Registered Number 48340

Legal & General Reinsurance Company Limited
Report and Accounts 2017



Contents

Page

Company Information

Director's Report

Independent Auditors’ Report

Statement of Profit or Loss and Other Comprehensive Income
Statement of Financial Position

Statement of Changes in Equity

Statement of Cash Hows

Notes to the Financial Statements



Legal & General Reinsurance Company Limited
Registered Number 48340 Report and Accounts 2017

Company Information

Board of Directors

Kemigan Procter (Chairman) appointed 04/12/2014
Derek Stapley (Independent) appointed 26/06/2014
Bryan Blunt appointed 01/12/2015
Troy Thompson appointed 10/09/2015
Thomas Olunioyo appointed 23/03/2017
Investment Committee

Kemigan Procter {Chairman)

Bryan Blunt

Thomas Olunloyo

Audit, Risk and Compliance Commiitee

Derek Stapley {Chairman)
Bryan Blunt

Troy Thompson

General Management

Thomas Olunloyo Chief Executive Officer (appointed 23/03/2017)

Brendan Kemp Chief Financial Officer (appointed 01/07/2014)

Caspar Young Chief Business Development Officer (appointed 01/06/2015)
Andrew Sooboodoo Chief Risk Officer {appointed 23/03/2017)

Adrian Chapman Chief Operating Officer (appointed 28/03/2018)

Michael Walsh Chief Strategy Officer (appointed 28/03/2018)

Registered Office

The Company's registered office is Ground Floor, 19 Parda-Ville Road, Hamilton, HM11, Bermuda and the Company is registered in
Bemmuda under registered number 48340 and domiciled in Bermuda.

Corporate Secretary
Brendan Kemp

Auditor
The Company has appointed PricewaterhouseCoopers Lid. as independent auditors.

PricewaterhouseCoopers Lid.
Chartered Professional Accountants
P.O.BoxHM 1171

Hamilton, HM EX

Bermuda

Bankers

HSBC Bank Bermuda Limited HSBC Bank PLC

6 Front Street 8 Canada Square
Hamilion, HM11 London, E14 SHQ
Bermuda Unifed Kingdom
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Directors’ Report

The board of directors are pleased to present their annual report along with the audited Financial Statemenis for Legal & General
Reinsurance Company Limited {‘the Company’) for the year ended 31 December 2017.

Background and principal acfivilies
The Company is a long-term class E reinsurer under Bermuda's Insurance Act of 1978. The principal activity of the Company is the
provision of life reinsurance solutions globally, focussing initially on pensions risk fransfer (‘PRT") in selected intemational markets.

The Company was capitalised in 2014 with £220m. Legal & General Re Holdings Limited is the direct parent and Legal & General
Group Plc {‘the Group’') is the ultimate parent.

Business Review

The Company holds Certified Reinsurer Status from Vermont (8 June 2017} and Maryland (3 February 2017) states and passporting
approval from the National Association of Insurance Commissioners, which will reduce the administrative burden of achieving Certified
Reinsurer Status in other US states.

The Company has consolidated its business sirategy in 2017 to ensure the business is conlinuing to provide significant value for the
shareholder. The Company has executed a related party general insurance treaty, which provides excess of loss coverage against
United Kingdom ('UK') household insurance claims. However, the Company's primary source of revenue confinues to be PRT business.

Financial position and resulls

The results show International Financial Reporting Standard (“IFRS') profits before tax of £100m (2016: £88m) and cash released from
operations of £49m (2016: £75m). These metics are consistent with the Group’s key metrics. Revenue for the Company as a result of
the quota share transaction with Legal & General Assurance Society Limited was £322m (201 6: £604m) and the excess of loss coverage
of Legal & General Insurance Limited was £4m (2016: N/A).

The Company holds £486m (201 6: £413m) shareholder’s equity to meet the Bermuda Solvency Capital Requirement (‘BSCR') as at 31
December 2017.

Dividend
A dividend of £27m (2014: £25m) was declared by the Company’s Board of directors in November 2017 and paid to the Company’s
shareholder on 14 December 2017.

Principal risks and uncertainfies
A detailed review of the Company's exposure 1o risks, together with the framework for their management is set out in Note 23 of the
financial statements. The Company has identified key risks as below:

1) Regulatory change

The markets in which the Company operates are highly regulated. Legislation and govemment fiscal policy influence the Company's
product design. Regulation defines the overall framework for the structure and taxation of products and the capital that the Company
holds. Significant changes in legislation or regulation may increase iis cost base, reduce its future revenues and impact profitability or
require it o hold more capital. The prominence of the risk increases where change is implemented without prior engagement with
the sector. The nature of long—term business can also result in some changes in regulation, and the re-interpretation of regulation over
time, having a retrospective effect on its in-force books of business, impacting the value of embedded future profits.

The Company bases its business strategy upon prevailing legislation and regulation, and known/anticipated change. To mifigate the
risk the Company engages with legislative authorities where appropriate o assist in the evaluation of change on the sector and its
stakeholders. However, sudden changes and/or refrospective changes in legislation and fiscal policy, or the differing interpretation
and application of regulation over time, may have a detiimental effect on the delivery of the Company's sirategy and profitability.
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2| Financial market and economic conditions
2017 has seen volatility in financial markets as they have responded to uncertainties in the global economy and political events,
such as the 2016 UK referendum on membership of the European Union {*Brexit’).

There are not expected to be any primary impacts of Brexit for the Company. It is, however, probable that a potentially lengthy period
of negofiation and an uncertain outcome will create ongoing uncertainty for financial markets and the broader global economy in
which the Company operates, with potential for asset price shifts should uncertainty lead markets to reappraise their value.

The Company holds a broad range of investment assets fo meet the obligafions arising from writing insurance business. The
performance and liquidity of investment markets, interest rate movements and inflation can impact the value of ihese assets as well
as the value of the underlying obligations. A potential mismatch of assets and liabilities may impact the eamnings, profitability and the
capital requirements of the Company.

Interest rate expectations leading to falls in the risk free yield curve can also create a greater degree of inherent volatility to be
managed in the local capital balance sheet, than the underlying economic position would dictate, potentially impacting capital
requirements and surplus capital.

The Company seeks to match asset and liability cash flows to reduce the impact of changing economic conditions. Additionally, a
range of risk management strategies are used with the aim of managing volatility in returns from the investment of assets and the
broader effects of adverse market conditions.

3) Counterparty and third party risks

The Company is exposed to default risk.in respect of the issuers of corporate debt and financial instruments, through money market
and reassurance fransactions and as part of its banking arangements. Third party risk arises with regard to reliance upon external
suppliers of certain administration and information technology (‘IT*) services.

The Company seeks to limit the potential exposure to loss from counterparty and third party failure through pre-selection criteria for
those counterparties with which it will do business, the setting of pre-defined risk based exposure limits and the active management
of positions. The Company also has the ability to withhold premiums on certain reassurance fransactions to limit the exposure to
counterparty failure. Specific reserves were also made, and continue to be, for defaults which help mitigate financial impacts should
counterparties fail. Exposures against limits are acfively monitored, with frigger levels being set and management action being taken
to pre-empt loss from default events. However, in exireme circumstances, an event causing widespread default may impact the
Company's profitability, whilst the loss of crucial suppliers may impact operational effectiveness.

4] Longevity and other assumption uncertainties

The Company writes significant levels of immediate and deferred annuities. The writing of long term insurance business necessarily
requires the setting of assumptions for long term trends in factors such as mortadlity, persistency, valuation interest rates and credit
defaults. Actual experience may result in the need to recalibrate these assumptions reducing profitability.

The Company uses its pricing capabilities to assess and charge an appropriate premium for known risk factors, with stress testing
undertaken to validate the appropriateness of key assumptions. However, scenarios such as a dramatic advancement in medical
science leading to unexpected changes in life expectancy, coupled with a reinsurer default may impact profitability and capital.
Extreme shifts in financial markets and in the broader economic environment may also require other assumpfions to be recalibrated.

5] Operafional Risk

The Company's business processes can be complex, with significant reliance placed upon a combination of IT systems and manual
processes. The Company has constructed a framework of intemal controls to minimise the risk of unanticipated loss or damage to the
Company's reputation. The Company seeks to continually review and improve its framework. The Group’s Intemal Audit function also
provides independent assurance on the adequacy and effectiveness of its internal conirols. However, no system of internal conirol
can completely eliminate the risk of error, financial loss, fraudulent actions or reputational damage.

6] Digital Risk

As the Company increasingly digitises its business, the Company is inherently exposed to new risks. The Company is alive to cyber
threats, in terms of protecting its customers' data, minimising damage to its reputation and potential for financial loss and works closely
with its business partners fo proactively manage emerging threats. As has been seen in other business sectors, it is possible that
alfernative digitally enabled providers of financial services products emerge with lower cost business models or innovative service
propositions and capital structures and disrupt the current competitive landscape. The Company is executing a strategy that has
digital at its heart.
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Stotement of Directors’ responsibliities

The direcions are responsible for preparing the Directors Report and the finoncial siofemenis in accordance with applcable laws and
regulations.

The monagement of the Company s responsible for fhe prepaiation of the finoncial siotements confalned in this report, These
finranciol siadements have been preparad in accordance with IFRS.

Managemeni has eslablished and mointains o sysiem of financial reporting ond infermal conirols 1o provide reasonable assurance
that fransactions are propey auvthorised and recorded. These controls include the coreful selection, iraining, supervision of qudified

employaes, the sstablishment of well-defined responsibilifies and the communication of policies relating to good conduct and
businass prociice.

Avuditors

The shareholder’s independeny auditors, PicewaterhouseCoopers Lid, have audited the finoncial staterments of the Cornpany in
accordance with Infemational Standards on Auditing and have expressed their opinion in theirreporst to the Company's shareholider.
The audifors have unrestiicted acaess 1o and mest periodically with the Audit, Risk and Compliance Committes to review iis findings
regarding intemal conlrols over the finoncidl reporting process, audiiing matters and reporiing issues.

These financial statementshave been authoiisad for issue by the Board of Direciors on 28 March 2018 and were signad on thelr behalf
by

%W /. Zﬂg Mnd,

B Blunt D5fapley
Brech p wn-exectiive Btoclor-

7




i

pwc

Independent auditor’s report

To the Board of Directors and Shareholder of Legal & General Reinsurance Company Limited

Our opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of
Legal & General Reinsurance Company Limited (the Company) as at December 31, 2017 and its financial
performance and its cash flows for the year then ended in accordance with International Financial
Reporting Standards.

What we have audited
The Company’s financial statements comprise:

the statement of profit or loss and other comprehensive income for the year ended December 31, 2017;
the statement of financial position as at December 31, 2017;

the statement of changes in equity for the year then ended;

the statement of cash flows for the year then ended; and

the notes to the financial statements, which include a summary of significant accounting policies.

® @ 2 @ @

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s responsibilities for the audit
of the financial statements section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Independence

We are independent of the Company in accordance with the International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants (IESBA Code) and the ethical requirements of
the Chartered Professional Accountants of Bermuda Rules of Professional Conduct (CPA Bermuda Rules)
that are relevant to our audit of the financial statements in Bermuda. We have fulfilled our other ethical
responsibilities in accordance with the IESBA Code and the ethical requirements of the CPA Bermuda
Rules.

PricewaterhouseCoopers Ltd., Chartered Professional Accountants, P.O. Box HM 1171, Hamilton HM EX, Bermuda
T: +1(441) 295 2000, F:+1 (441) 295 1242, www.pwc.com/bermuda



Other information
‘Management is responsible for the other information. The other information comprises the Directors™
Report on page 4 o 6 (but does not- include the financial statements and our auditor's ‘report thereon).

Our opinion on the financial statements does not cover the other information and we do not eXpress any
form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information
identified above and, in doing so, consider whether the other information is materiallyinconsistent with
the financial statements or our knowledge obtained in the audit, or otherwise appears to be ‘materially
misstated. If, based on the work we have performed, weconclude that there is a material misstatement of
this other information, we are required to réport that fact, We have nothing to report in this regard.

Responsibilities of management for the financial statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with Internatlonal Finaneial Reporting Standards, and for such internal control as
management determines is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud orerror.

In preparing the financial statements, management is responsible for assessmg the Company’s ability to
continue as a-going concern, disclosing, as applicable, matters related to going concetn and using the
going concern basis of accounting unless management either intends to liquidate thie Coinpany or to ceasé.
operations, or has no realistic alternative but to do so.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements s a whole are
free from material misstatement; whether diie to fraud ot error, and to-issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that.an
audit conducted in-accordance with ISAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, 1nd1v1dua]ly or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of .these_ financial statements.

As part of an-audit in accordance with ISAs; we exercise professional judgment and maintain professional
scepticism throughout the aadit. We also:

¢ Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
eviderice that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting
a material misstatement resulting from fraud is higher than for one‘resnlting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of mternal
control.

o Obtain an unde‘r‘standing of internal control rélevant to the audit in order to design audit procedures.
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company sinternal control.

Reference IndependentAudltor s Report-on the Financial Statements.of Legal & General Reinsurance Company
Limited us at December 31, 2017and for the year ended
Pagez2of g
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Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Company’s ability to continue as a going concern. If
we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the financial statements or, if such disclosures are inadequate, to
modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditor’s report. However, future events or conditions may cause the Company to cease to continue as
a going concern.

Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in
a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audit.

J "\1 P J..(__/ L\w (’ng &= { +dl.

Chartered Professional Accountants

Hamilton, Bermuda

March 28, 2018

Reference: Independent Auditor’s Report on the Financial Statements of Legal & General Reinsurance Company
Limited as at December 31, 2017 and for the year ended
Page 30f 3



Legal & General Reinsurance Company Limited

Registered Number 48340 Report and Accounts 2017
Statement of Profit or Loss and Other Comprehensive Income
For the year ended 31 December 2017
2017 2016
Notes £m £m
Revenve
Gross written premiums 1F/2 326 604
Net change in provision for uneamed premiums 1F @) -
Net premium earned 324 604
Investment return HAL1Q/3 308 767
Total revenue 632 1,371
Expenses
Claims and change in insurance liabilities 1F/4 524 1.277
Acquisition costs 1F 1 1
Other expenses 1R/5 7 5
Total expenses 532 1,283
Profit for the year atiributable fo equity holders of the Company 100 88
Total comprehensive income for the year attributable to equity holders of the 100 88

Company

All of the profit for the year is atiributable to continuing activities.
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Legd & Generd Reinsurance Company Limited

Registered Number 48340 Repaort and Accounts 2017
Siatement of Financial Posilion
As at 31 December 2017
2m7 206
Noteas £m £m
Assels
Investment in subsidiary 1D/19/20 1 1
Funds withheld THR 5547 5.242
Finomciad invesiments W11 578 551
Other assals 12 g -
Cash and cash equivaients 1KN3 27 2
Todod assels 6,142 5815
Equiy
Share copital IN/14 - -
Contibuted sirplus 220 220
Relained eamings 256 193
Toiod sharekoldes’s equily [86 413
lUizhiEhes
Insurance contract iabliies TFG/15/16 5454 5376
Payables and other financiod Eobilifies waonrmnz 22 24
Toles Bubfifies 5476 5.402
Tobal equily aad GobEles 6,162 5815

The Notes on pages 14 1o 40 ore an integral part of these financial statements.

Tha financial statements on pages 10 to l3weteapprovedbymeboadofcﬁedmmﬁMachZ)lSmﬂwelesigmdonihet

behalf by:
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Statement of Changes in Equily
For the year ended 31 December 2017

Share Conhibuted Relained Total
capital Surplus earnings equilty
For the year ended 31 December 2017 Notes £m £m £m £m
As at 1 Janvary - 220 193 413
Total comprehensive income for the year - - 100 100
Dividend 8 - - (27) (27)
As at 31 December 2017 - 220 266 486
For the year ended 31 December 2016
As at 1 January - 220 130 350
Total comprehensive income for the year - - 88 88
Dividend 8 - - {25) {25]
As at 31 December 20146 - 220 193 413
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Statement of Cash Flows
For the year ended 31 December 2017

Legal & General Reinsurance Company Limited
Report and Accounts 2017

2017 2016

Notes £m £&m
Cash flows from operating acfivities
Profit for the year 100 88
Adjustments for non-cash movements in profit for the year
Unrealised gains on financial investments (10) (30)
Accrued dividends and interest income (1) -
Foreign exchange gain ) (4)
Net (increase) / decrease in operating asseis
Funds withheld (increase) (305) (1,028)
Net decrease / {increase} in non profit non-unit linked investments 1 (43)
Net (increase) in other assets 1¢)) -
Net increase / (decrease) in operdting liabilities
Net increase in insurance contract liabilities 278 1,076
Net {decrease) / increase in payables and other financial liabilities [C))] 16
Net cash flows from operating acfivilies 49 75
Cash flows from invesling activilies
Purchases of financial investments (540) (338)
Proceeds from sales and maturities of financial investments 521 298
Dividends received 3 2
Net cash flows used in investling acfivilies (16) (38)
Cash flows from financing activilies
Dividend distributions to ordinary equity holder of the Company during the year 8 (27) (25)
Net cash flows used in financing aclivities 27) (25)
Net increase in cash and cash equivalents é 12
Cash and cash equivalents at the beginning of the year 21 9
Cash and cash equivalents at 31 December 13 27 21

The Company's statement of cash flows includes all cash and cash equivalent flows.

13



Notes to the Financial Siatemenis Legal & General Reinsurance Company Limited
For the year ended 31 December 2017 Report and Accounts 2017

1. Accounting policies

A Basis of preparation
The Company is a long-term class E reinsurer under Bermuda's Insurance Act of 1978 {*the Act'). The principal activity of the Company
is the provision of life reinsurance solutions globally, focussing initially on pensions risk fransfer (‘PRT’} in selected international markets.

The Company’s financial statements have been prepared in accordance with Intematfional Financial Reporling Standard (‘IFRS’)
issued by the Intemational Accounting Standards Board ('IASB'}. The Company's financial statements also comply with Intemational
Financial Reporling Interpretations Commitiee (‘IFRIC’) interpretations as issued by the IASB. The financial statiements have been
prepared under the historical cost convention, with the exception of financial assets, financial liabilities and investiments in subsidiaries
which are reported at fair value through profit and loss.

These separate financial siatements contain information about Legal 8 General Reinsurance Company Limited as an individual
company and does not contain consolidated financial information. The Company is included in the Group accounts of Legal &
General Group Plc, a UK domiciled publicly traded company.

The Company presents its Statement of Financial Position in order of liquidity. This is considered to be more relevant than a before and
after 12 months presentation, given the long term nature of the Company’s core business. However for each asset and liability line
item which combines amounis expected to be recovered or settled before and after 12 months from the Statement of Financial
Position date, disclosure of the split is made by way of a note.

Financial assets and financial liabilities are disclosed gross in the Statement of Financial Position unless a legally enforceable right of
offset exists and there is an intention to settle recognised amounts on a net basis. Income and expenses are not offset in the Statement
of Profit or Loss and Other Comprehensive Income unless required or pemitted by any accounting standard or IFRIC interpretation,
as detailed in the applicable accounting policies of the Company.

After making enquiries, the directors have a reasonable expectation that the Company has adequate resources to continue in
operational existence for the foreseeable future. The Company therefore continues to adopt the going concem basis in preparing its
financial statements.

B  Use of esimates

The preparation of the financial statements includes the use of estimates and assumptions which affect items reported in the
Statement of Financial Position and the Statement of Profit or Loss and Other Comprehensive income at the date of the financial
statementis. Although these estimates are based on management's best knowledge of curent circumstances and future events and
actions, actual results may differ from those estimates, possibly significantly. This is pariicularly relevant to the following:

The determination of fair values of unquoted and illiquid financial investiments (Notes 1H, 11, 9, 10 and 11)

For unquoted financial investments, the Company obtains pricing information from a range of pricing services and brokers. Where
there are indications that there is no active market, the Company seeks further evidence of the fair value from altemative pricing
sources and market information. Priorily is given to publicly available prices from independent sources when available, but overall,
the source of pricing and/or the valuation technique is chosen with the objective of armriving at a fair value measurement which reflects
the price at which an orderly transaction would take place between market participants on the measurement date. The valuation
technigues include the use of recent am’s length fransactions, reference to other insiruments that are substanfially the same,
discounted cash flow analysis and, if applicable, enterprise valuaiion and may include a number of assumpfions relating to variables
such as credit risk and interest rates. Changes in assumptions relating 1o these variables could positively or negatively impact the
reported fair value of these instruments.

Estimation of defered acquisition costs

Costs are incured in connection with acquining new business, such as inifial commission and the indirect costs of obtaining and
processing new business. These cosis are capitalised and amortised in accordance with the Company’s accounting policies. The
recoverability of these assets is assessed and impaired if the projected future margins are less than the camrying value of the assets. To
the exdent that the fuiture margins differ from those anticipated, an adjustment to the canying value of the deferred acquisition cost
assets will be necessary.

Tax balances
Under current Bermuda law the Company is not required to pay any taxes in Bermuda on eitherincome or capital gains. The Company

has received an undertaking from the Minister of Finance in Bermuda that in the event of any such taxes being imposed the Company
will be exempted from taxation unfil the year 2035.

Non-participaling insurance conhact liabilities (Noles 1F, 1G, 15, 16) and associated balances
Long term business liabilifies can never be definitive as fo their timing or the amount of claims and are therefore subject to regular
reassessment. The significant estimates and assumptions used in calculating insurance liabilities are disclosed in Note 16.
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1. Accounting policies (cont'd)

C Summary of significant accounting policies
The Company has selected accounting policies which state fairly its financial position and financial performance for a reporting year.
The accounting policies have been consistently applied fo all years presented, unless otherwise stated.

The principal accounting policies adopted in preparing these financial statements are set out below.

D Invesiments in subsidiary undertaking
Shares in subsidiary undertaking are canmied at cost.

E Product classificalion
The Company's products are classified for accounfing purposes as non-parficipating insurance contracts and general insurance
contracts. Insurance contracts are contracts which transfer significant insurance risk to the insurer at the inception of the coniract.

F Insurance contract liabilities
Under current IFRS requirements, insurance contract liabilities are measured using UK Generally Accepted Accounting Principles
{*GAAP’), as pemitted by IFRS 4, ‘Insurance contracts'.

Non-pariicipating insurance coniract liabilities

Premiums are recognised as revenue when due for payment. Claims and surenders are accounted for when payment is due. Claims
payable include the direct costs of settlement. Acquisition costs comprise direct costs, such as initial commission, and the indirect
costs of obtaining and processing new business. These costs are charged to the Statement of Profit or Loss and Other Comprehensive
Income when incured.

The liabilities are calculated on the basis of cumrent information using the gross premium valuation method. This brings into account
the full premiums receivable under contracts written, having prudent regard to expected lapses and surrenders, estimated renewal
and maintenance costs and contractually guaranteed benefits.

General insurance confracts

Premiums are accounted for in the period in which the risk commences as gross written premium. For all these contracts, premiums
are recognised as revenue (earned premiums) proportionally over the period of coverage. The portion of gross written premium on
in-force contracts that related to unexpired risks at the balance sheet date is reported as the provision for unearned premium.
Premiums are shown before deduction of commission.

Uneamed premiums represent the proportion of premiums written in the year that relate to unexpired terms of policies in force at the
balance sheet date, calculated on a fime-apporfioned basis. A proportion of commission and other acquisition expenses relating to
uneamed premiums is camied forward as defemred acquisition costs (‘DAC'). DAC are defemred over the periocd in which the related
premiums are earned. All other costs are recognised as expenses when incurred.

Claims incurred comprise of claims and related expenses paid in the year and changes in the provisions for outstanding claims. This
includes provisions for claims incumred but not reported ({*IBNR’) and related expenses, together with any other adjustments fo claims
from previous years.

Provision is made at the balance sheet date for the estimated cost of claims and related insurance recoveries incurred but not settled
at that date, including the costs of claims incured but not yet reported to the Company. The esfimated costs of claims include
expenses to be incured in settling claims and a deduction for the expected value of salvage and other recoveries. The Company
takes all reasonable steps to ensure that it has appropriate information regarding its claims exposures. However, given the uncertainty
in establishing claims provisions, it is likely that the final outcome will prove to be different from the original liability established.

G Liability adequacy tests (Note 15)

The Company performs liability adequacy testing on ifs insurance liabilities fo ensure that the camrying amount of liabilities is sufficient
to cover curent estimates of future cash flows. When performing the liability adequacy test, the Company discounts all contractual
cash flows and compares this amount with the camying value of the liability. Any deficiency isimmediately charged to the Statement
of Profit or Loss and Other Comprehensive Income by establishing a provision for losses.

H Funds Withheld (Note 9)

Funds withheld represent amounts contractually withheld by Legal & General Assurance Society Limited (‘'LGAS') in accordance with
the reinsurance agreement. The value of the assets withheld and interest income are recorded in accordance with specific treaty
terms.

15
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1. Accounting policies (cont'd)

H Funds Withheld (Note 9) (cont'd)

As part of the reinsurance agreement, LGAS confractually withholds assets equal to 101% (2016: 101%) of their IFRS reserves and are
managed according to an agreed investment policy set by the Company. The Company reflects these assets as funds withheld on
the Company's Statement of Financial Position. In the event that LGAS was to become insolvent, the Company would need to assert
a claim on the assets supporting its reserve liabilities. The Company attempts to mitigate its risk of loss by offsetting amounts for claims
or allowances that it owes LGAS with amounts that LGAS owes 1o the Company. The Company is subject to the investment
performance of the withheld assets, although it does not directly own them. The Company sets and monitors compliance with the
investment guidelines followed by LGAS. The Company's risk of loss could increase if the investiment guidelines are inappropriate or
LGAS does not adhere to such guidelines. This could have a material adverse impact on the Company's financial condition and
operations result. To mitigate this risk, the Company helps set the investment guidelines followed by LGAS and monitors compliance
thereto.

1 Investments (Note 10,11,12)

Financial Assels

The Company classifies its financial investments on initial recognition as held for frading {*HFT"), designated at fair value through profit
or loss {‘FVIPL'), or receivables. Initial recognition of financial investments is on the frade date. The Company's policy is to measure
financial investmenis at FVIPL. All derivatives other than those designated as hedges are classified as HFT.

Financial investmenis classified as HFT and FVTPL are measured at fair value with gains and losses reflected in the Statement of Profit
or Loss and Other Comprehensive Income. Transaction costs are expensed as incurred.

Certain financial invesiments held by the Company are designated as FVTPL as their performance is evaluated on a total return basis,
consistent with asset performance reporting to the Group Invesiment and Market Risk Committee and the Company’s investment
strategy. Assets designated as FVTPL include debt securities and equity instruments which would otherwise have been classified as
Available for Sale (*AFS') under 1AS 39, ‘Financial instruments: recognition and measurement'. Assets backing non-parficipating
policyholder liabilities are desighated as FVIPL. The Company's non-parlicipating insurance confract liabilifies investments are
measured on the basis of current information and are designated as FVIPL fo avoid an accounfing mismaich in the Statement of
Profit or Loss and Other Comprehensive Income.

The fair values of quoted financial investments are based on current bid prices. If the market for a financial investment is not active,
the Company establishes fair value by using valuation techniques such as recent arm’s length tfransactions, consensus market pricing,
reference to similar listed investments, discounted cash flow models or option pricing models.

Private equity investments are valued in accordance with the International Private Equity and Venture Capital Valuation Guidelines,
which represent curent best practice, developed by the Association Frangais des Investisseurs en Capital, the British Venture Capital
Association and the European Private Equity and Venture Capital Association. The technigues used for determining fair value include
earnings multiples, the price of a recent investment or a net asset basis.

Receivables are initially measured at fair value plus acquisition costs, and subsequently measured at amortised cost using the effective
interest method.

The Company has categorised its financial investments in accordance with the level of shareholder or policyholders exposure to risks
and rewards. The two categorisations presented are:

Non profit non-unit finked

The shareholder is exposed to the risks and rewards of the underlying market, credit and cumrency of the assets backing policyholder's
liabilities.

Shareholder
All other assets are classified as shareholder assets. The shareholder of the Company is directly exposed to market, credit and curency
risk on these assets.

J  Impaiment policy

The Company reviews the canying value of its financial assets (other than those held at FVTPL} at each Statement of Financial Position
date. If there is an indication that a financial asset is impaired, the carrying value is reduced through a charge to the Statement of
Profit or Loss and Other Comprehensive Income. There must be objective evidence of impairment as a result of one or more events
which have occurred after the initial recognition of the asset. Impairment is only recognised if the loss event has an impact on the
estimated future cash flows of assets held at amortised cost.

Assets which are subject to amortisation are reviewed for impairment whenever events or changes in circumstances indicate that the
carrying amount may not be recoverable. The recoverable amount is the higher of an asset’s fair value less costs fo sell and value in
use.
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1. Accounting policies (cont'd)

K Cash and cash equivalents (Note 13)
Cash and cash equivalents include cash af banks and other short term highly liquid investments with original maturities of 3 months or
less.

L Derivdiive financial insiruments (Note 10,11,17)

The Company's activities expose it to the financial risks of changes in foreign exchange rates and interest rates. The Company uses
derivatives such as foreign exchange forward coniracts, inferest rate swaps and cross curency basis swaps contracts to hedge these
exposures.

Where the risks and characteristics of derivatives embedded in other coniracts are not closely related to those of the host contract
and the whole contract is not caried at fair value, the derivative is separated from that hosi contract and measured at fair value,
with fair value movements reflected within investment retum, unless the embedded derivative itself meets the definition of an
insurance coniract.

M Borrowings

Borrowings are recognised inifially at fair value, net of fransaction costs. Borowings classified as liabilities are subsequently stated at
amortised cost. The difference beiween the net proceeds and the redemption value is recognised in the Statement of Profit or Loss
and Other Comprehensive Income over the borrowing period using the effective interest method.

N Share capital (Note 14)

Equity instruments

An equity instrument is any coniract which evidences a residual interest in the net assets of an entity. It follows that a financial

instrument is treated as equity if:

e there is no coniractual obligation fo deliver cash or other financial assets or to exchange financial assets or liabilities on
unfavourable terms; and

« the instrument is either a non-derivative which contains no contractual obligation to deliver a variable number of own equity
instruments, or is a derivative which will be settled only by the Company exchanging a fixed amount of cash, or other financial
assets, for a fixed number of its own equity instruments.

Dividend recognition
A dividend distribution to the Company's shareholder is recognised as a liability in the period in which the dividends are authorised
and are no longer at the discretion of the Company. Final dividends are accrued when approved by the Company's directors.

O Payables and other financial liabilities (Note 17)

Payabiles and other financial liabilities comprise derivative liabilities, collateral received from banks and other liabilities. The derivative
liobilifies comprise a variety of exchange fraded and over-the-counter derivative financial instruments, including, futures, opfions,
forward currency confracts and swaps such as interest rate swaps and cross currency basis swaps measured at fair value.

P Foreign cumrency fransactions

Foreign cumency fransactions are franslated into the functional curency (‘Sterling’) using the exchange rate prevailing at the date of
the fransactions. Foreign curency monetary assets and liabilities are translated at the spot rate at period end. Foreign exchange
gains and losses are recognised in the Statement of Profit or Loss and Other Comprehensive Income, except when recognised in
equity as qudlifying cash flow or net investment hedges.

Q Investment relum (Note 3)
The reporting of investment retum comprises investment income, unrealised gains and losses from financial investments held at FYTPL
and realised gains and losses from all financial assets and fiabilities.

Investment income includes dividends and interest. Dividends are accrued on an ex-dividend basis. Inferest is included on an accruals
basis. Interest income for financial assets which are not classified as FVTPLis recognised using the effective interest method. Investment
income is presented net of investment management fees.

R  Other expenses (Note 5)

Other expenses comprise administrative expenses, management fees payable, corporate expenses and other charges. Other costs
are accounted for as they arise.
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1. Accounling policies (cont’d)

S Standards, amendments and inlerpretations to published standards that are not yet effeclive
Certain standards, amendmentis and interpretations to existing standards have been published which are mandatory for the
Company's accounting periods beginning on or after 1 January 2017 but which the Company has not adopted early, as follows:

« IFRS 15 - Revenue from Confracts with Customers
IFRS15, ‘Revenue from Contracts with Customers' issued in May 2014 is effective for annual periods beginning on or after 1 January
2018. This standard provides clear guidance over when and how much revenue should be recognised. It provides a principles-
based approach for revenue recognition, and intfroduces the concept of recognising revenue for obligations as they are safisfied.
The standard does not apply to business classified as insurance contracts, and therefore no impact is expected on the effective
date.

o IFRS 16 - Leases

In January 2016, the IASB issued IFRS 16, “Leases”, effective for annual periods beginning on or after 1 January 2019, subject to
European Union (*EU'} endorsement. IFRS 16 now requires lessees 1o recognise a lease liability reflecting future lease payments and
a ‘right-of-use asset’ for vintually all lease contracts, bringing commitments in relation to operating leases (as curently defined in IAS
17. “Leases") onto the Statement of Financial Position. The impact of the standard on lessor accounting is significantly smaller with
the provisions remaining closely aligned to those in IAS 17 although the IASB have issued updated guidance on the definition of a
lease. An assessment of the impacts of the standard on the Company’s financial statements will be caried out in 2018 however no
impact is expected as the Company has no leases. The Company does not intend to early adopt this standard.

« [FRS 17 - insurance Confracis
IFRS 17, ‘Insurance Conidracts' was issued in May 2017 and is effective for annual periods beginning on or after 1 January 2021
(subject to EU endorsement). The standard will be applied retrospectively, subject to the transitional opfions provided for in the
standard, and provides a comprehensive approach for accounting for insurance confracts including their valuation, Statement
of Profit or Loss and Other Comprehensive Income presentation and disclosure. The Company has mobilised a project to assess
the financial and operational implications of the standard and work will confinue throughout 2018 to ensure technical
compliance and to develop the required system capability to implement the standard.

« |FRS ? - Financial Instruments
In July 2014, the IASB issued IFRS 9, ‘Financial Instruments’ which is effective for annual periods beginning on or after 1 January 2018,
subject to the 1ASB’s consideration of its exposure draft, “Applying IFRS ¢ Financial Insiruments with IFRS 4 Insurance coniracts”. On
adoption, IFRS 9 contains three key elements:

- a principle-based model for classification and measurement of financial insiruments driven by cash flow characteristics and the
business model in which an asset is held. Fnancial assets are classified under either amortised cost, fair value through other
comprehensive income (FVOCI) or fair value through profit and loss;

- asingle expected loss impaiment model that will require more timely recognition of expected credit losses on assets classified
as amortised cost or FYOCI. Specifically, the new Standard requires entilies to account for expected credit losses from when
financial instruments are first recognised, and it lowers the threshold for recognitfion of full lifetime expecied losses;

- a substantially+eformed model for hedge accounling with enhanced disclosures about risk management activities, enabling
entities to better reflect these activities in their financial statements

The impact of IFRS 2 on the Company's financial statements will depend on the interaction of the asset classification and
measurement with the insurance coniract measurement at the date of transition, particularly for liabilities which are measured using
locked in discount rates. IFRS 4 has been amended to include the option to defer IFRS ¢ until the earier of the implementation of
the new insurance standard or 1 January 2021. Management has met the criteria fo qualify for the temporary deferral unfil the
implementation of the new insurance standard.

For an insurer fo apply this defemral,

1. Total liabiflities related to insurance must exceed 90%; or

2. Totdl liabilities related to insurance are greater than 80% but less than 20% so long as the insurer does not engage in significant
activily unconnected to insurance.

Total liabilities connected to insurance within the company at 31 December 2017 were 99% and the company will therefore apply
the defemral of IFRS 9,

There are no other IFRS standards, amendments and interpretations that are not yet effective that would be expected to have a
material impact on the Company.
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2. Analysis of revenue

Total premium written in the year amounts to £326m (2016: £604m). £322m (2016: £604m) relates to inward reinsurance premiums of
long term business classified as non-participating premiums. In July 2017 the Company entered into an excess of loss treaty with Legal
& General Insurance Limited (‘LGIL') for £4m (2016: £Nil). All premium is sourced in the UK (201 6: UK).

3. Investment retumn
2017 2016
£m £m
Financial investment retum 12 308 767
Tolal Investment refurn 308 767

1. Financial investment retum includes fair value gains and losses, dividends and interest. Investment retum is stated net of investment management fees

and rebates.
2. Net gain {including interest and dividend income) of £279m (2014: gain £722m) arose in the year on the funds withheld (see Note 9). Net gains of

£19m {201 6: £47m) arose on financial investiments designated as FYTPL and £10m (2016: loss £2m) arose on derivative contracts classified as HFT.

4. Claims and change in insurance liabilities

2017 2016

From continving operations £m £m
Claims poid_- gross 253 237
Change in insurance liabilities ! - gross 27 1,040
- ] 524 1,277

Total claims and change in insurance liabililies

1. The change in reserves includes an increase of £271m (2016: increase of £1.011m) from the LGAS quota share, an increase of £4m {2016: increase of
£4m) from the expense reserves and a decrease of £4m (2016: increase of £25m) from the Dutch business. The Company has not paid claims on the
excess of loss coverage LGIL treaty. The rolHforward of the insurance contract liabilities is provided in Note 15.

5. Other expenses

2017 2016

£m £m

Other adminisirative expenses ! 7 5
7 5

Tolal other expenses

1. The Company does not have direct staff costs. Other group entifies contract staff for the needs of the Company's activities and then recharge a
proportion of those costs to the Company. The recharged costs are part of ‘Other adminisirative expenses’ above. See Note 6 Employee information.

6. Employee informafion

The Company does not have direct employees (2016: Nil) since they are employed by fellow subsidiaries of Legal & General Group
Pic. The Company is recharged the staff costs by the fellow subsidiaries. Please refer o Note 20(vi) & 20{vii} Related party
transactions.
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7. Foreign exchange and exchange rates

Investment income for the year includes a foreign exchange loss of £2m (2016: loss £30m) arising ori conversion of foreign cutrency

monetary assets and liabilities to functional cumrrency. Foreign exchange includes gains realised during the year from forgign currency

financial investments amounting 1o £1m {2014: loss £4m).
Principal rates of exchange used for franslafion are:

2017 2017 2016

2016

Average Year-End Average Yeor-End

United States Dollar 1.289 1.353 1.355 1.236
Canadian Doflar 1.687 1.695 1779 1.657
Euro 1.142 1127 1.224 1172
8. Dividend

Dividend Dividend
Per share Tolal Per share Total
2017 2017 2016 2016
£ £m £ £m

Ordinary share dividends paid in the year

- Cument year dividend 108 27 100 25
Total Dividend 108 27 100 25

On 14 December 2017 the Company paid a dividend of £27m (2016: £25m) to ifs parent company, Legal & General Re Holdings
Limited.

9. Funds Withheld

Investment gains on funds withheld represented 44.1% (2016: gains of 52.2%) of the Company's revenue in 2017. Funds withheld
totaled £5,547m (2016: £5,242m) at 31 December 2017.

Funds withheld comprised 20.0% (2016: 20.2%) of the Company’s total assets as of 31 December 2017. Ali of the Company’s funds
withheld balance is associated with its reinsurance of LGAS annuity coniracts.

Income accrues on the withheld assets according to the terms defined in the reinsurance freaty and the Company estimaied the
retumn was approximately 5.0% {2014: 13.7%) for the year ended 31 December 2017. The ratings of the assets underlying the funds
withheld are shown in Note 23 Table 2.

Funds Withheld expected to be settled within 12 months and after 12 months in line with the expected setftiement of the backed
liabilities as per Note 15(iii).
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10. Financial investments
(i) Financial invesiments at fair valuve
Shareholder Non profit Total
non-unit
inked
2017 2017 2017
Notes £m £m £m
Financial invesiments at fair value designated as:
Fair value through profit or loss 351 222 573
Held for frading 1 4q 5
Tolal financial investments 10{ii) 352 226 578
Expected 1o be received within 12 months 10
Expected to be received after 12 months 548
Shareholder Non profit Total
non-unit
linked
2016 2016 2016
Notes £m £m £m
Financial invesiments at fair value designated as:
Fair value through profit or loss 318 225 543
Held for frading - 8 8
Total financial investments 10(ii) 318 233 551
Expected to be received within 12 months 10
Expected to be received after 12 months 541

The risks associated with financial investments are outlined in Note 23.

Financial investments have been allocated between those expected to be settled within 12 months and after 12 months in line with

the expected settlement of the backed liabilities.

Financial investments include £136.4m (2016: £143.8m) of debt securities pledged as collateral against ASR Levensverzekering N.V.
The assets used as collateral are AAA, AA, A, BBB Corporate Bonds (2016: AAA, AA, A, BBB Cormporate Bonds) having a residual
maturity of up to 28 years (2016: 30 years). The Company is entitied to receive dll of the cash flows from the assets during the period
when they are pledged as collateral. The Company can decide to substitute an asset which is designated as collateral at any time,
provided the relevant terms and conditions of the Security Deed is met.

Private equity investiments are included within equity securities and debt securifies. A profit of £2.4m (2016: £0.6m) has been
recognised in the Statement of Profit or Loss and Other Comprehensive Income in respect of the movement in fair value of these

investments {(Note 10(ii} b)).
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10. Financial investments (cont'd)
(i) Fair valve hierarchy

Fair value is the price that would be received 1o sell an asset or paid to fransfer a liability in an orderly fransaction between market
participants at the measurement date.

Fair value measurements are based on observable and unobservable inputs. Observable inputs reflect market data obtained from
independent sources, while unobservable inputs reflect the Company’s view of market assumptions in the absence of observable
market information. The Company utilises technigues that maximise the use of observable inputs and minimise the use of
unobservabile inputs.

The levels of fair value measurement bases are defined as follows:

Level 1: fair values measured using quoted prices {unadjusted) in active markets for identical assets or liabilities.

Level 2: fair values measured using valuation techniques for all inputs significant to the measurement other than quoted prices
included within Level 1 that are observable for the asset or liability, either directly {i.e. as prices) or indirectly {i.e. derived from prices).
Level 3: fair values measured using valuation techniques for any input for the asset or liability significant fo the measurement that is
not based on observable market data {unobservable inputs).

The following table presents the Company's assets by IFRS 13 hierarchy levels:

Total level 1 Level 2 Level 3
As at 31 December 2017 £m £m £m £m
Shareholder
Equity securities 314 276 - 38
Debt securities 37 25 2 10
Derivative assets 1 1 - -
Non profit non-unit linked
Equity securities 3 3 - -
Debi securities 717 28 N -
Accrued interest 2 - 2 -
Derivative assets 4 - 4 -
Total financial invesiments 578 331 199 48
Total Level 1 Level 2 Level 3
As al 31 December 2016 £m £m £m £m
Shareholder
Equity securifies 290 264 - 26
Debt secuirities 28 - 28 -
Non profit non-unit inked
Equity securifies 2 2 - -
Debt securities 221 28 193 -

Accrued interest
Derivative assets

o N
1

=]

1

Total financial invesiments 551 294 231 26

All of the Company's level 2 assets have been valued using standard observable market data and market pricing sources, such as
iBoxx, IDC, and Bloomberg. However, following consultation with the Company's pricing providers and a number of their coniributing
brokers, the Company has considered that these prices are not from a suitably active market and have classified them as level 2.
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10. Financial invesiments (cont’d)

Level 3 assets, where infernal models (that are not based on observable market data) and external models (where there is insufficient
information on the methodology used) are used to represent a small proportion of assets to which the shareholder is exposed and
reflect unquoted equities including investments in private equity, property vehicles, suspended securities, manually priced derivatives
and some broker priced assets.

In many situations, inputs used to measure the fair value of an asset or liability may fall into different levels of the fair value hierarchy.
In these situations, the Company determines the level in which the fair value falls based upon the lowest level input that is significant
to the determination of the fair value. As a result, both observable and unobservable inputs may be used in the determination of fair
values that the Company has classified with level 3.

The Company determines the fair values of certain finaricial assets and liabilities based on quoted market prices, where available.
The Company also determines fair value based on estimated future cash flows discounted at the appropriate curent market rate. As
appropriate, fair values reflect adjustments for counterparty credit quality, the Company's credit standing, liquidity and risk margins
on unobservable inputs.

Where quoted market prices are not available, fair value estimates are made at a point in fime, based on relevant market data, as
well as the best information about the individual financial instrument. lliquid market conditions have resulted in inactive markets for
certain of the Company's financial insiruments. As a result, there is generally no or limited observable market data for these assets
and liabilities. Fair value estimates for financial instruments deemed fo be in an iliquid market are based on judgments regarding
current economic conditions, liquidity discounts, cumrency, credit and interest rate risks, loss experience and other factors. These fair
values are estimates and involve considerable uncertainty and variability as a result of the inputs selected and may differ significantty
from the values that would have been used had a ready market existed, and the differences could be material. As a result, such
calculated fair value estimates may not be realisable in an immediate sale or setlement of the instrument. In addition, changes in
the underlying assumptions used in the fair value measurement technique could significantly affect these fair value estimates.

Fair values are subject to a confrol framework designed to ensure that input variables and outputs are assessed independent of the
risk taker. These inputs and outputs are reviewed and approved by a valuation committee. Level 3 assets, where intemal models are
used, represent a small proportion of assets to which shareholders are exposed. These comprise property, unquoted equifies,
uniraded debt securities and securities where the broker methodology is unknown. Unquoted securities include suspended securities
excluding investments in private equity and property vehicles. Untraded debt securities include private placements, commercial real
estate loans, income strips and lifefime mortgages.

In many situations, inputs used to measure the fair value of an asset or liability may fal into different levels of the fair value hierarchy.

In these situations, the Company determines the level in which the fair value falls based upon the lowest level input that is significant
to the determination of the fair value. As a result, both observable and unobservable inputs may be used in the determination of fair
values that the Company has classified within Level 3.

The Company determines the fair values of certain financial assets and liabilities based on quoted market prices, where available.
The Company also determines fair value based on estimated future cash flows discounted at the appropriate curent market rate. As
appropriate, fair values reflect adjusiments for counterparty credit quality, the Company's credit standing, liquidity and risk margins
on unobservable inputs.

{a) Assels measured at fair value based on level 3

Equily Debt Equity Debt

securifies securilies Tolal securities securities Total

2017 2017 2017 2016 2016 2016

£m £m £m £m £m £m

As at 1 Janvary 26 - 26 - - -
Total gains or losses for the period:

- unredlised gains/{losses} in profit and loss 4 (2) 2 1 - 1

Purchases / Additions 8 - 8 25 - 25

Sales / Disposals - 18) 16} - - -

Transfers into Level 3 - 28 28 - - -

As at 31 December 38 10 48 26 - 26

The Company holds regular discussion with pricing providers to determine whether fransfers or classifications between levels of the fair
value hierarchy have occumed.
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10. Financial invesiments (cont’d)

(b) Effect of changes in significant unobservable inputs (level 3) o reasonably possible alternalive assumplions

Fair values of financial instruments are, in cerfain circumstances measured using valuation techniques that incorporate assumptions
that are not evidenced by prices from observable curent market transactions in the same instrument and are not based on
observable market data. The following table shows the level 3 financial instruments carried at fair value as at the balance sheet date,
the valuation basis, main assumptions used in the valuation of these insiruments and reasonably possible increases or decreases in fair
value based on reasonably possible altemative assumptions.

Reasonably passible Reasonably possible
aflernalive assumplions altemative assumptions
Cuwvent Increase Decrease Cument Increase Decrease
fair in fair infair fair in fair in fair
valve value valve value valve value
Main 2017 2017 2017 2016 2016 2016
Assumplion £m £m £m £m £m £m
Assels
Shareholder
Prices supplied by
- Unquoted investments in properly pricing
Unconsolidated Property Vehicles ! team 38 2 (2) 26 2 (2)
- Debt Securities where broker Prices sourced
methodology is unknown 2 directly from brokers 10 - - - = -
Tolal 48 2 2) 26 ’ 2 (2)

1. Includes Industrial Property Investment Fund (“IPIF'): Property fund structured os a Jersey Property Unit Trust (*JPUT'). Valuafion methodology is based on
RICS property surveys, Pemberton European Mid-Market Debt Fund I{*Pemberton’): Fund investing in senior secured unlisted loans, structured as a
Luxembourg Limited Partnership and Built to Rent: a property fund structured as an English Limited Parinership invesfing in UK. rental residential
developments with a valuation methodology based on RICS property surveys.

2. Includes a direct investment in Ahana Operations LLC: a private placement senior secured infrastructure loan. Valuations are provided independently
from broker.

11. Derivalive assets and liabililies

Fair valves Fair values
Assels Liabikties ! Assets Liabilities !
2017 2017 2016 2016
£m £m £m £m
Shareholder

Interest rate contracts - held for trading - - - -
Equily/ index denvatives - held for frading 1 m - -
Total shareholder 1 m - -

Non profil non-unit linked derivatives:
Iinterest rate contracts - held for frading 4 %) 8 (3)
Forward foreign exchange contracts - held for frading - - - (U}
Cumrency swap contracts - held for frading - - - 7)
Total non profit non-unit finked derivatives 4 5) 8 (1)
Total derivative assels and liabililies 5 () 8 an

1. Denvative liabilities are reported in the Statement of Financiat Position within Note 17 Payables and other financial fiabilities.
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11. Derivalive assefs and liabilifies (cont'd)
The contractual undiscounted cash flows in relation fo non-unit linked derivatives have the following maturity profile.

Maturily profile of undiscounted cash flows

Fair Within 5-15 15-25 Over

values 1year 1-5 years years years 25 years Total
As at 31 December 2017 £m £m £m £m £m £m £m
Cash inflows
Shareholder
Derivative assets 1 34 1 - - - 35
Derivative liabilities ) 19 2 2 - - 23
Non profit non-unit linked derivatives
Derivative assets 4 22 54 88 13 é 183
Derivafive liabilities {5) 7 20 45 74 24 170
Total m 82 77 135 87 30 111
Cash oviflows
Shareholder
Derivative assets 1 (33) m - - - 39)
Derivative liabilities m (20) @ @ - - (24)
Non profit non-unit linked derivatives
Derivative assets 4 (24) (55) 87) (12) (6) (184)
Derivative liabilities (5) (8) (25) (54) (76) (24) (187)
Total a) (85) (83) (143) (88) (30) (a29)
Net shareholder derivalives cashfiows - - - - - -
Nef non profit non-unit linked derivatives cash flows (3) (03] (8) (U] - (18)

Maturity profile of undiscounted cash flows
Fair within 515 15-25 Over

values I year 1-5 years years years 25 years Total
As at 31 December 2016 £m £m £m £m £m £m £m
Cash inflows
Non profit non-vnit linked derivatives
Derivative assets 8 17 19 38 16 1 10t
Derivative liabilities () 49 47 84 87 20 287
Total (3) 66 66 122 103 31 388
Cash oufflows
Non profit non-vunit linked derivafives
Derivative assets 8 (15) (12) (37) (17) 9) (90)
Derivative liabilities i (53) (62) (89} {80} (19) (303)
Total (3) (68) (74) (126) (97) (28) {393)
Net non profit non-vnit linked derivatives cash flows {2) (8) (4) é 3 5)

The Company uses derivatives to reduce market risk. The most widely used derivatives are over the counter interest rate swaps. The
Company may use futures to facilitate efficient asset allocation. In addition, derivafives are used to improve asset-liability matching
and to manage interest rate and foreign exchange risk. it is the Company's policy that all derivative fransactions are on a covered
basis against underlying holdings of assets. Derivative counterparty risk is managed by the posting of collateral on a daily basis (Note
13).
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12. Other assets
Non profit Non profit
Shareholder non-unit Tolal Shareholder non-unit Total
nked finked
2017 2017 2017 20016 2016 2016
£m £m £m £m &m £m
Other receivables 3 [ ? - - -
Total other asseis 3 é ? - - -
Due within 12 months 9 -
Due after 12 months - <

1. Includes receivables from brokers.

13. Cash and cash equivalents

Non profit Non profit
Shareholder non-unit Total Shareholder non-unif Total
linked linked
207 2017 2017 20016 206 2016
£m £m £m £m £m £m
Cash at bank and in hand ' 1 16 27 1 20 21
Tolal cash and cash equivalents n 16 27 1 20 21

1. Cash at bank includes £2m (2016: £11m| pledged as collateral against derivative liabilities. The Company can decide to subsiitute an asset which is
designated as collateral at any time, provided the relevant terms and conditions of the Intemational Swap Dedlers Association and CSA agreements
are met.

14. Share capital

Number
of shares 2017 2016
£ £
Issued share capital:
Fully paid ordinary shares of US$1 each 250,000 150,465 150,465

In 201 4, 250,000 authorised and issued ordinary shares of US$1.00 were subscribed to by Legal & General Re Holdings Limited. There is
one class of ordinary shares. All shares issued cany equal voting rights.

The holder of the Company’s ordinary shares is entitled to receive dividends as declared and is entiled fo one vote per share at
shareholder meetings of the Company.

15. Insurance confract liabiities

(i) Andlysis of insurance coniract liabilities

Gross Reinsurance Gross Reinsurance

2017 2017 2016 2016

Notes £m £m £m £m

Non-parlicipating insurance contracts 15(iii) 5,652 - 5376 -
General insurance contracis! 2 - - -
Toldl insurance confract kabilities 5,654 - 5,376 -

IGeneral insurance contracts provision for uneamed premiums
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15. Insurance contract liabilities (cont’d)

(i) Expected insurance coniract liability cash flows

Over Canrying

0-5 years 5-15 years 15-25 years 25 years Tolal value

As at 31 December 2017 £m £m £m £m £m £m

Non-participating insurance contracts 1.456 2,686 1,968 1,732 7,843 5,652

General insurance confracis 2 - - - - 2

Non-parficipating insurance contract iabilifies 1,458 2,686 1,968 1,732 7,843 5,654

Insurance contract undiscounted cash flows are based on the expected date of settlement. The weighted average discount rate

applied for the camying value is 2.23%.

0-5 years
As at 31 December 2014 £m
Non-participating insurance contracts 1,383
Non-parficipating insurance coniract liabililies 1.383

515 years
£m

2,590

2,590

Over Canying

1525 years 25years Total value
£m £m £m £m

1,951 1.821 7.745 5,376

1,951 1.821 7.745 5,376

Insurance coniract undiscounted cash flows are based on the expected date of settlement. The weighted average discount rate

applied for the camying value is 2.44%.

(iii) Movement in non-parlicipafing insurance coniract liabilifies

Gross Gross

2017 2016

Note £m £m

As at 1 January 5,376 4,300

New liabilifies in the period 397 561

Liabilities discharged in the year (314) {284)

Unwinding of discount rates 132 147

Effect of change in non-economic assumptions 16 (48) 1

Effect of change in economic assumptions 16 132 684

Other (22) (33)

As at 31 December 5,652 5,376

Expected to be settled within 12 months 292 278

Expected to be settled after 12 months 5,360 5,098
(iv) Movement in general insurance contract liabilities

Gross Gross

2017 2016

Note £m £m

As at 1 January - -

Eamed in the year - -

Gross written premiums in respect of future periods 2 -

As at 31 December 2 -

Expected to be settled within 12 months 2 -

Expected to be settled after 12 months
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16. Long term insurance valuation assumptions

Non-parlicipaling business

The Company writes only non-participating business and it seeks to make prudent assumptions about its future experience based on
curent market condifions and recent experience. The basis used to set technical provisions follows the UK Prudential Regulatory
Authority (*PRA’) statutory basis, which is an accepiable basis under IFRS, subject o the amendment of certain assumptions which
differ from the UK PRA basis and are more prudent. The assumptions incorporate prudent margins in excess of the Company’s best
astimate assumptions to minimise the possibility of actual experience being less favourable than assumed.

Valudtion rates of interest and discount rates

The valuation interest rate for the underlying annuity business is based on the modified intemal rate of return on the portfolio of assets
backing the liabilities. The cumrent dividend yield is used for equity investments and the rental income yield is used for property
holdings.

For the valuation interest rate assumption, asset yields are adjusted to reflect the risk of default associated with the invesiments held.
The Company applies a prudent ¢33bps (2016: 33bps) and c40bps (2016: 40bps) per annum reduction to asset yield to allow for the
risk of default for LGAS business and Dutch business respectively. Overall this leads to a total default provision including additional
default provision of £287m (2016: £273m) and £15m (2016: £12m) respectively.

The Company believes the total default allowance is prudent to cover all reasonably foreseeable circumstances.

Mortality

Morlality assumptions are set with reference to standard tables drawn up by the Continuous Mortality Investigafion (‘{CMI') of the
Institute and Faculty of Actuaries. These tables are based on indusiry wide mortality experience for insured lives. Mortality
improvement rates are based on the CMI's mortality projections model and reflect expected improvements in longevity in the future.

The majority of intemal statistical investigations are camed out at least annually to determine the extent 1o which the Company’s
experience differs from that of the indusiry and suggest appropriate adjustments which need to be made to derive the valuation
assumptions.

Expenses

The Company monitors ifs expense experience and carries out detailed investigations regularly o determine the expenses incurred in
writing and administering the different products and classes of business. An allowance for expense inflation in the future is also made,
taking account of both salary and price information. The expense assumptions also include an appropriate allowance for prudence.

The principal assumpfions are:

2017 2017 2016 2016
UK Duich UK Dutch

(i) Rate of interest/discount rate!
Annvuities in deferment 2.26% pa 1.53% pa 2.47% pa 1.69% pa
Annuities in deferment (RPI inked: net
rate after allowance for inflation) -1.20% pa -1.10% pa
Vested annvities 2.26% pa 1.53% pa 2.47% pa 1.69% pa
Vested annuities (RPI linked: net
rate after allowance for inflation) -1.20% pa -1.10% pa
(i) Mortalily Tables

75.8% - 84.2% 76.0%-83.0% M/F 81.3% - 83.4% 76 0%-83.0% M/F
Annuities in deferment 3 PCXA00/PNXA002 AG2014 PCXAQ0/PNXA00? AG2014
Vested annvities 3

76.4% - 84.2% 76.07%-83.0% M/F 82.2% - 83.4% 76.0%-83.0% M/F
- Bulk purchase annvities PCMAQ0/PCFAQ0 AG2014 PCMAOOQ/PCFAQO AG2014

80.9% - 115.5% 60.7%-129.1%
- Other annuities PCMAQ0/PCFA00 PCMAQO/PCFAQ0Q

1. Uniil 2017 the Company uliised a rate of interest/discount rate equal to 10% of that used by the cedants as an approximation. During the year, the
Company refined their estimate to approximate the rate of interest/discount rate on the specific assets backing the Company’s portion of the
liabilities assumed from the cedant.

2. Table created by blending PCXA00 with PNXAO0O tables. The base table to be used for bulk purchase annuity policies in deferment is PNMAQO up to
and including age 55 and PCMAQQ for age 65 and above for males. The identical method is applied to females using PNFAOD and PCFAQQ.

3.  For vested and defermred annuities, mortality rates are assumed to reduce according to an adjusted CMI's mortality improvement model. The model
reflects population experience and projects cument rates of mortality improvements to a user defined Long Term Rate. The Long Term Rate has
been detemmined using a combination of the Company's infemal Cause of Death model and expert judgment with the following parameters:

-Madales: Long Term Rate — UK 2.0% (2016: 2.0%) p.a. / Dutch 2.0% {2016: 2.0%) up to age 85 tapering to 0% at 120.
-Females: Lang Term Rate — UK 1.5% (2016: 1.5%) p.a. / Dutch 2.0% (2016: 2.0%) up to age 85 tapering 1o 0% at 120.
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16. Long term insurance valuation assumpfions (cont'd)

Addifional period smoothing is applied for males only by age-specific constant additions to initial rates.

In aggregate, assumptions regarding future longevity improvement at the end of 2017 have developed in line with emerging experience.
Different business classes have different effective dates for applying improvers.

For certain annuities, a further allowance is made for the effect of initial selection.

The basis above is applicable up to age 90. After age 90 the basis is blended towards a bespoke table from age 105 onwards (2016: After age 90
the basis is blended towards a bespoke table from age 105 onwards).

17. Payables and other financial liabililies

Non profit Non profit
Shareholder non-unit Total  Shareholder non-unit Total
finked linked
2017 2017 2017 20016 2016 2016
Notes £m £m £m £m £m £m
Derivative liabilities 1 1 5 6 - 11 n
Other liabilities 3 4 7 - - -
Collateral received from banks - 2 2 - 8 8
Intercompany balances due 20(vi) - 7 7 - 7 7
Payables and other financial kabiities 4 18 22 - 26 26
Settled within 12 months 17 19
Settled after 12 months 5 7
Payables and other financial liabilities setfied after 12 months are expected to be settled within five years with the exception of
derivative liabilities, as disclosed in Note 11.
Fair valve hierarchy
Amorfised
Total Level 1 Level 2 Level 3 cost
As at 31 December 2017 £m £m £m £m £m
Denvative liabilities ] 1 5 - -
Other liabilities 7 1 - - é
Collateral received from banks 2 2 - -
Intercompany balances due ! 7 7 - - -
Payables and other financial liabilifies 22 n 5 - é
Amortised
Total Level 1 Level 2 Level 3 cost
As at 31 December 2014 £m £m £m £m £m
Derivative liabilities 1n 1 10 - -
Other liabilities - - - - -
Collateral received from banks 8 8 - - -
Intercompany balances due ! 7 7 - - -
Payables and other financial labililies 26 16 10 - -

1. See Note 20(vi) Related party transactions.

There have been no significant transfers between levels (2016: No significant transfers).
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18. Contingent liabflilies, guarantees and indemnilies

Provisions for the liabilities arising under contracts with policyholders is based on cerfain assumptions. The variance between actual
experience from that assumed may result in those liabilifies differing from the provisions made for them. Liabilities may also arise in
respect of claims relating to the interpretation of policyholder contracts, or the circumstances in which policyholders have entered
into them. The extent of these liabilities is influenced by a number of factors including the actions and requirements of the regulators.

In 2017, a liquidity facility {‘LF’) provided by the Group to LGIL was increased o enable LGIL to accept transfers of assets in specie
from the Company in place of cash setiements. The Company agreed to pay LGIL's increased LF commitment fee and margin costs
to allow LGIL to make drawings from the LF if required.

The Company did not have any other confingent liabilities, guarantees or indemnifies in 2017 (2014: nil) arising as part of its normal
course of business.

19. Parent companies and fellow subsidiaries

The immediate parent company of Legal & General Reinsurance Company Limited is Legal & General Re Holdings Limited, a
company incorporated in England and Wales. The ultimate holding company for both of those entities is Legal & General Group Plc.
These accounts provide information about Legal & General Reinsurance Company Limited as an individual undertaking. Copies of
the accounis of the ulfimate holding company, Legal & General Group Plc, are available, at the Registered Office, One Coleman
Sireet, London, EC2R 5AA, on the Group website at www legalandgeneral.com, or from the Company Secretary.

On 15 January 2015 Legal & General SAC Limited ['L&G SAC') (License No. 49929) was incomporated as a Bermuda exempied
company limited by shares, was subsequently licensed on 12 October 2015 as a Class C Insurer under the Insurance Act 1978 and as
a Segregated Accounts Company under the Segregated Accounts Companies Act 2000.

In June 2015 the Company subscribed to L&G SAC's 250,000 authorised and issued ordinary shares of US$1.00. There is one class of
ordinary shares and all shares issued carry equal voting rights. In October 2015 the Company completed a US$0.65m (£0.43m) capital
injection into L&G SAC as required by local Bermuda requirements. Furthermore, in November 2016 the Company completed a
US$0.12m (£0.10m) capital injection into L&G SAC. .

L&G SAC is a wholly owned subsidiary of the Company set up to provide alternative de-risking solutions to pension scheme frustees in
the UK and other tenitories worldwide by direct access to the reinsurance market without intermediation with an insurer. L&G SAC
reflects the Group's strategic plan to expand its longevity and asset risk business internationally. L&G SAC has not written any business
since inception. Shares in L&G SAC are caried at cost.

Legal & General Re Holdings Limited fully owns Legal & General Resources Bermuda Limited ('LGRB’), a company incorporated in
Bermuda providing administrative services to the Company and L&G SAC.

20. Related parly transactions

(i) Reinsurance

The Company is acting as reinsurer to its sister enfity. LGAS. The Company accepied £322m (2016: £604m) of reinsurance premium for
reinsuring non-participating insurance business, paid £0.8m {2014: £1.3m) in commission and paid £243m (2016: £228m) in claims
during the year. A non-parlicipating insurance liability of £5,419m {2016: £5,14é6m)} is held to cover this business.

On July 2017 the Company entered into an excess of loss reinsurance treaty with its sister entity LGIL. The Company accepted £4m
{2016: N/A) of reinsurance premium of which £2m is uneamed (2016: N/A), incurred £0.4m (2016: N/A) in commission of which £0.2m is
deferred (2016: N/A) and paid no claims {2014: N/A) during the year. In 2017, a liquidity facility ('LF’) provided by the Group to LGIL
was increased 1o enable LGIL to accept transfers of assets in specie from the Company in place of cash seitflements. The Company
agreed to pay LGIL's increased LF commitment fee and margin costs to allow LGIL o make drawings from the LF if required.

(i) Invesiments in Group unil trusts and the Group liquidily funds
The Company held £244m (2016: £223m) of invesiments in unit frusts, controlled and managed by Group companies that are
classified as other related parties. The Company made losses of £13m {2016: gain £28m) from those trusts.

(iii) Investments in Funds withheld

The Company held £5,547m (2016: £5,242m) in funds withheld by iis sister entity LGAS. Net gain of £279m (2016: gain of £722m) arose
in the year on the funds withheld {See Noile 9).

(iv) Invesiment in subsidiary
The Company held a £529 (2016: £528k) investment in its subsidiary L&G SAC (see note 19).
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20. Related parly transactions (cont’d)

(v) Other assets
2017 2016
As at 31 December £m £m
Due from other related party:
- Premium receivable 2 -
- Deferred acquisition costs ! - -
Total 2 -
1. Deferred acquisition costs from the LGIL treaty amount to £0.2m (2016: N/A).
(vi) Payables and other financial liabililies
2017 2016
As at 31 December £m £m
Due to other related party:
- Management charges due ! 7 7
Totad 7 7

1.The management charges due relate to expenses owed by the Company, to Legal & General group entities, namely LGRB and Legal & General
Resources Limited. These charges have accrued over the year and relate to the operation costs including employee benefits. Legal & General
Resources Limited which employs all UK staff, charges all of its costs pertaining fo secondees to LGRB from the UK offices. LGRB employs Bermuda based
staff and incurs all costs of operation, 100% of which is recharged to the Company.

(vii) Other charges
2017 2016
For the year ended 31 December £m Em
Management charges ! 7 [3
Total charges 7 6

1. See note under table 20(vi}. £4m (2014: £4m) of management charges are staff related costs.

{viii) Dividends
On 14 December 2017, the Company paid a dividend of £27m (2016: £25m) to its parent company, Legal & General Re Holdings
Limited.

21. Management of capital resources

Capital management policies and objectives
The Company aims to manage its capital resources fo maintain financial strength, policyholder securily, local requirements and the
Group's relative external financial strength rafings advantage.

Capital measures

The Company measures its capital on a number of different bases, including those which comply with the regulatory framework
within which the Company operates, and those which the directors consider most appropriate for managing the business. The
measures used by the Company include:

Accounfing bases

Management use the primary financial statements prepared on an IFRS basis to manage capital and cash flow usage and to
determine dividend paying capacity.
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21. Management of capital resources (cont’d)

Bermuda stafutory requirements

The Company is licensed as a class E long term reinsurer under the Bermuda'’s Insurance Act 1978. Under the Act, the Company is
required to mainiain a minimum capital and surplus. There are no statutory restrictions on the payment of dividends from retained
earings of the Company as the minimum statutory capital and surplus requirements are satisfied by the share capital and additional
paid in capital. However, approval from the Bermuda Monetary Authority must be obtained before the statutory capital is reduced in
excess of 15% of the previous year's siatutory filing. in all cases, the Approved Acluary needs to approve any proposed dividends.

Capital resources

The financial sirength of the Company is measured by reference tfo its Bermudian statutory accounts prepared due 1o its status as a
class E reinsurer. The Company's total capital resources of £486m {2016: £413m} comprise capital contribution from the ullimate
parent of £220m {2016: £220m} and £266m {2016: £193m) in respect of retained eamings after payment of a £27m dividend (2016:
£25m).

Available regulatory capital resource risks

The Company's available capital resources are sensilive o changes in market condifions, due to both changes in the value of the
assets and to the effect that changes in invesiment conditions may have on the value of the liabilities. Capital resources are also
sensitive to assumptions and experience relating to mortality and morbidity and, o a lesser extent expenses.

The most significant sensitivities arise from the following two risks:

s  Credit risk which would crystallise if the credit quality deteriorated and defaults within the asset backing liabilifies exceeded the
assumptions used for reserving.
=  Moriality risk which would crystallise if the mortality of annuitants was lower than the assumptions used for reserving.

22. Assets analysis

The Company has categorised its assets and liabilities in accordance with the level of shareholder or policyholders’ exposure to risks
and rewards. The two categorisations presented are:

Non profit non-unit linked
The Shareholder is exposed to the risks and rewards of the underlying market, credit and currency of the assets backing policyholder's
liabilities.

Shareholder
All other assets are classified as shareholder assets. The shareholder of the Company is directly exposed to market, credit and curency
risk on these assets.

The table below presents an analysis of the statement of financial position by category. All of the guantitative risk disclosures in Note
23 (Risk management and control) have been provided using this categorisation.

Non profit Non profit
non-unit non-unit
Shareholder Enked Total Shareholder linked Total
2017 2017 2017 2016 2016 2016
£m £m £m £m £m £m
Assels
Investment in subsidiary - 1 1 - 1 1
Funds Withheld - 5,547 5,547 - 5,242 5,242
Financial Invesiments 352 226 578 318 233 551
Other assets 3 é 9 - - -
Cash and cash equivalents n 16 27 1 20 21
Total assels 366 5,796 6,162 319 5,496 5815
Liabililies
Insurance confract kabilities - 5,654 5,654 - 5376 5376
Payables and other financiol abifities 4 18 2 - 26 26
Total Kabilities 4 5,672 5,876 - 5,402 5,402
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23. Risk management and control

This section describes the Company's approach to risk management. It covers the overall approach that applies to all risks and
includes a detailed review of risks within the Company’s business.

Risk management objeclives

The Company’s primary objecfive in undertaking risk management activity is to manage risk exposures in line with risk appetite,
minimising its exposure to unexpected financial loss and imiting the potential for deviation from anticipated outcomes. In this
respect, a framework of limits and qudlitative statements are in place for material exposures.

Risk Management

A significant part of the Company's business involves the acceptance and management of risk. The Company operates a formal risk
management framework to ensure that all risks are managed within risk appefite. The Company seeks to manage its exposure 1o risk
through control techniques which ensure that the residual risk exposures are within acceptable tolerances agreed by the Board. The
key control techniques for the major categories of risk exposure are summarised further in this note. Overall responsibility for the
management of the Company's exposure fo risk is vested in the Board.

Govemance Framework

A key part of the risk management process is a robust governance framework. The Company operates a three lines of defense
governance structure. The first line is represented by risk owners within the Company, the second line is represented by the Risk team
within the Company and/or at the divisional level, and the third line is represented by the Group Internal Audit function.

The risks to which the Company are exposed are mentioned below, but this should not be regarded as a complete and
comprehensive statement of all potential risks and uncertainties.

Insurance risk
Exposure fo loss arising from claims experience being different to that anticipated.

Insurance risk is implicit in the Company's insurance business and arises as a consequence of the type and volume of business written
and the concentration of risk in particular policies or groups of policies subject to the same risks. Insurance risk is managed using
policies and delegated authorities for underwriting, pricing and reinsurance. The Group insurance risk policy sefs out the overall
framework for the management of insurance risk. Areas where the Company is primarily exposed 1o insurance risk are mortality and,
rates of mortality improvement. Insurance risk also arises from incomplete scheme demographic data, specifically where information
concerning spouses is unavailable (spouse risk).

Pricing is based on a fixed set of assumptions, such as mortality, which consider past experience, recent trends, and expert opinion.
Actual experience may vary from the pricing assumptions, leading to profits or losses. iInsurance exposures are limited through
reinsurance for specific cohorts of business. Overall, the Company seeks to be conservative in its acceptance of insurance risks by
establishing strict underwriting criteria and limits.

Market risk
Exposure fo loss as a direct or indirect result of fluctuations in the value of, or income from, specific assets.

The Company's exposure to market risk is influenced by one or more extemal factors, including changes in specified interest rates,
financial instrument prices, foreign exchange rates and indices of prices or rates.

Significant areas where the Company is exposed to these risks are:
+ assets backing insurance contracts;

 assets and liabilities denominated in foreign cumencies; and

e other financial assets and liabilities.

The Group's market risk policy sets out the overall framework for the management of market risk. The policy is reinforced by more
granular investment policies for long term and other business, which have due regard to the nature of liabilities and guarantees and
other embedded options given to policyholders.

The Company is ullimately responsible for the management of market risk. The Company has chosen o outsource the execution of
the funds withheld investment risk policy, as noted below, to LGAS. The Company manages market risk using the following methods:

Asset liability matching
The Company manages its assets and liabilifies in accordance with relevant regulatory requirements, reflecting the differing types of
liabilities it has on the Company Statement of Financial Position.

For business such as immediate annuities, which is sensitive to interest rate risk, analysis of the liabilities is undertaken to create a
portfolio of securities, the value of which changes in line with the value of liabilities when interest rates change. This type of analysis
helps protect profits from changing interest rates. Interest rate risk cannot be completely eliminated, due to the nature of the liabilities
and early redempfion options contained in the assefs.
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23. Risk management and conirol (cont'd)

The Company holds a range of asset types to meet liabilities and stochasfic models are used to assess the impact of a range of future
return scenarios on investment values and associated liabilities. This allows the Company to devise an investment sirategy which
maximises risk- adjusted returns to its shareholder.

Derivatives

The Company uses derivatives to reduce the market risk arising in the funds. The most widely used derivalives are exchange- fraded
swaps. The Company may use futures to facilitate efficient asset allocation within the long term funds. In addition, derivatives within
the long term fund are used to improve asset liability matching and o manage interest rate, foreign exchange and inflation risks. It is
the Company's policy that amounts at risk through derivative fransactions are covered by cash or comresponding assets and that
swaps are collateralised as appropriate to reduce counterparty risk.

Interest rate risk
Interest rate risk is the risk that the Company is exposed to lower returns or loss as a direct or indirect result of fluctuations in the valve
of, or income from, specific assets and liabilities arising from changes in underlying interest rates.

The Company is exposed to interest rate risk on the investment portfolio it maintains fo meet the obligations and commiiments under
its non- linked insurance contracts, in that the proceeds from the assets may not be sufficient to meet the Company’s obligations to
policyholders.

To mitigate the risk that guarantees and commitments are not met, the Company purchases financial instrumients, which broadly
match the expected non-participating policy benefits payable, by their nature and term. The composition of the investment porifolio
is govemed by the nature of the insurance liabilities, the expected risk-adjusted rate of retum and the expected impact on the
capital requirement.

Asset liability matching significantly reduces LGAS's and consequently the Company's exposure to interest rate risk. Sensifivity o
interest rate changes is included in Table 3 on page 40.

Inflafion risk

Inflation risk is the potential for loss as a result of relative or absolute changes in inflafion rates. The Company is directly exposed to
inflation risk in respect of inflation-linked contracts. Contracts in payment may also include an annual adjustment for movements in
prices indices, subject to an annual floor. The Company seeks to manage the risk of movements in price indices through the use of
inflation swaps within funds withheld assets.

Cumrency risk
The Company has minimal exposure to currency risk from financial insfruments held in curencies other than their functional
currencies, as nearly all such holdings are backing either insurance or invesiment contract liabilities or hedging.

The Company operates infemationally and as a result is exposed to fareign cumrency exchange risk arising from fluctuations in
exchange rates of various currencies, of which the largest is Euro. The Company does not hedge foreign currency revenues as these
are substantially retained Iocally to support the growth of the Group's business and meet local regulatory and market requirements.

The Company aims to maintain sufficient assets in local curency to meet local currency liabilities however movemenis may impact
the value of the Company's shareholder’s equity which is expressed in sterling. This aspect of foreign exchange risk is monitored and
managed, against pre-detemnined limits. These exposures are managed by dligning the deployment of regulatory capital by
currency with the Company’s regulatory capital requirements by curency. Currency borowings and derivatives are used to manage
exposures within the limits that have been set.

As at 31 December 2017, the Company held 19% (2016: 1%) of its total equity aftributable to the shareholder in curencies, mainty US
doliar and Euro, other than the funciional cumrency. The exchange risks inherent in these exposures are mitigated through the use of
derivatives, mainly forward currency contracts, cross currency basis swaps and futures.

The Company's management of currency risk reduces the shareholder's exposure to exchange rate fluctuations. The Company's
exposure to a 10% exchange movement in the US Dollar and Euro on an IFRS basis, where the values of economic hedging
instruments are reflected at their canying value as opposed to their notional amounts, are reflected below. A 10% appreciation in the
US Dollar to Sterling period-end foreign exchange rate would have a £2.6m (2016: -£3.2m) impact on shareholder equity and a 10%
appreciation in the Euro to Sterling period-end foreign exchange rate would have a £4.3m (2016: £2.7m) impact on shareholder
equily respectively.
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23. Risk management and control (cont'd)

Other price risk

Other price risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of changes in market
prices, other than those arising from interest rate risk or cumrency risk. These changes may be as a result of features of the individual
instrument, its issuer, or factors affecting all similar financial instruments fraded in the market.

The Company controls its exposure to geographical price risks by using intemal country credit ratings. These ratings are based on
macroeconomic data and key quadlitative indicators. The latter take into account economic, social and political environments.

Table 1 indicates the Company's exposure to different equity markets around the world.

Table 1 - Exposure to worldwide equity markets

Non profit Non profit

non-unit non-unit
Shareholder inked Total  Shareholder linked Total
2017 2017 2017 2016 2016 2014
£m £fm £m £m £m £m
UK - 26 26 - 24 24
Listed equilies - 26 26 - 24 24
Holdings in unit trusts 314 3 317 290 2 292
Total equilies 314 29 343 290 26 316

The funds withheld by LGAS includes non-unit linked property investments totaling £423m (2016: £360m) and equities totaling £26m
{2016: £24m), which are all located in the UK.

Credit risk
Exposure to loss if another parly fails to perform its financial obligations fo the Company.

The Group's credit risk policy defines the overall framework for the management of credit risk. Credit risk exposures primarily arise in
relation to corporate bonds.

The Company holds fixed and variable rate securifies within the financial investments and funds withheld 1o back part of its insurance
liabilities. Significant exposures are managed by the application and regular review of conceniration limits, with allowance being
made in the actuarial valuation of the insurance liabilities for possible defaults.

The funds withheld includes property lending and sale & leaseback investments. The Company is inherently exposed to the risk of
default by a borrower or tenant. Each property lending and sale & leaseback investment transaction is subject to a due diligence
process to assess the credit risks implicit in the fransaction and confim that the risk of default has been appropriately mitigated. The
Company protects its interests through taking security over the underlying property associated with the investment fransaction.

The credit profile of the Company's financial investments and funds withheld exposed to credit risk is shown in Table 2. The credit
rating bands are provided by independent rafing agencies. For unrated assets, such as cash and derivatives, not exposed to credit
risk, the Company maintains internal ratings which are used o manage exposure to these counterparties.

The carrying amount of assets included in the Statement of Financial Position represents the maximum credit exposure. No
impairment provisions have been made.
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23. Risk management and control (cont’d)

Table 2 - Exposure fo credi risk including funds withheld

BB and Unrated

As at 31 December 2017 AAA AA A BBB below other Total
Shareholder £m £m £m £m £m £m £m
Govemment securities 4 n 4 é - - 25
Other fixed rate securities - 2 - - - 10 12
Tolal debt securilies 4 13 4 é - 10 37
Derivative assets - - - - - 1 1
Cash and cash equivalents - - - - - n n
Financial assets 4 13 4 é - 2 49
Other assets - - 2 - - 1 3
Tolal shareholder 4 13 é é - 23 52
Non profil non-unit linked'

Govemment securifies 101 6876 7 18 1 - 803
Other fixed rate securilies 76 259 1,236 1.301 53 - 2,925
Variable rate securities - 198 240 76 27 - 541
Tolal debt secwrities 177 1133 1,503 1395 81 - 4,289
Accrued interest 2 6 18 20 1 - a7
Loans and receivables 2 58 277 269 8 - 632
Derivalive assets - - - - - 198 198
Cash and cash equivalents 156 - - - - 16 172
Financial assets 357 1195 1,798 1,684 920 214 5338
Investment in subsidiary - - - - - 1 1
Other assets - - 1 4 - 423 428
Total non profit non-unit linked! 357 1195 1,799 1,488 b 638 5,767
Per previous accounting policy!

Total non profit non-unit finked 157 1,080 1471 1,860 404 795 5,767

The accounting policy on the presentation of the non profit non-unit linked portfolio’s credit ratings has been changed. The table now shows a
harmonised method for calculating the credit rating average across the non profit non-unit linked funds. The Company believes this-provides more
reliable and relevant information as the data ocross the funds is more consistently measured. The accounting policy change has been applied
refrospectively to 2016. The 2016 table has been represented. The impact of the new accounting policy on 2016 and 2017 on the non profit non-
unit linked portfolio is presented to illusirate the adjustment.

There are no impaired or past due financial assets within the portfolios in 2017,
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23. Risk management and contfrol {cont’'d)
Table 2 - Exposure to credit risk including funds withheld
BB and Unrated
As at 31 December 2016 AAA AA A BBB below other Total
£m £m £m £m £m £m £m
Shareholder
Other fixed rate securities - - 28 - - - 28
Total debt securities - - 28 - - - 28
Cash and cash equivalents - - - - - 1 1
Total shareholder - - 28 - - 1 29
Non profit non-unit linked !
Govemment securities 103 791 é 16 3 - 219
Other fixed rate securifies 75 296 1.181 1.249 59 - 2.860
Variable rate securities - 244 266 72 2 - 604
Total debt securities 178 1,331 1,453 1,337 84 - 4,383
Accrued interest 2 7 18 20 1 - 48
Loans and receivables - 64 220 156 9 - 449
Derivative assets - - - - - 210 210
Cash and cash equivalents - - - - - 20 20
Financial assels 180 1,402 1.691 1,513 94 230 5110
Investment in subsidiaries - - - - - 1 1
Other assefs - - - - 359 359
Total non profit non-unit linked' 180 1,402 1691 L513 94 590 5,470
__Perx previous accovunting policy?
Total non profit non-unit linked 163 1,174 1.482 1.747 314 590 5,470

2 The accounting policy on the presentation of the non profit non-unit linked portfolio’s credit ratings has been changed. The table now shows a

harmonised method for calculating the credit rating average across the non profit non-unit linked funds. The Company believes this provides more

refiable and relevant information as the data across the funds is more consistently measured. The accounting policy change has been applied
refrospectively to 2016. The 2016 table has been represented. The impact of the new accounting policy on 2016 and 2017 on the non profit non-

unit linked portfolio is presented to illustrate the adjustment.

There are no impaired or past due financial assets within the portfolios in 2016.
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23. Risk management and control {(cont’d)

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

The Group's liquidity risk policy defines the overall framework for the management of liquidity risk. The Company does not seek
exposure to liquidity risk in its own right, but recognises 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 liquidity risks to which the Company's business may be exposed, primarily stem from low probability events that if not adequately
planned for, may result in unanticipated liquidity requirements.

A limited level of contingent liquidity risk is an accepied element of writing contracts of insurance. However, the Company'’s
insurance business seeks to maintain sufficient liquid assets and standby facilities to meet a prudent estimate of the cash outflows that
may arise from confingent events. The level of required liquidity to be maintained by insurance funds is identified using techniques
including cash flow analysis for ranges of exireme scenarios and siress tests for shock events.

To ensure an appropriate pool of liquid assets are maintained in line with a prudent esliimate of cash outflows, the profile of
investment assets held to meet future liabilities from writing insurance business are structured to include an appropriate proportion of
cash and other readily realisable assets. The required profile is formally defined as part of asset benchmarks provided to the
investment managers, with regular management information provided by the investment manager on the actual holding relative to
the fund benchmark.

Specific liquidity risks associated with the Company’s core product lines and the risk mifigation techniques are as follows:

Annvities: Potential for liquidity risk arises within two specific aspects of the Company's annuity business (i) changes in future pension
commitments and (i) collateral requirements risk hedging strategies.

{i) Changes in future pension commitments - once business has been written, cash outfiows for pensions in payment are generally
predictable, enabling the Company to structure the liquidity, income and maturity profile of investiment assets backing long term
liabilities to meet projected cash outflows. Although variations in longevity can alter the duration of ouiflows over the long term,
trends are gradual, providing opportunity to respond with appropriate risk mitigation sirategies.

(i) Collateral requirements for risk hedging sirategies - as part of the investment asset management strategy for the Company's
annuity business, financial instruments are utilised to manage exposure to fluctuations in interest rates, inflation and foreign currency,
which may otherwise result in long term liabilities being unmatched. The use of such financial instruments can require the posting of
liquid collateral with counterparties, and as such an appropriate pool of the asset types specified by counterparties must either be
held or readily available.

Weather catastrophe: Potential for liquidity risk arises from claims on the reinsurance of LGIL insurance policies.

The Company manages its banking relationships, capital raising activities, overall cash and liquidity position and the payment of
dividends, with support from its ultimate holding company, the Group's treasury function. The Group seeks o manage its corporate
funds and liquidity requirements on a pooled basis and to ensure the Group maintains sufficient liquid assets and standby facilifies fo
meet a prudent estimate of its net cash outflows. In addition, it ensures that, even under adverse conditions, the Group has access to
the funds necessary to cover sumenders, withdrawals and maturing liabilities.

Operational Risk
Exposure to loss arising from inadequate or failed intemal processes, people, systems, or from extemal events.

The Group's operational risk policy defines the overall framework for the management of operaltional risk. The Company does not
have any operational risk appetite, and so seeks to mitigate operational risk wherever possible. However, there is a recognifion that
operational risk events may occur due to human emror and exiemal events that are beyond the conirol of the Company. Operational
risk events are logged. with material items worthy of addilional attention presented to the risk committee.

There are a number of categories under which operational risk and its management across the Company can be considered.

Intemal process failure

The Company is potentially exposed to the nisk of loss from failure of the internal processes with which it fransacts its business. The
Company seeks to ensure the adequacy of the controls over iis processes through regular reviews and assessment of their
appropriateness and effecliveness.
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23. Risk management and control (cont’d)

People

The Company is potentially exposed fo the risk of loss from inappropriate actions by its staff. The risk is managed by business
management and the human resource (HR) functions. Recruitment is managed centrally by HR functions, and all new recruits are
required to sign all the Company policies. Employees have job descripfions setting out their accountabilities and reporting lines, and
are appraised annually in accordance with agreed performance management frameworks. Employees are provided with
appropriate fraining to enable them to meet the relevant regulatory requirements. Risks relating fo health and safety and other
legislation are managed through the provision of relevant training to all staff.

Outsourcing

The Company is potentially exposed to the actions or failure of suppliers contracted to provide services on an outsourced basis. The
required minimum standards of control for outsourced amangements are set out in the Group's outsourcing and crifical supplier
policy.

Legal

Legatrisk is the risk of loss from unclear or deficient product documentation; inadequate documentation in support of material
coniracts such as reassurance freaties; the incomect interpretation of changes in legislation; employment related disputes and
claims; and commercial disputes with suppliers. The risks are actively managed through the Group's legal risk framework, which
defines minimum standards of control o be applied to minimise the risk of loss.

Compgliance

Compliance risk within the Company relates to the risk of non-adherence to legislative requirements, regulations and intemal policies
and procedures. Responsibility for ensuring adherence to relevant legal and regulatory requirements is vested in individual business
managers.

Event

Event risk relates to the potential for loss arising from significant extemal events such as terrorism, financial crisis and major changes in
fiscal systems or disasters. Typically, such events have a low likelihood of occurence, a material impact and can be difficult to
prevent. The Company’s risk mitigation focuses on minimising the business disruption and potential financial loss which may ensue
from such an event. This includes maintaining a framework for the management of major incidents, the maintenance and regular
testing of detailed business, technical and location recovery plans and the provision of insurance cover for the loss of buildings,
contents and information technology systems and for the increased cost of working in the event of business disruption.

Fraud

The Company is potentially exposed to the risk of infemnal fraud, claims-related fraud, and extemnal action by third parties. The risk of
internal fraud is managed through a number of processes including the screening of staff at recruitment, segregation of duties and
management oversight. The activities of Intemal Audit also act to counter the risk. Claims-related fraud is managed by ensuring
business processes are designed fo validate claims and ensure that only bona fide claims are settled. Anti-fraud fechniques are
regularly updated to mitigate risks and emerging threats. The Company’s approach to mitigating fraud and other dishonest acts is
supported by promoting an open and honest culture in all dealings between employees, managers and those pariies with which the
Company has contact. The Group's formal code of ethics sets out the Company’s expectations in this respect. Effective and honest
communication is essenfial if malpractice is to be effectively dealt with. The Company has defined whistle blowing procedures to
enable all employees and those who work with the Company to raise matters of concern in confidence. Personnel independent of
the business reporting line act as designated whistle blowing contacts.

Technology

The Company places a high degree of reliance on IT in its business activities. The failure of IT systems could potentially expose the
Company to significant business disruption and loss. To mitigate the risk, the Company works with its IT providers in ensuring
appropriate standards and methodologies. Disaster recovery facilities enable IT operations to be conducted at remote locations in
the event of the loss of computer facilities at a principal office site.

39



Notes fo the Financial Statements Legal & General Reinsurance Company Limited
For the year ended 31 December 2017 Report and Accounts 2017

23. Risk management and control (cont’d)
Sensitivity analysis

Table 3 shows the impact on pre-tax profit and equity, net of reinsurance, under each sensitivity scenario for the non-pariicipating
business.’

Impact Impact

on pre-fax Impact on on pre-tax Impact on
profit net of equily net of Profit net of Equity net of
reinsurance reinsurance reinsurance reinsurance
2017 2017 2016 2016
£m £m Em £m

Sensilivily fest
1% increase in interest rates 5 5 12 12
0.5% decrease in interest ratesi 4) (4) (8) (8)
Credit spread widens by 100 bps with no change in expected defaulls (4) ()] (4) (4)
0.5% increase in inflation1 (C)] (4) [ 6
15% Rise in properiyl 20 20 10 10
15% fall in propertyi (23) (23) (10} (10)
25% Rise in Equity Value1 5 5 5 5
25% Fall in Equity Value1 5 ) {5) (5)
Annvity: +10bps in credit default assumption (50) (50) (45) (45)
Annuily: -10bps in credit default assumption 49 49 44 44
1% decrease in annuitant mortality 19 a9 {21) (21)
1% Increase in Annuitant Mortality 18 18 20 20

1 For 2017 the Group has dligned sensitivity analysis disclosure requirements across various reported metrics, primarily for interest rate. equity, property
value, and annuitant mortality. The curent disclosure also reflects management's perception of key risks in current economic condifions.

e In calculating the altemative values, all other assumptions are left unchanged. In practice, items of the Company's
experience may be comrelated.

« The Company seeks to aclively manage its asset and liability position. A change in market conditions may lead to changes
in the asset allocation or charging structure which may have a more, or less, significant impact on the value of the liabilities.
The analysis also ignores any second order effects of the assumption change, including the potential impact on the
Company asset and liability position.

» These siresses use the assets that back the liabilities. Any excess assets have not been siressed in these calculations.

e The sensitivity of the profit to changes in assumptions may not be linear. They should not be extrapolated to changes of a
much larger order.

o The change in interest rate test assumes a 100/50 basis point change in the gross redemption yield on fixed interest securilies
together with a 100/50 basis point change in the real yields on variable securities. Valuation interest rates are assumed to
move in line with market yields adjusted to allow for the impact of PRA regulations.

¢ Inthe sensitivity for credit spreads comporate bond yields have increased by 100bps, gilt and approved secunty
yields unchanged, and there has been no adjustiment to the default assumpfions.

o The inflation siress adopted is a 0.5% p.a. increase in inflation resulting in a 0.5% p.a. reduction in real yield and no change to
the nominal yield. In addition the expense inflation rate is increased by 0.5% p.a.

s The annuitant mortality stress is a 1% reduction in the mortality rates for immediate and deferred annuitants with no change
to the mortality improvement rates {so for example a rate that was 80% of a standard table would become 79% of that
standard table).
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