmutual |V ORK TATE DEPARTIENTOF o 1o 1o — 1090 intded e scone Method 2 tocl e
GB 213800KFT8IYVAPIKS02 LEI Legal & General FX Structuring (SPV) Limited Special purpose vehicle other than special purpose vehicle Limited by shares Non-mutual 100.00%| 100.00%) 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
authorised with Art. 211 of Directive 2009/138/EC
R — Speciiccode |Logal & Genera LTM Structuring (SPY) imited il purvose v oher tn ecul pupose veice | umieabysnres | Nommutuat 10000% 10000% 10000% bominant 100005 incuddt i the scope Method 1:Adjsted equity method
8 Legal & General Home Finance Holding Company Limited Mixed financial '“’""";Z':fj:;;gg‘;j;;:"‘A"‘(‘E 212(1)h) of Limited by shares. Non-mutual ~[Financial Conduct Authority 100.00%| 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Full consolidation
g ———— Spectcendsieeal & Genera Home Fnance ited et mtaion,invesimens i and fmsncilsiuion | Umied byshres | Nommotaal[Fnancl condue oty o] o] o] — [ [P — [PR———
GB [New Bailey (East) Management Company Limited Other Limited by shares Non-mutual 100.00%| 100.00%) 100.00%) Dominant 100.00%( Included in the scope Method 1: Adjusted equity method
GB 213800JHOQQWHLO99821GBO90SO Specificcode  |New Bailey (West) Management Company Limited Other Limited by shares. Non-mutual 100.00%| 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
- [T ——— mitedyshres | Nowmutvl[Financi onduct Auborty o] o] o] oominant [y [ — [PR———
o [ENTE——— emsronce snderting rtedyshres | Nowmutal [semuda Wonetary ey o] o] o] J— [y [P — [ER——
[ ———— Speccendsegal 8 GeneralDevlopment st oldngs Uted ower imtedbyshres | Nowmutual 1o 1o 1o — 10900 intuded e scone [ER—
GB Specific code Legal & General (Strategic Land North Horsham) Limited Other Limited by shares Non-mutual 100.00% | 100.00%) 100.00%) Dominant 100.00%|  Included in the scope Method 1: Adjusted equity method
- s & cener e [T [— oo oo oo Jo— 1090 Intuded e o [ER——
- S amedbyshres | Nowmural soa] o0 o0 — 50000 nluded mineseone [ER——
g ————— Soeticeote|The Advamoge collcton 14 ower umtedbyshres | Nowmutal o o o — 1090 intuded e scone [ER—
« [T — oter iitedbyshres | Nowmutl s0a] s0a w0 - 20000 nvded n e scone Method - Adusted sty method
G [rmonsaqunioseaicioneo Spectcands |1 propery Seces Umited ower [T r— w0 w0 w0 - 0000 nctuded n e scope R
g ——— Spectcend|ieeo & Generat omes ldngs iied ower [T [— o] o] o] — R [ —— [ER——
GB Legal & General o) Limited Other Limited by shares Non-mutual 100.00% | 100.00%) 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
JE 213800JHOQQWHLO99821GB09250 Specificcode  |Chineham Shopping Centre Unit Trust Other Limited by shares. Non-mutual 100.00%| 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
e [T [— o] o] o] J— 1090 Inctuded e scope [PR—
s [T [— o] o] o] — [y [ P— [ER——
e — [ F——— ower imitedbyshres | Nowmutual o 1o 1o — 10900 intuded e scone [ER—
B Speccends[CordtConralone Fropery Ut st oter iitedbyshres | Nowmatal a o o bominant 29000 nctudedin e scone Method - Adusted sty method
© [msmnecrain Funs ouer [T [— oo oo oo oominant 1090 Intuded e o [P ——
IE 2138005855NVQD7EL529. LEI Fund Risk Ple-L6IM Other Limited by shares Non-mutual 100.00%| 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
IE 213800D7RY141IFSAHEG LEI LGIM (Ireland) Risk Management Solutions Plc - LGIM 2020 Real Fund Other Limited by shares Non-mutual 100.00% | 100.00%)| 100.00%)| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
& [psonaamnenn P ower itedbyshres | Nowmutal 1o 1nco 1o p— 1090 inctuded e scone Method - Adusted sty method
IE 213800F687CI8P5SMNS13 LEI LGIM (Ireland) Risk Management Solutions Plc - LGIM 2025 Fixed Fund Other Limited by shares. Non-mutual 100.00%| 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
IE 213800TUDKQLIXA35704 LEl o Risk Ple-L6IM Other Limited by shares. Non-mutual 100.00%| 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
IE 213800NRUJOVYNWRRZ17 LEI LGIM (Ireland) Risk Management Solutions Plc - LGIM 2025 Real Fund Other Limited by shares Non-mutual 100.00%| 100.00%)| 100.00%)| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
3 2138004V CDEILQMHHS87 LEI LGIM (Ireland) Risk Management Solutions Plc - LGIM 2030 Fixed Fund Other Limited by shares Non-mutual 100.00% | 100.00%)| 100.00%) Dominant 100.00%( Included in the scope Method 1: Adjusted equity method
IE 21380061 WBRVWFMWSRO02 LEN Fund Risk Ple-Laim Other Limited by shares. Non-mutual 100.00%) 100.00%) 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
& [moimisars P Pl Lam [T [— o] o] o] Jo— 1090 Intuded e o PR ——
IE 2138002AD2IAFG2T6X21 LEI LGIM (Ireland) Risk Management Solutions Plc - LGIM 2030 Real Fund Other Limited by shares Non-mutual 100.00%| 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
PR Fe——— @[ R Managerent Saor e G 05 everges ower imtedbyshares | Nowmutal Y oy oy F—— 10900 intded e scone PR———
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Undertakings in the scope of the group

Criteria of influence

Inclusion in the scope of Group

Group solvency calculation

apeniion
Kusedtorthe
Country | Idencaton code of e ndertaking W"Téozz:":"'e Lega Name o the underaking Ty o undetaing tegaform (mcmf‘“./: Somrsory utrty et | IO | | oter | teveor | egtorgrons vesmo sectont | Methotused s ndermethd
floms ctetaion wted
ai [ € [socoriosoosrso 1 1o relond) sk Management Soons le- LM 2035 P P oter umtedbyshres | Nowmutal wncord 1o 1o bominant 1090 inctuded e scone Method - Adusted sty method
1 IE 213800QTCAOHWTNPNBIS LEI Fund Risk Ple-LGIM Other Limited by shares. Non-mutual 100.00%) 100.00%) 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
ws [ 6 [smacawnaovesos @ e e s ouer [T [— o] o] o] JS— 1090 intuded e s PR ——
I R — I e L e P — o - — p— g P — T ——
21 IE 213800RHT43PLIVAUNSS LEI Gitt Fund Risk Ple-LeiM Other Limited by shares. Non-mutual 100.00%) 100.00%)| 100.00%)| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
216 IE 2138002W643ZACLLU11S LEN LGIM (Ireland) Risk Management Solutions Plc - LGIM 2040 Fixed Fund Other Limited by shares Non-mutual 100.00% | 100.00%) 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
IE 213800WCLGVVDNIOVAOS LEN Fund Risk Ple-LaiM Other Limited by shares. Non-mutual 100.00%) 100.00%) 100.00%) Dominant 100.00%|  Included in the scope Method 1: Adjusted equity method
W P P P pTS——— o o o - oy —— T ——
wo [ e [mowreooecan @ ik e s ouer [ETTR [— o] o] o] J— [y [ P— [ER——
oo [ Jrummencoraann [T e Sl P G0 e E— — o R py— oy p—— S —
S e e——— N e e p— T — o o o pa—— e T P —
222 IE 2138009Y15CVE6NI3D59. LEI LGIM (Ireland) Risk Management Solutions Plc - LGIM 2045 Fixed Fund Other Limited by shares Non-mutual 100.00% | 100.00%) 100.00%) Dominant 100.00%( Included in the scope Method 1: Adjusted equity method
3 IE 213800B1WKIEDRE4XI19 LEN Gilt Fund Risk Ple-Lam Other Limited by shares. Non-mutual 100.00%) 100.00%) 100.00%)| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
wn [ 6 Jsvsomviswo @ e e s ouer [T [— o] oo oo oominant 1090 Inctuded e o PR ——
B T — [T Vo rmen soton ie 208 v e P — oy o= o= o— e P —— S —
2: IE 213800X4P3DELXHNNM12 LEI Gitt Fund Risk Ple-LeiM Other Limited by shares. Non-mutual 100.00%)| 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
22 IE 213800F 22H8H831GMX30 LEI LGIM (Ireland) Risk Management Solutions Plc - LGIM 2050 Fixed Fund Other Limited by shares Non-mutual 100.00% | 100.00%) 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
IE 2138002 T35HUVVCDOH47 LEN Fund Risk Ple-LaiM Other Limited by shares. Non-mutual 100.00%) 100.00%) 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
o W [t Pe-tam e FET— ve— oo o oo po— e [ —— R T—
2o [ & [soscomsnenss @ ik e s ouer [T [— o] o] o] J— [y [P — [PR——
IE LEI LGIM (Ireland) Risk Management Solutions Plc - LGIM 2055 Fixed Fund Other Limited by shares Non-mutual 100.00%| 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
232 IE [213800PTOPXK9AUQTVES I o reland) Risk Management solutions Plc- LGIN2055 Leveraged Other Limited by shares | Non-mutual 100.00%| 100.00% 100.00% Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
) g ——— P p— PTm— p— 0w o o pa— T E— T ——
IE 213800MBBRM7ZEKUGK91 LEI LGIM (Ireland) Risk Management Solutions Plc - LGIM 2055 Real Fund Other Limited by shares Non-mutual 100.00%)| 100.00%) 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
2 1E 213800R1ALYJ7513PB15. LEI LGIM (Ireland) Risk Management Solutions Plc - LGIM 2060 Fixed Fund Other Limited by shares Non-mutual 100.00%| 100.00%)| 100.00%)| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
236 IE 21380047SAWSHBENBNI7 LEI Fund Risk Ple-L6IM Other Limited by shares. Non-mutual 100.00%)| 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
237 IE 21380070RTVIVXAYYAT3 LEI Gitt Fund Risk Ple-LeiM Other Limited by shares Non-mutual 100.00%| 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
238 IE 213800CCHZX2GDIMPA29 LEI LGIM (Ireland) Risk Management Solutions Plc - LGIM 2060 Real Fund Other Limited by shares Non-mutual 100.00%| 100.00%) 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
oo [ Jrwossmromons [ e s e TG0 e o T e— o o o pe— e e — P T——
AC IE 21380001PPMCESH33G17 LEN Gitt Fund Risk Ple-LGiM Other Limited by shares. Non-mutual 100.00%) 100.00%) 100.00%) Dominant 100.00%|  Included in the scope Method 1: Adjusted equity method
i [ s R Fe-ton P — e e po— g E—— T —
N T T — Lo en) ok enagemen oo i A G A e P — o - — p— g P — R —
o [ Jeemoron [ e R | st et ronon | umeaomes | v o] won] | e py— oy p—— S ——
24 i€ [13s00PawirFTUIRSG73 2 1M (ireland) Risk Management Solutions - LGIM Euro 2030 Real Other Limited by shares | Non-mutual 100.00% 100.00% 100.00% Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
o [ TE e o PTm— p— 0w o o po— e I w— T ———
46 1E 2138009U)ITSOWOAIC12 LEI [buration Fund Risk Ple- Other Limited by shares Non-mutual 100.00%| 100.00%| 100.00%)| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
[ e [ @ e e i cuer [T [— o] o] o] J— [y [ P— [ER——
IE 21380065 1FXHNAOWPZ38 LEI K Risk Ple- Fund Other Limited by shares Non-mutual 100.00%| 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
20 e [2138001mcGIs97104023 i LM (reland) isk Managemert slutions Ple- LoM Hedgng -Furd Other Limited by shares | Non-mutual 100.00%| 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
250 IE 213800GAZNSGW432G164 LEI A0 Risk Ple- Fund Other Limited by shares Non-mutual 100.00% | 100.00%) 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
1E 213800GAZNSGW432G174 Specific code A Risk Ple- Fund Other Limited by shares Non-mutual 100.00%) 100.00%) 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
25 I |2138002037H1vI6IWX10 @ o Risk Ple- Fund Other Limited by shares | Non-mutual 100.00%] 100.00% 100.00% Dominant 100.00%|  Included in the scope Method 1: Adjusted equity method
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Undertakings in the scope of the group

Criteria of influence

Inclusion in the scope of Group

Group solvency calculation

penion
Type of code of the Categor % used for the Date of
Country | dentiicaton code of th undertking | Legat Name ofthe undertaking Tyoe ot underiaking egattorm | (muttinon Supervsoy Authority ecaptr shar | SSUBISMNOl | o g ey | Oter | Levelol | usedforerouy vesio decsionit | Method usedandunder method 1,
undertaking mutual) accounts calculation

& Jssomsrmes @ o e i cuer ctedbysres | Nonma o] o] o] J— oy Vethod 1 Adisted ey method
& ussonsnonamms @ ok e runds ouer Crtedbysares | Mot = v oy pR— 1000n] iduded n e seope Wethod 1 Adisted cauity mthod
& [psomosuasmes @ o e i cuner ETT [— o] o] o] J— 10000%] ncuded nthesope [T —
& [pssoormosiasmuoo S— ek e s ouer crtedbysares | Mot e e e pR— 100005 tncuded nthesope Wethod 1 Adisted cauty mthod
e fsmoveomacoue: @ o e runsc cuner EETT [— o] o] o] J— 10000%] ncuded nthespe [P —
IE 2138009NUIECLOXWUD14 LE LM (lreland) Risk Management Solutions Plc- LGIM Hedging - Fund Other Limited by shares Non-mutual 100.00% 100.00%) 100.00%| Dominant 100.00%|  Included in the scope Method 1: Adjusted equity method
& Jmoscorsnorisos @ o e e cuer Umieabystares | Nowmua e 10000% w0 oominant 10000%] ncuded nthesope [T T—
& [psoomocsamxvvzono = ek .- e ouer crtedbysares | Mot = e = p— 100005 nduded nhesope Vethod 1 Adjsted sty mthod
& [soorsuansesmon @ e e ronas oer Umieabystares | Nowmua oo 10000% w0 J— 10000%] ncuded nthesope [T —
& Jrssosnaneasees = ok e runat ouer crtedbysares | Mo o w0 o p— e P — Vethod 1 Adisted ety mthod
& [scxomwons (|1 eland) ok anagementSluion - L Hedgin -Fand oer Crtedyshres | Mot w0 1o oo pa— 1a0con] i o sope Method - Aduted sty method
& fusscosaeoms = ok e s ouer crtedbysares | Mo o] w0 o p— oy [ —
& [psororanoxomses (|t retond sk Mnsgementsfutions i (oM Hedeing - Fona? otrer crtedyshres | Mot e onnd e - 10con] i e sope Method - Aduted sty method
& Jassonowsoamas = ok e rnda ouer Umiedbystares | Nowmutua 000 100000 o] J— 100005 nduded nhesope Vethod 1 Adisted ety mthod
& frmorruatsrsrions @ ek e ranan otrer Crtedyshres | Mot e onond e pa— 10con] induded e sope Method - Adusted sty method
P e —— = o e ey cuer ETT [— o] = o] p— 10000%| nduded nthesope Vethod 1 Adisted ety mthod
& frsossrapesian @ ek - ranaw otrer Crtedbyshres | Mot e onond e pa— 00| i n e scope Method - Adusted sty method
IE 213800MYEI4SX4CYTS93 LE \wH Risk Ple- Fund Other Limited by shares Non-mutual 100.00% 100.00%)| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
1E 213800MV5NBQ3QV7U351 LEV lws Risk Ple Fund Other Limited by shares Non-mutual 100.00%| 100.00% | 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
IE 1 74 LE wt Risk Ple- Fund Other Limited by shares Non-mutual 100.00% 100.00%)| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
& frmoswmonoms @ ek - o] oter irtedbyshres | Mot 00 vand e pa— 1000n] iduded n e sope Wethod I Adjsted sty mthod
& fssomumparncesr = e e i cuer [ETT [— o] 0] o] J— oy [ —
IE 213800K9AX1P2PV8X187 LEN bURATION FUNRD k Ple- LGIMREALLONG Other Limited by shares Non-mutual 100.00%| 100.00% | 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
& |mssoorsossusocs | el Nnagement Soluions Pl LG REALSHORT cuer ETTS [— o] 0] o] J— oy [IT———
& [psomsaanmomsasaiorso Spectceode[sTEnunG QU FUND oter Crtedbyshres | Mot s - s p— 53401 ncluded n e scone Wethod I Adjsted ety mthod
P — Spectccade |usDOLLAR LQUDITY FUND over Umieabystares | Nowmutua w0 w0 w0 Santian s0:04] mcusedinineseone Vethod 1 Adisted ey mthod
R — Specccade_|tciMGiobl Corporate SondFund ouer Umiedbystares | Nowmutea an] o an] p— 73000| ncuded e sore Wethod I Adjsted ety mthod
& [psomsaanmossszicsiosio Soeciceode |NTRWind Nanagemens tted cuer Umieabystares | Nowmua o] o o Snitans 2500 ntaded mne scone [T
GB UHWBI6W3LONAAIPWCHS9 LEI Legal & General (Caerus) Limited Credit institution, investment firm and financial institution Limited by shares Non-mutual 100.00% 100.00%) 100.00%| Dominant 100.00%|  Included in the scope Method 1: Sectoral rules
PR — Soectccade LMl Assn Torget Retum Fund oer Umieabystares | Nowmuua 20 52000 e J— Y [E— [T ———
@ [psmonconeron R T T —— ower Umiedbystares | Nowmutea o e 25300 F— 25301 ncluded m e scone Wethod 1 Adisied cauity mthod
P e — Specticeode[Bradnet propesy i T over Umieabystares | Nowmua w0 w0000 w00 - P [ [T ——
[ T — Spetccade |ContalstGlles Ut st ouer Umieabystares | Nowmutua soa o0 000 F— e [ET— ethod 1 Adisted ety mthod
@ [ssomsaawnossszicsioseo Soecccode[tegal & General o7 4P over Umiedbystares | Nowmua w0 10000% w0 J— e [—— I ——
R — Specccade |teal & Genra Holdngs oz Umited ouer Umieabyshares | Nowmutua 1000 100000 o p— 100005 nduded nhesope [T —
P — Soectccade el & Genral Homes vidulrUmied over Umieabystares | Nowmua w0 10000% e - 10000%] ncuded nthesope [P —
GB 213800JH9QQWHLO99821GB10590 Specificcode  [Legal & General Property Partners (Leisure GP) LLP Other Limited by shares Non-mutual 100.00% 100.00%) 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
@ [psmeaauniomeaiceiosnd Specccnde il & General UK PIF Two 6P P oter Crtedyshres | Nonmtua oo o e pa— a0con] i e sope Method - Aduted sty method
P —— Soectccade |07 Umiea ouer Umiedbystares | Nowmutua 1000 100000 1o p— 100005 nduded nhesope [ —
@ [psmeaauniomeatcsiond Specticeots |15 Real ncome buder otrer Crtedyshres | Mot s e s pa— 92001 inluded e scope Method - Adusted sty method
R —— S P ouer Umiedbystares | Nowmutua w0401 w0000 ] p— 5040%| ncuded i hesope [ —
@ [osmmonoamn P e —— otrer Crtedbyshres | Mot crand 7o wrand pa— 67001] ntuded mnescope Method - Adusted sty method
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Group solvency calculation

102

Husedtortne
e of et the coegors

e , . - | st | o omer | evetor | weatorarons Wethod sadandunder method

Couney | dentitcationcode ofthe underking | 10 ot PR — —— R Supisory Auho — R— veswo
~ o | oot - . > . - s perisony Authory v prei wrens | Qo | e | o & eamen ot wndoaing

sl reaton et
g e——————— Spediccode |G it Manage ssance Tt RS — @] @i wi] J— P [ [ST——
g — w | [eeeceeerene o ol Carncn) oer RIS — woan] Y- o] — P TR [S——
& Jrmsonszrmasazes Speaticode s Us ndox st oer imtedysvres | Non o o o = 2570n] nctusedin e sore [E———
1E |213800E9117HTHQZ8R17 LEI Credit Fund 8P ol At Credit institution, investment firm and financial institution Limited by shares Non-mutual 100.00% 100.00%) 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
P — i LSt K Veragemen oo Pe- Lo REDGING- 0 aer RSO — s ook wnoos o— 0000%| nctuses mne seope [S——
& [ommerssons | oer irtedysrres | Non e woos ook woos o— T [E— [E———
e — edtcote | ower imtedysvres | Non oo s oo o— 100004] nctuded mthesome I ———
& [aoomcawmonsziceio pedticcote | RSO — s s s o— 10000%| nctutod e sope [S——
0 e oo
g — a | RSO — s oo s o— 0000%| nctused v seope [S——
T — R ower imtedysrres | Non e woos ook woos o— Y [ —— [S——
e — O ower imtedysvres | Non e woos oo s o— 100004] nctuted v some [ ———
o e oo

T — I RSO — ancos s - o— R - [ST——
& [emsonrrroamees: |t cenerticav g astspaticon v vty e ana oer RSO — P oo P o— P [ T— [S——
& [rmsommsaoweniz & [t conerticny s Europe ek ity e Fund ower imtedysvres | Non- e o] o] oo = 2010 i e seone [E———
i [pomamsaawnosssnsionn S F— RIS — - s s o— 0000¢| nctused e sope Wethed T Adsed sty method
W [pemevscensunzs R T v ————— aer RSO — - - - o— TR [S——
W [moomexvmiao oer imtedysrres | Non-mrea s o] s o— Ta30n] ntusedin e sore [E———
e — pedticcode|ukiErous ower imtedysvres | Non e oo 1o oo o— 100004] nctuted v some I ———
R —————— Spediccode_|mgl & aners vesimens Mmagement Fonds VG PO [ E——— s ] e o— e [ Wethod 1 Adsed ety methon
P — A R S —— ower [EU SR — o] Y o] J— e [ T— [E——
T — Spedticcode|rees eveapmentiied Paroers ower imtedysvres | Non soan] o] soun] = 00| ncusedin e sope I ———
I e—————— Sediccode|vitas mestment Tt RSO — - o] 2o J— 2750w navseaimine sope Wethod T Adsed sty metho
g ——— Spediccode|i5CsatengAuied aer RSO p— s ook s o— R [S——
T — pedtcode|i5coutangsumed oer irtedysvres | Non e woos ook woos a— T [ — [E———
@ [osmamsaaunomeaicsions Spedticcode[fcv parmaships Tl Umited oer imtedyshres | Non woan] o] sou E— S0 ncusedin e sape [ ———
R e———— Spedticcode[FcvParnerps Warwek mied RS — o] soun] o0 J— s20n] ncuseainne sope Wethed T Adsed sty metho
R e—————— Spediccode | e Genrs parner it RSO — anoos ook s o— 0000%| nctused mne seope [S——
& Jrmoomawsacnes P — ower imtedysrres | Non-mran s e o o— e TR [E——
@ Jamsvccomers {1 |Lscrure Wordconder i eadrsip Uk nden ower imtedysvares | Non e e e e po— e T [ ———
R e————— Spedticcode |1 Ewapean Equyncome Fund RS — e wan] e o— soan| nauseainine sope Wethod T Adsed ety method
g e——— Spediccade e §.ceneral Emplove Benfts Admiraton Uted oer RIS — s ook s o— 00004] nctused mhesope [S——
P~ Sedticode el & eneral Home e Admitssion servees uried ower imtedysvres | Non e woos woos woos o— 00004] nctuted v sope ethod el omsotdaton
R —————— pediccode _|ega & enera Hormes Commtis bt ke [ESU — s ook s Jes— 10000%| ntuted e seopn S
GB 2138001H9QQWHLO99821GB11050 Specific code Legal & General Homes Communities (Crowthorne) Limited Other Limited by shares Non-mutual 100.00% 100.00%)| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
GB 213800JH9QQWHLO99821GB11060 Specific code Legal & General Homes Communities (Shrivenham) Limited Other Limited by shares Non-mutual 100.00% 100.00%) 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
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Group solvency calculation

e of oot the Ctepory compinmentot omer | tovtor | weatorsous aecsontt | Methodused and undermethod
Count Identification code of the undertaking 1D of the Legal Name of the undertaking Type of undertaking Legal form mutual/non Supervisory Authori % capital share % voting rights YES/NO "
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s accounts calculation applied
w . PSS ———— umitedbystares | Mo 1008 1008 ominat 1008] netudedin e sope et - Adstad sty method
- B— SO — - oo oo Jo— n00x] netudedin e sope [F——
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P — Speticeode[iom el s uried oner imtedysrares | Nowraua oo woos woos o— 100n] nctudedin e sare [P ———
w | . - SO — oo oo oo Jo— R [P ——
GB 213800/H9QQWHLO99821GB11135 Specificcode  |Senior Living (Caddington) Limited Other Limited by shares Non-mutual 100.00%| 100.00%)| 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
GB 1140 Specificcode  |Senior Living (Durrants) Limited Other Limited by shares. Non-mutual 100.00%| 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
P — Soeciceste_[semorting et mied oer imtedbystares | Nonmua oo oo oo - 1n00n] nctudedin e sape [P ———
- B— SO — oo oo oo Jo— R [P —
GB 213800JH9QQWHLO99821GB11165 Specificcode  [Senior Living (Turvey) Limited Other Limited by shares Non-mutual 100.00%| 100.00%)| 100.00%)| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
GB 175 (Tunbridge Wells) Limited Other Limited by shares Non-mutual 100.00%| 100.00%) 100.00%) Dominant 100.00%( Included in the scope Method 1: Adjusted equity method
P — speticcode[setor g acenval) ke oner umtedystares | Mo oo oo oo - 1n00n] nctudedin e sape [P ——
- e i U — ncos oo oo JS— R [P
- P— SO — oo oo oo Jo— R [F——
e e———— Speticeote_[semortming nance 1 ries ower SO O— oo woos woos o— o [ — [F——
o ™ speticcode[senor g edia oo ved oner imtedystres | Nowraua woos woos woos S— 100n] nctudedin e sare [P ——
« etor g et urites U — 0o oo 0o Jo— 000n] netudedin e sope [ ——
GB 0 (Bath) Limited Other Limited by shares Non-mutual 100.00%| 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
e S————— Specticeote[semorting o uied oer SO woos oos oo Jo— oy [P ——
o [V over amtedysrres | Nowraa woos woos woos o— n00n] nctudedin e sare [P —
P — [TV P —— oner imtedystares | Mo P oo P o— 2500 incuded e seone [P ———
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& rsosovenranas © |umcediond ey ronon et nstaton, ivesiment rmand trancl st | tmed byshres | Non-mtaa oo oo oo - 1an00n] nctudedin e sape [P ——
e =
 [rozosmsersurs: imited oy stares | Nowmon oo oo oo Jo— n008] netudedinve sope [P ——
©[rmwovwransioass i [l K Maragement sl - LM HEDGG:- P oer PSS — oo woos oos Jo— oy [ [F——
© [rmwonommmenvas w | oner imtedysrres | Nonmua woos woos woos o— n00n] nctudedin e sare [P ———
& [rsoovesousise w | ouer [T [— oo oo oo oominant an00n] nctudedin e sape [P ——
o =
% [rssosswsraavzonas umited oy shaes | Nowmon - noos 1moos Jo— A [P
& [ecrsonzmwesss I ower SO — oo - - Jo— oy [F——
& [rmsoroncasaes w | ower amtedysrres | Nowran oo woos woos o— n00n] nctudedin e are [P ——
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T — spectceose | oer ety srares | Nowman woos woos woos Jo— oy [ — [F——
& [rmwonscawmomennenzso srectccote | oner umtedysrares | Nonmua oo oo oo o— 1n00n] nctudedin e sare [P ——
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& [rwosscasians U — oo 0o 0o Jo— Ry [ ——
LGIM (Ireland) Risk Management Solutions Plc — LGIM LEVERAGED
& [rocmreanarss SO — oo oo oo Jo— R [F——
INDEX LINKED GILT PLUS FUND i P , auy
IE 213800JH9QQWHLO99821GB11350 Specificcode  |LGIM Managers (Europe) Limited Other Limited by shares Non-mutual 100.00%| 100.00%) 100.00%)| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
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Undertakings in the scope of the group.

Criteria of influence

Inclusion in the scope of Group

Group solvency calculation
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penin
s useforthe oaeat
countey | detitcatoncode oftheunderiaking | oot Lega N o theundarisking ——— Lgatom | (maatien Senirytutrty |t | S | | ot | ot | westorgrup vimo | ctont | methodusdsmdunser metho s,
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IE [213800z9WPDKFRNAPUSL @ ti'M“’e'a"“’ Risk Management Solutions Plc- LGIM SOLUTIONS FUND Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
13 21380052ZBCRAQ370138 LEI LGIM (Irefand) Risk Management Solutions Plc- LGIM SOLUTIONS FUND Other Limited by shares Non-mutual 100.00%)| 100.00%| 100.00%)| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
1E 213800/JH9QQWHLO998211E11265 Specific code. EiIM“rEIa"d) Risk Management Solutions Plc - LGIM SOLUTIONS FUND Other Limited by shares. Non-mutual 100.00% | 100.00% | 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
e [213800HoQQWHLO99821IE11275 Specificcode EGD'M“’E'S"“’ Risk Management Solutions Plc- LGIM SOLUTIONS FUND Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
13 128 Specific code LGIM (Irefand) Risk Management Solutions Plc - LGIM SOLUTIONS FUND Other Limited by shares Non-mutual 100.00%)| 100.00%| 100.00%)| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
I [213800HoQQWHLO99821IE11295 Specific code EE'M“'E'E""’ Risk Management Solutions Plc- LGIM SOLUTIONS FUND Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00%| Dominant 10000%| Included in the scope Method 1: Adjusted equity method
e [213800HOQQWHLO998211E11305 Specificcode  [-0M (eland) Risk Management Solutions Plc - LGIM SOLUTIONS FUND Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00%| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
I3 Specific code ti'M”'E'm’ Risk Management Solutions Plc- LGIM SOLUTIONS FUND Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00% Dominant 100.00%| Included in the scope. Method 1: Adjusted equity method
£ [213800HoQQWHLO998211E11325 Specificcode |-OM (retand) Risk Management Solutions Ple - LGIM SOLUTIONS FUND Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00%| Dominant 10000%| Included in the scope Method 1: Adjusted equity method
Ie |2138005E706982208163 I i"‘”“’e'a"“’ Risk Management Solutions Plc- LGIM SOLUTIONS FUND Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
1E JIZUN; LEI LGIM Liquidity Funds Plc - LGIM EURO LIQUIDITY FUND Other Limited by shares. Non-mutual 58.10% 58.10%| 58.10% Dominant 58.10%| Included in the scope Method 1: Adjusted equity method
IE |2138008WUNKVBYYWMKS? i) LGIM Synthetic Leveraged Credit Fund Creditinstitution, investment firm and financial institution Limited by shares | Non-mutual 100.00% 100.00%| 100.00%| Dominant 10000%| Included in the scope Method 1: Adjusted equity method
PR ——— & |iomieverseasynetecautyFond otr amitedbysnares | Nonmtaa o] o] o] somtnant 00| aued e sope Method 1 Advted cqutymethon
1E 2138006V GU2BITSZCTO6 LEI LGIM Leveraged Synthetic Equity Fund (Gbp Curr Hdgd) Other Limited by shares Non-mutual 100.00%)| 100.00%| 100.00%)| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
JE |213800H9QQWHLO998216811420 Specificcode  |Atlantic Quay Three Limited Other Limited by shares | Non-mutual 100.00% 100.00%| 100.00%| Dominant 10000%| Included in the scope Method 1: Adjusted equity method
P O ——— speciceode.|sentor tung Uphaot) trited otr amitedbysmares | Nonmtea o] o] o] somtnant 00| aued e sope Wehod . Advted cqutymethon
”» 213800/H9QQWHLO99821GB11450 Specific code Legal & General Investment Management Japan KK Credit institution, investment firm and financial institution Limited by shares Non-mutual |Financial Services Agency 100.00%)| 100.00%| 100.00%)| Dominant 100.00%| Included in the scope Method 1: Sectoral rules
W [213800CWHOHPVRFZDASS i) 186 Absolute Return Bond Fund Other Limited byshares | Non-mutual 95.10% 95.10%| 95.10%] Dominant 95.10%| Included in the scope Method 1: Adjusted equity method
w 21380051J461LXYN8O51 LEI L&G Absolute Return Bond Plus Fund Other Limited by shares Non-mutual 100.00%)| 100.00%| 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
w 213800ES48197ADSUQ8B6 LEI L&G Buy & Maintain Credit Fund Credit institution, investment firm and financial institution Limited by shares. Non-mutual 100.00%| 100.00% | 100.00%)| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
W [213300H9QQWHL0998216811460 Specificcode  [L&G Commodity Index Fund Other Limited by shares | Non-mutual 91.00%) 91.00%| 91.00%) Dominant 91.00%| Included in the scope Method 1: Adjusted equity method
w 213800D2L3KB3XYWQ480 LEI L&G Euro High Alpha Corporate Bond Fund Other Limited by shares Non-mutual 100.00%)| 100.00%| 100.00%)| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
w 213800FIVGGU3CIKSN67 LEI L&G Future World Global Equity Focus Fund Other Limited by shares Non-mutual 69.30%| 69.30%| 69.30%] Dominant 69.30%| Included in the scope Method 1: Adjusted equity method
W |2138001NONAISYNVKUAB i) 126 Future World Global Credit Fund Credit institution, investment firm and financial institution Limited byshares | Non-mutual 100.00% 100.00% 100.00% Dominant 10000%| Included in the scope Method 1: Adjusted equity method
W 213800TIPN3VAEPPUM78 LEI |L&G UK Core Plus Bond Fund Other Limited by shares Non-mutual 100.00%)| 100.00%| 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
GB 1480 Specific code. Inspired Villages Group Limited Other Limited by shares. Non-mutual 49.00%)| 49.00%| 49,00%) Significant 49.00%| Included in the scope Method 1: Adjusted equity method
I |2138006v3NDDDWM7PST3 ) 8.6 Future World Global Credit Fund - UK Credit institution, investment firm and financial institution Limited byshares | Non-mutual 100.00% 100.00% 100.00% Dominant 10000%| Included in the scope Method 1: Adjusted equity method
13 213800W1S1FQANKD9935 LEI L&G Frontier Markets Equity Fund Other Limited by shares Non-mutual 81.90%) 81.90%| 81.90%] Dominant 81.90%| Included in the scope Method 1: Adjusted equity method
1E 213800SG3PXYRCOM9)34 LEI L&G Multi Asset Core 20 Fund Other Limited by shares Non-mutual 100.00% | 100.00% | 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
I |2138005M8MSVBGLTB289 ) LG Multi Asset Core 45 Fund Other Limited byshares | Non-mutual 100.00% 100.00% 100.00% Dominant 10000%| Included in the scope Method 1: Adjusted equity method
13 213800XYMDN3C8FCIDA1 LEI L&G Multi Asset Core 75 Fund Other Limited by shares Non-mutual 100.00%)| 100.00%| 100.00%) Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
1E 213800QUI1LMN74GPL72 LEI Sennen Finance Designated Activity Company Other Limited by shares. Non-mutual |Central Bank of Ireland 0.00%| 0.00%| 0.00%| Significant 50.00%| Included in the scope Method 1: Adjusted equity method
BV |213800HIQQWHLO998218M9990 Specificcode  |First British Bermuda Reinsurance Company il Limited Reinsurance undertaking Limited by shares | Non-mutual |Bermuda Monetary Authority 100.00% 100.00% 100.00% Dominant 10000%| Included in the scope Method 2: Local rules
13 |213800DBBAA90PYNI154. LEI Sterling Liquidity Plus Fund Other Limited by shares Non-mutual 95.80%)| 95.80%| 95.80%| Dominant 95.80%| Included in the scope Method 1: Adjusted equity method
GB 1500 Specific code | Tattenhall Care Village LLP Other Limited by shares. Non-mutual 100.00% | 100.00% | 100.00%)| Dominant 100.00%| Included in the scope Method 1: Adjusted equity method
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ANNEX 2 - GROUP GOVERNANCE FRAMEWORK

Group Board

1% line decision
making
2" line risk
oversight

Group Remuneration Committee

Group Nominations Committee 3fd line oversight

Group Audit Committee

Local Audit Committees

Group Capital Committee Group Information Group Risk Committee
Technology Committee

Executive Risk Committee

Group Investment Group Internal
and Market Risk Model Committee
Committee

Conduct Risk
Oversight Committee

Executive Security Group Insurance Risk Group Credit Risk
Committee Committee Committee
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Responsible for day to day management of
the Group and implementation of the
strategy set by the Board.

Audit func

LEGAL ENTITY DELEGATIONS

The legal entities delegate:

tion

e certain decision making to relevant Executives and
business heads and their 1*' line committees.

e 2" line risk oversight to the Group and business unit 2" line
risk oversight committees and the Group level and
business unit CRO functions.

o 3" Jine risk oversight to the Group Audit Committee, local
audit committees (where applicable) and the Group Internal

Responsible for day
to day management
of the General
Insurance Division
and implementation
of the strategy set for
the General
Insurance division by
the Group CEO.

Responsible for day
to day
management of
LGRR and
implementation of
the strategy
approved for LGRR
by the Group CEO

Responsible for day
to day
management of
LGRI and
implementation of
the strategy
approved for LGRI
by the Group CEO

Responsible for day to
day management of L&G
Capital and
implementation of the
strategy for the Group’s
principal funds.

This includes funds
within the following
SIMR entity: LGAS

Responsible for day
to day management
of LGIM and
implementation of
the strategy for LGIM
as approved by the
Group CEO

Responsible for day to
day management of
the Savings Division
and implementation
of the strategy set for

Savings division by
the Group CEO.

Responsible for day
to day management
of the Insurance
Division and
implementation of
the strategy set for
Insurance division by
the Group CEO.

A

y

Responsible for day to
day management of the
Group’s finance matters

including financial
reporting and investor
relations. The Group CFO
is responsible for delivery
of the Group Plan, which
includes divisional
business plans affecting
each of the SIMR entities.
The Group CFO is
responsible for the
management of the day
to day operations of the

Group Plan within the
framework of the Group
Plan and the Group’s risk

appetite.

Delegations of authority by each business head to their management team
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ANNEX 3 — MAIN ASSUMPTIONS UNDERLYING TECHNICAL

PROVISIONS

Non-linked individual term assurances

Smokers 101% TMSO08/TFS08 Sel 5

Non-smokers 93%% TMNO8/TFNO8 Sel 5

Non-linked individual term assurances with terminal iliness™

Smokers 61-91% TMSO08/TFS08 Sel 5

Non-smokers 77-92% TMNOS8/TFNO8 Sel 5

Non-linked individual term assurances with critical illness (Sold until 31/12/2012) *

Smokers 100% - 119% ACMSO04/ACFS04

Non-smokers 106% - 125% ACMNO4/ACFNO4

Non-linked individual term assurances with critical illness (Sold from 01/01/2013)

Smokers 103% - 121% ACMS04/ACFS04

Non-smokers 109% - 147% ACMNO4/ACFNO4

Whole of Life

Smokers Bespoke tables based on TMS08/TFSO08,
AM92/AF92 and UK death registrations

Non-smokers Bespoke tables based on TMNO8/TFNOS8,
AM92/AF92 and UK death registrations

Annuities

Annuities in deferment® ® 81.3% - 89.6% PNMAOO/PNFAQ0

Bulk purchase annuities in payment’ 81.3% - 89.6% PCMAO00/PCFAOQ0

Other annuities® 68.0% - 120.9% PCMAO0/PCFA00

1. The percentage of the table varies with the duration that the policy has been in-force for the first
five years. Allowance is made for projected reductions in mortality rates based on a bespoke model
designed for term assurance business.

2. The percentage of the table varies with the duration that the policy has been in-force for the first
two years. For term assurance with critical illness allowance is made for projected deteriorations in
morbidity rates.

3. The percentage of the TM08/TFO08 tables varies with the duration that the policy has been in-force
for the first five years. Thereafter, a bespoke mortality table constructed based on TM08/TF08 tables,
AM92/AF92 tables and UK death registrations. Allowance is made for projected reductions in mortality
rates based on CMI2015 model with a long term annual improvement rate of 1.5% p.a. for males and
1.0% p.a. for female.

4. Table created by blending PCXAQ00 with PNXAOQO tables. The base table to be used for bulk
purchase annuity policies in deferment is PNMAOO up to and including age 55 and PCMAOQO for age
65 and above for males. The identical method is applied to females using PNFA0O and PCFAOQO.

5. For vested annuities, mortality rates are assumed to reduce according to an adjusted version of
CMIB's mortality improvement model; CMI 2016 with the following parameters:

Males: Long Term Rate of 1.50% p.a. up to age 85 tapering to 0% at 110
Females: Long Term Rate of 1.0% p.a. up to age 85 tapering to 0% at 110

Different business classes have different effective dates for applying improvers.
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For certain annuities, a further allowance is made for the effect of initial selection.

The improvement basis described above is applicable up to age 90. After age 90 the basis is blended
towards a bespoke table from age 105 onwards

Lapse Rates

Years 1-5 Years 6-10 Years 11+
Level Term 6.3%-13.5% 4.2%-7.5% 2.9%-4.8%
Decreasing Term 6.7%-10.6% 6.7%-9.8% 5.9%-8.5%
Investment Bond 1.1%-4.1% 4.6%-11.4% 4.4%-7.1%
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GLOSSARY
A

ALM
Asset liability management.

Annuity

A regular payment from an insurance company
made for an agreed period of time (usually up
to the death of the recipient) in return for either
a cash lump sum or a series of premiums
which the policyholder has paid to the
insurance company during their working
lifetime.

B

Basic Own Funds

The surplus of assets over liabilities and
subordinated liabilities.

Best estimate liability (BEL)

The probability-weighted average of best
estimate future cash flows, discounted using
risk-free term structure of interest rates
(adjusted for a matching adjustment where
appropriate).

C

Capital coverage ratio

Also known as the solvency coverage ratio.
The eligible Own Funds on a regulatory basis
divided by the group Solvency Capital
requirement. This represents the number of
times the SCR is covered by eligible Own
Funds.

CEO
Chief Executive Officer.

Code Staff

A category of role defined under various
applicable European Directives (CRDIII & 1V,
AIFMD, UCITS V, and Solvency Il). The name
is taken from the FCA’s Remuneration Code
that interprets and applies these Directives for
the UK. Broadly, Code Staff includes roles that
are considered to have the authority to take
risks that could directly, or indirectly, affect one
or more firms within the group and its
investors.
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CRO
Chief Risk Officer.

D

DAC
Deferred acquisition costs.

Deduction and Aggregation (D&A)

A method of solvency consolidation, where
approved non-EEA entities’ contribution to the
group Solvency Il balance sheet is based on
the entity’s local regulatory basis.

E
EEA

European economic area.

EIOPA

European Insurance and Occupational
Pensions Authority.

Eligible Own Funds (EOF)

The amount of Own Funds available to meet
the SCR and MCR. This includes any
adjustments for eligibility requirements as
defined by the Solvency Il regulations.

EPIFP
Expected profit included in future premiums.

G

GIMC
Group Internal Model Committee.

IFRS operating profit

Operating profit measures the pre-tax result
excluding the impact of investment volatility,
economic assumption changes and
exceptional items. Operating profit therefore
reflects longer-term economic assumptions
and changes in insurance risks such as
mortality and longevity for the group’s
insurance business and shareholder funds,
except for LGA which excludes unrealised
investment returns to align with the liability
measurement under US GAAP. Variances
between actual and smoothed assumptions
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are reported below operating profit.
Exceptional income and expenses which arise
outside the normal course of business in the
period, such as merger and acquisition and
start-up costs are excluded from operating
profit.

Internal Model
A solvency calculation model tailored to the
individual risk profile of a specific firm.

International financial reporting

standards (IFRS)

These are accounting guidelines and rules that
companies and organisations follow when
completing financial statements. They are
designed to enable comparable reporting
between companies, and they are the
standards that all publicly listed groups in the
European Union (EU) are required to use.

L

LGA
Legal & General America.

LGAS
Legal and General Assurance Society Limited.

LG Re
Legal & General Reinsurance Limited.

LGC
Legal & General Capital division.

LGI
Legal & General Insurance division.

LGIL
Legal & General Insurance Limited.

LGIM
Legal & General Investment Management.

LGR

Legal & General Retirement division.

Liability driven investment (LDI)

A form of investing in which the main goal is to
gain sufficient assets to meet all liabilities, both
current and future. This form of investing is
most prominent in final salary pension plans,
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whose liabilities can often reach into billions of
pounds for the largest of plans.

Lifetime Mortgages

An equity release product aimed at people
aged 60 years and over. It is a mortgage loan
secured against the customer’s house.
Customers do not make any monthly
payments and continue to own and live in their
house until they move into long-term care or
on death. A no negative equity guarantee
exists such that if the house value on
repayment is insufficient to cover the
outstanding loan, any shortfall is borne by the
lender.

Liquidity coverage ratio (LCR)

The measure of exposure to liquidity risk. The
LCR is defined as total sources of liquidity
divided by total liquidity requirements.

Longevity
Risk associated with increasing life expectancy
trends among policyholders and pensioners.

M

Matching adjustment (MA)

An adjustment to the risk-free interest rate
term structure used to calculate the best
estimate of a portfolio of eligible insurance
obligations. Its use is subject to prior
supervisory approval where certain eligibility
criteria are met.

MAP

Matching Adjustment Portfolio.

A portfolio of assets created to back a certain
set of liabilities, which is then eligible for a
matching adjustment.

MCR

Minimum Capital Requirement is calculated
using a prescribed formula and which is the
minimum level of capital below which the
amount of financial resources should not fall.

Method 1

Also known as the Accounting Method. A
method of solvency consolidation for groups
which reflects the underlying information of the
in-scope entities.

Method 1 is the default method of calculation.
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Method 2

Also known as the Deduction & Aggregation
method (D&A). A method of solvency
consolidation, where approved non-EEA
entities’ contribution to the group Solvency I
balance sheet is based on the entity’s local
regulatory basis.

MiI
Management information.

Mortality rate

Rate of death, influenced by age, gender and
health, used in pricing and calculating liabilities
for future policyholders of life and annuity
products, which contain mortality risks.

N

Notional Solvency Capital
Requirement

A Notional Solvency Capital requirement is
calculated for a specific group of business,
such as the With-Profits Fund, on a standalone
basis.

O
ORSA

Own risk and solvency assessment, also
known as the forward-looking assessment of
own risks.

Own Funds

The amount of capital available to cover a
firm’s SCR.

P

Pension risk transfer (PRT)

PRT represents bulk annuities bought by
entities that run final salary pension schemes
to reduce their responsibilities by closing the
schemes to new members and passing the
assets and obligations to insurance providers.

PIM

Partial internal model.

PMC

Legal and General Assurance (Pensions
Management) Limited.
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PPE
Property, plant and equipment.

PPFM

The principles and practices of financial
management (PPFM) used to manage the
with-profits business.

PRA

Prudential Regulation Authority was created as
a part of the Bank of England by the Financial
Services Act (2012) and is responsible for the
prudential regulation and supervision of
insurance companies in the UK.

Purchased interest in long-term

business (PILTB)

An estimate of the future profits that will
emerge over the remaining term of life and
pensions policies that have been acquired via
a business combination.

Q

QRTs

Quantitative reporting templates.

Templates defined by EIOPA for the regular
reporting of financial information.

R

Reconciliation reserve

A basic Own Funds item, comprising the
excess of assets over liabilities, adjusted for
other basic Own Funds items comprising of
own shares, foreseeable dividends, restricted
Own Fund items, and other non-available Own
Funds.

Ring-fenced funds (RFF)

Own Funds that can only be used to cover a
particular segment of liabilities or particular
risks and cannot be made available to cover
liabilities or risks outside the ring-fenced fund.

Risk appetite

The aggregate level and types of risk a
company is willing to assume in its exposures
and business activities in order to achieve its
business objectives.
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Risk margin (RM)

The cost of providing funds to cover the
Solvency Capital requirements over the
lifetime of the associated insurance policies.
The approach for calculating the risk margin is
prescribed in Solvency Il regulations.

S

SBP
Share bonus plan.

SCR

Solvency Capital Requirement is the amount
of capital that insurance and reinsurance
undertakings are required to hold and is
calibrated to ensure that all quantifiable risks
are taken into account in a 1-in-200 year risk
event.

SFCR
Solvency and Financial Condition Report.

Solvency coverage ratio

Also known as the capital coverage ratio. The
eligible Own Funds on a regulatory basis
divided by the group Solvency Capital
Requirement. This represents the number of
times the SCR is covered by eligible own
funds.

Solvency I

Taking effect from 1 January 2016, the
Solvency Il regulatory regime is a harmonised
prudential framework for insurance firms in the
EEA. This single market approach is based on
economic principles that measure assets and
liabilities to appropriately align insurers’ risk
with the capital they hold to safeguard
policyholders.

Solvency Il Delegated Regulation
Commission Delegated Regulation (EU)
2015/35 supplementing Directive 2009/138/EC
of the European Parliament and of the Council
on the taking-up and pursuit of the business of
Insurance and Reinsurance (Solvency ll).

Solvency Il Directive
Directive 2009/138/EC of the European
Parliament (Solvency Il Directive).

SPV
Special purpose vehicle.

Standard Formula (SF)

A standardised solvency calculation method,
not tailored to the individual risk profile of a
specific firm. It aims to capture the material
guantifiable risks to which most undertakings
are exposed.

Surplus

The excess of eligible Own Funds on a
regulatory basis over the Solvency Capital
Requirement. This represents the amount of
capital available to the company in excess of
that required to sustain it in a 1-in-200 year
risk event.

T

Technical provisions (TP)

The sum of the best estimate liabilities and the
risk margin.

TMTP

Transitional measure on technical provisions.

Total shareholder return (TSR)

TSR is a measure used to compare the
performance of different companies’ stocks
and shares over time. It combines the share
price appreciation and dividends paid to show
the total return to the shareholder.

Vv

Value-at-risk (VaR)
The estimated loss for a given probability over
a one-year period.

w

With-Profits Fund

Individually identifiable portfolios where
policyholders have a contractual right to
receive additional benefits based on factors
such as the performance of a pool of assets
held within the fund, as a supplement to any
guaranteed benefits. An insurer may either
have discretion as to the timing of the
allocation of those benefits to participating
policyholders or may have discretion as to the
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timing and the amount of the additional
benefits.

Y
Yield

A measure of the income received from an
investment compared to the market value of
the investment. It is usually expressed as a
percentage.
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