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2004
EEV' basis 2005 Restated
Operating profit before tax? £1,092m £762m
Contribution from new business® £380m £312m
Ordinary shareholders’ equity £6,970m  £4,186m
Dividend cover* 23 1.7
IFRS® basis
Operating profit before tax? £647m £617m
Ordinary shareholders’ equity £4257m  £3,675m

Dividend cover*

1.3 1.3

Worldwide new business APE® £1,296m  £1,008m
New institutional funds £17.1bn £15.5bn
Group funds under management £208bn £165bn
1. European Embedded Value
2. from continuing operations
3. Includes managed pension funds
4. Dividend cover is calculated as operating profit affer tax divided by the current year inferim
dividend plus the proposed final dividend
5. international Financial Reporting Standards
4. Annual Premium Equivalent (APE) is total new annual premiums plus 10% of single premiums
UK Life and Pensions New Business (Em APE) Dividend per share (pence}
2001 584 2001 4.67
2002 608 2002 4.78
2003 592 2003 4.90
2004 722 2004

New Institutional Funds (£bn})

2001 132
2002 14.0
2003 13.1

2005

For more information visit: www.legalandgeneralgroup.com
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“Qur business model
has enabled us o
create further value
for our shareholders.
We have built a strong
market position by
delivering value for
money products and
good service to our
customers. This
remains our intfent.”

Rob Margetts
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General Insurance
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Scale, simplicity and solutions for clients

Over
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2005 Awards...

GENERAL

Life Insurer of the Year

Britain’s Most Admired Insurance Company
Life Assurance Company of the Year

Best Life Insurer in the Netherlands

LIFE AND PENSIONS

Term Assurance Company of the Year

Life and Pensions Protection Provider of the Year
Best Group Critical lliness Insurance Provider
Best Group Life Insurance Provider

The Technology Award

INVESTMENTS

Defined Contribution Investment
Provider of the Year

British Insurance Awards — seventh time in eight years
Management Today - seventh time in eight years
Financial Adviser Awards

Three major Dutch IFA associations

Financial Adviser Awards
Financial Adviser Awards
Cover Excellence Awards
Cover Excellence Awards

British Insurance Awards

Professional Pensions




In 2005, Legal & General
achieved both record
new business and record
profits. Our total UK market
share for the year
exceeded 10% for the

first time. These are the
achievements of a strong
and successful company.

Fig 1. Ten Year Total Shareholder Return (%)
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egal & General made excellent
progress during 2005 across almost
all areas of its business. With very
strong growth in the UK, our new
life, pensions and retail investments
| premium income on an Annual
Premium Equivalent (APE) basis exceeded
&1bn for the first time in our history. At
the same time, our total UK market share
for the year broke through the 10% level.
Legal & General Investment Management also
saw strong new business flows, consolidating
its position as the leading manager of UK
pension funds.

Good margin and profit performance
have gone hand in hand with this excellent
growth. On the European Embedded Value
(EEV) basis, operating profit grew to a
record £1,092m, whilst pre-tax profit
exceeded the £2bn milestone. A new
operating profit record was also achieved
on the International Financial Reporting
Standards basis (IFRS). At the same time
as achieving these record profits, we have
been investing carefully to enhance our
capabilities for the future. In summary,
Legal & General has delivered results which
have once again outperformed the market.
In my judgement, your Company possesses
the attributes, the business model and the
management team to continue to do so.

Overview of Results

Our core UK protection and savings
businesses achieved further market share
growth in 2005. For the full year, our total
UK market share reached 10.4%, making
Legal & General the third largest life
insurer in the UK. A decade ago, in 1995,
we were ranked eighth in the industry
and our market share was just over 4%.

Rob Margetts
Chairman
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Company's market position gives us the scaie
and the efficiency to generate profits whilst
offering customers good value products and
a high quality service.

Our investment management business,
led ably for the last four years by your
new Group Chief Executive, Tim Breedon,
continues to go from strength to strength.
In my first statement to you as Chairman,

I commented that, while it had taken 160
years for Legal & General’s funds under
management to reach £50bn, we had
achieved the next £30bn in only three years.
Six years after that first statement, I am very
pleased to be able to tell you that funds
under management now exceed £200bn.
This is a remarkable performance of
which we can be justly proud. In 2003, the
operating profit of this business on an IFRS
basis rose by over 40%, reflecting both

the strength of our business model and
our focus on effective cost management.
Although our index-tracking capabilities
continue to be the main driver of our
success, our active management business
also made good progress during the year.

Our general insurance business, which
is focused mostly upon household insurance
products, was adversely affected by various
weather incidents which occurred during the
first half of the year. Premiums grew during
the year, after allowing for the profitable
disposal, in March 2005, of Gresham
Insurance Company Limited.

In the United States of America (USA),
our business saw a drop in both premium
volumes and profits in 2005. A tough
competitive environment restricted our ability
to attract the quantity of business we seek
through our existing distribution network.
Steps to expand that distribution are under
way. However, our European businesses have
continued to perform strongly. In France,
we saw good growth in both our group
protection and individual savings products,
with APE for the year up 27% and EEV
operating profits up 200%. Our business
in the Netherlands also maintained strong
momentum. Winner for the fifth year running
of the prestigious Best Life Insurer in the
Netherlands award, the Company saw
premiums grow by 26% and EEV
operating profit increase by over 40%.

Dividend and Shareholder Return

Your Board's confidence in the strength
of Legal & General’s performance and
prospects underpins our recommendation

diviaend by 2.5%. We are now recommending
an increase in the final dividend of 5.2%,
making a full year increase of 4.3%.
The Board’s dividend recommendation
was made after reviewing the Company’s
financial strength and taking into account
the capital required to support continued
growth in new business.

In 2005, our Total Shareholder
Return (TSR) was 16%, but below that of
the FTSE 100. The ten year TSR information,
available on page 1, and the five year
information, on page 37, show our relative
longer term performance.

Customer Focus

Legal & General today has over five million
policyholders in the UK and over half a
million overseas. Meeting our customers’
needs is at the heart of our business so,
however good our customer care may be,
we are always striving to improve it. As
everywhere, our customers’ expectations

are rising steadily, and our competitors are
always seeking to raise their game. Our own
Customer Experience Programme is now in
its second year and already the benefits for
both our customers and our business are
becoming apparent. The priority given to this
aspect of our activities will continue, We have
recently signed up to the initiative launched
by the Association of British Insurers

(ABD ‘The Customer Experience Package’.
Our decision to do so demonstrates our
commitment to provide our customers with
the levels of care and service they want and
are entitled to expect, both before and after
purchasing our products.

Regulatory and Tax Environments

The result of the case between

Legal & General and the Financial Services
Authority (FSA) heard before the Financial
Services and Markets Tribunal was reported
in our Annual and Interim Reports issued in
2005. As a company wholly committed to
operating compliantly in the UK, we have
been keen for many years 1o promote a
regulatory environment which is fair to both
customers and providers. Your Board believes
that the decision of the Tribunal in this case
provided a catalyst to the FSA to improve
the fairness of its enforcement process.

We were disappointed that it was
necessary to make a Stock Exchange
announcement in October 2005, advising that
a completely unexpected change to the tax
basis of life assurance companies could have
a very significant impact on the Group. There
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made resulted in significant amendments
and the proposals will now have no impact
on Legal & General.

It is, I believe, vital to the interest
of long term savings that the tax regime
applying to life assurance companies
is both stable and equitable. We are
encouraged that HM Treasury and HM
Revenue & Customs have now allocated
resources to develop a better understanding
between the Government and the industry
on taxation. We are working actively, with
these and other bodies, to ensure that this
desirable outcome is realised.

Shareholder Communications

Shareholders will, I am sure, have noticed
that this Annual Report is much longer than
its predecessors. This has been necessitated
by changes required by both regulatory and
accounting bodies. Not only has this caused
a delay in our reporting to you, but it has
also resulted in a Report some 50% longer
than last year’s.

Your Board believes that the additional
information being made available about
our business will be of interest and value
to some shareholders. Others, however,
may well find the extent and detail of
information reported to be in excess of
their requirements. In future, therefore,
we will offer you the alternative of
receiving a Summary Financial Statement,
which will contain what we would regard
as essential descriptive and financial
information. The experience of other
large companies is that most shareholders,
conscious of the environmental and cost
benefits, are content to receive the Summary
Financial Statement. Accordingly, it is our
intention when we issue our Interim Report
in August to ask shareholders if they wish
to receive paper copies of the full Annual
Report in future. Shareholders who do not
opt to do so will subsequently receive just
the Summary Financial Statement. This
together with the full Annual Report will,
of course, be available on the Group’s
website www.legalandgeneralgroup.com.

Board Changes

Sir David Prosser, your Group Chief Executive
for over 14 vears, retired from the Board at
the end of 2005. His contribution to your
Company was immense. He displayed many
outstanding talents in his long period of
executive stewardship. His understanding of
our industry was remarkable and he steered
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sure do all shareholders, for his leadership
over such a successful period in your
Company’s history. We wish him a long
and happy retirement.

Tim Breedon, who succeeded Sir David
on 1 January 2000, is already showing the
qualities of leadership and judgement which
your Board identified when we selected
him for the role last May. Legal & General
Investment Management delivered
remarkable results under his leadership and
your Board and I are absolutely confident
that he will achieve similarly impressive
results for the Group as a whole. Barrie
Morgans will be stepping down as a
Director at the Group’s Annual General
Meeting in May 2006, having served on
your Board for nine years. During this
time, he has chaired the Audit Committee
diligently and effectively, sharing with us
his considerable wisdom and experience.
His contribution to your Company’s affairs
will be much missed.

Outlook

2005 marked a third year of recovery

in UK equity values and 2006 has begun
well, with the FTSE 100 index moving
ahead by over 5% in the first ten weeks.
The UK economy continues to grow, as
a result of which we are confident that
our marketplace will also see growth
this year.

Indeed, for Legal & General, the year
has already begun well, with good new
business growth in our core UK market.
We have new executive leadership with the
focus, the energy and the determination to
do what we do better than ever. 2005 was
a record year for Legal & General. The start
of 2006 has been encouraging. Your Board
is confident that Legal & General has the
ability to outperform over the long term.

?gb mar(jaﬂz

Rob Margetts
Chairman

www.legalandgeneralgroup.com



EROUP CHiEF EXECUTIVESTREVIEW  IACRYIUNelelliigNIcple) 1im Breedon became Legal & Generols
s — Group Chief Executive on 1 January 2006.

grow bgccuse that is the He gave this inferview for the Annual Report
dynamic of the market at the end of February.

and of our position in it,
but our priority is profit.”

Tim, you have been Group
Chief Executive for almost
two months now. With the
benefit of that time in the
role, how do you assess
&= your inheritance?

A. The quick answer is very posifively.

As shareholders will know, Legal & General
has developed a very strong business model
over the past decade. | see my job,
therefore, as building on some pretty

solid foundations. Changing some things,
certainly, seeking improvements wherever
we can find them but, fundamentally, the
business model we operate is working well
and | don't infend to “fix it"”.

Q. Does that mean that shareholders can
expeci fo see Legal & General continving
to deliver the some rafes of new business
growth as were achieved in 20057
A. The last few years have seen our two
main UK businesses achieve remarkable
growth. This is what we said we wanted
the Rights Issue money for in 2002 and the
growth we have been able to achieve was
made possible by the capital raised then.
However, no sensibly managed
company grows for growth’s scke.
Legal & General will continue to grow
because that is the dynamic of the market
and of our position in it, but our priority is
profit, Achieving the scale we now have
has been immensely important. It gives us
the opportunity fo invest 1o become more

18 W
i mE

Tim Breedon
Group Chief Executive




opportunities. But that isn’t the same as
saying that having even greater scale than
we have now would give us significantly
greater profit benefits. We will grow, I'm
confident, but we’ll be growing where we
can meet our profit objectives - not where
we can't.

Q. Which then are the areas you believe
offer the best prospecis for Legal & General
in the future?

A. As you know, the large majority of our
business comes from the UK and, to be
clear on this, that's where | think the best
opportunities lie for us in the short term.

| feel very positive about the outlook
for our business in the UK. Transaction
volumes in the housing market will, | think,
grow following the ‘soft landing’. Individuals’
confidence in equity savings has been
boosted over the last year and | believe it
will continue to build. There’s no sign of a
late 19905’ type equity bubble, so | believe
individuals and institutions will continue fo
invest in our equity products. And pensions
saving, of course, should be an area of
enormous opporfunity. I'm not going to risk
predicting what the Governmeni’s White
Paper on Pensions will say but this is an area
of saving which has to grow and, on most
of the probable outcomes, this will generate
significant new business opportunities for
the insurance industry.

All of which is not to say that there
aren’t also opportunities for us overseas.
We’ve got some well-positioned
international businesses already and we're
not afraid to add to them. We would have
to be confident of a close fit with our
business approach and of delivering a
good return on capital. Those will be tough
criteria to meet, but we are certainly not
against overseas expansion in principle,
be it organic, or otherwise.

Q. In describing why you believe the UK is such
a good market for Legal & General, you didn’t
mention onnvuities. That's a very important sector
for Legol & General. How do you see the market
developing and how concerned are you at
press reporis of possible new entranis?

A. You're right, annuities represent a very
large and growing market in the UK. The
burden and impact of regulation on
companies generally is causing more and
more of them to seek to transfer the risk of
pensions liabilities onto the shoulders of

1. On a Medified Statutory Solvency basis.
2. On an International Financial Reporting Standards basis.

As to how that might affect us, my
strong sense is that our track record of
expertise and quality service will be very
hard for newcomers to match. Our plan is
to continue to improve both our service
delivery and our pricing precision. That
leads me firmly to believe that this market
will continue to allow us to write the volume
and type of business we want, on terms that
are atftractive.

Q. Though it is early days, are you happy with
the proportion of the Group’s business you are
gefting from each of your main product areas,
or are you infending fo try to change thai?

A. The first point, of course, is that there is
only a limited amount one company can
do. It is the market which determines which
products are going to be bought and which
not. And, as has often been said, you can’t
buck the markeft.

In general terms though, one of the
great strengths of Legal & General, | believe,
is the way in which our business is balanced
befween the protection elements of our
business and the savings and investment
sfrands. We have a market leading position
in each and have the scale, therefore, to be
an efficient provider. But the important point
is the flexibility which this balance gives us
to shift our business in line with opportunities
and, of course, in line with the market.

So, although I'm not saying that I'm in any
way unhappy with the relative size of the
different product areas, that proportion
will change from fime to time and yes, of
course, we'll manage those changes to
the benefit of our overall profit growth.

Q. What about the mix of your distribution in the
UK? The proportion of your sales derived from
IFAs has grown significanily in recent years. Is
that a trend you want to see conlinue or do you
wont to boost the proporiion coming from your
tfied Business Pariners?
A. As | said just now, the fundamental driver
for what portion we get from where, is the
market. 2005 saw the housing market, where
many of our Business Partners are active,
slow. The result for us was a small shift in
the source of our business fowards the
independent financial advisers. This year,
we expect the housing market will expand
a bit, so the shift for 2006 may well be in the
other direction.

But, again, the key point is the fact that
we operate very successfully and in large

great strengths in my view. Polarisation

was supposed to be a great threat to the
industry. Legal & General went in strong but
came out stronger and all the indications
are that that is exactly what is happening
again as the market depolarises.

Q. Four years ago, you were appointed Group
Director (Invesiments) with responsibility for
Ltegal & General Invesiment Monagement
(LGIA). Since then funds under management
have grown from £114bn to £204bn, whilst
operaling profit has grown from £50m' to £103m?2,
Are there lessons from your experience of
running LGIM so successfully which you hope
to apply in your new role?

A. LGIM's success is built on its very simple
business model. It's a doubly effective model
because it’s one which competitors would
now find very hard to replicate. The model
for the Group as a whole is, of course, not
so simple but it mustn't be allowed to
become too complicated either.

Basically, there are three core
competences which have to be leading-
edge right across the Group. They are the
customer experience through the whole life
of the product, efficient systems supporting
scaleable businesses, and distribution
management that is alert and responsive
to the changing dynamics of the market.
At LGIM, | believe we reached high
standards in these areas. We were leading-
edge and we were rewarded by the
marketplace for being so. Across the Group
as a whole, my judgement is that, whilst we
are leading-edge in many product areas,
we are not yet in all. 1t is my challenge and
my intention o ensure that we become so.

Q. If that is your gool, how do you infend o
achieve it? Is it a question of trying to change
Legal & General’s culture ond, if so, how do
you intend to do that?

A. No, Legal & Genercl’s culture is one of
our strengths so it is not a question of trying
to change our culture but rather of trying
to embed it more firmly.

The word ‘challenge’ is one | use often.
Successful companies are those that
challenge what has been achieved already
in order to achieve more. Legal & General
does many things very well. My goal though
is for us fo do more things better and that’s
where having o strong challenge and
learning culture comes in. Mistakes, although
one wants to avoid them, do get made.

wwwi.legalandgeneralgroup.com
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The point is to learn from them, not to
spend time finding people to blame.

Legal & General has a good team culture
already, in my view, and the surveys we

do confirm this. So it is not a question of
creating any sort of new culture but rather
just reinforcing how confident colleagues
can be, of Legal & General’s future success.
Getling to be leading-edge across the
product range is, | believe, well within reach.
As i say, it is my challenge to make sure we
get there,

Q. How helpful do you think the Group's
relationship with iis frades union, Amicus, will be
In this respeci? I've seen the relationship being
criticised for being too cosy. What's your view
on that?
A. Qur relationship with Amicus is, in my
view, immensely important to the Group.
It gives us the ability to operate both more
flexibly and more efficiently than we would
be able to otherwise, and | think it also
helps us to deliver gquality customer service.
This is because our Amicus
representatives encourage an open,
constructive dialogue based on trust
and a common goat of making the
Group successful. Partnership works at
Legal & General because it is approached
with the right attitude of mind.

Q. Given what you've just said, is there, do you
think, a role for Corporate Social Responsibility
{CSR) in achieving good employee relations?
A. Yes, although | think CSR has wider
implications than just employee relations.
I've written the introductory piece for our
web-based CSR Report this year and it is
also reproduced in the Annual Report', This
seeks to explain why | believe CSR is so

1. pages 22 - 25

Legal & General Annual Report and Accounts 2005

emphasis we are putting on our ‘Custome
Experience Programme’. But our Community
Involvement Programme is, | think, immensely
important as well. We support a large
number of charities, either associated with
our businesses or close to our main offices,
and we do this with the purpose not so
much of getting recognition or plaudits,

but rather because we believe they are
important causes to be supporting ~ ones
that are really doing good and helping
people. And, | think, our staff recognise
what we do, approve of it and value it.

It helps colleagues to appreciate what
Legal & General stands for and, ultimately,

| think that influences the kind of people who
want to work for us and how they behave
towards their colleagues and customers.

Tim Breedon
Group Chief Executive
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Legal & General has an
excellent tfrack record

and the strengths to build
on its successes. Our scale,
flexibility, expertise and
customer focus are hard
to replicate.

hat We Are
Back in 1836, the
Legal & General Assurance
Society Limited was
established in London by
its six founders - a group
of solicitors and a barrister. Our first ever life
policy was written in October of that year.
170 years later, Legal & General is one
of the largest providers of life insurance
products in the UK and also offers a wide
range of savings and investment products.
In addition, we write general insurance
business (predominantly household
insurance) and administer one of the
largest organisations of mortgage advisers.
Legal & General Partnership Services Limited
and the Mortgage Club together arranged
over £20bn of mortgages last year.
Underlying our UK life insurance
business is a strong balance sheet. This has
supported Legal & General’s consistent growth
in UK market share over the last decade, and
underpins our confidence that profitable
growth can be supported into the future.
Legal & General Investment
Management (LGIM), our fund management

business, has developed expertise in a
broad range of investments. At the end
of 2005, LGIM managed over £204bn of
assets, including UK equities of £67bn,
estimated to be equivalent to 3.8% of
the FTSE All-Share index.

Legal & General Group Plc is
listed on the London Stock Exchange
with a capitalisation of £7.9bn as at
31 December 2005. In 2005, we were
voted Life Insurer of the Year for the sixth
year in a row at the British Insurance Awards,
a welcome recognition of our successful
strategy and commitment to customer service.

Although predominantly in the UK,
we manage a number of overseas
subsidiaries, most significantly in the
Netherlands, France and the United States
of America (USA).

We believe that with our continued
strength, experience, flexibility and the
support of our skilled employees we can
confidently expect further successes in
the future.

Our Business and Strategy
The strength of the Group’s financial resources
allows it to provide a wide range of financial
services products. In return for this use of
capital, Legal & General aims to price those
products to deliver attractive returns and
suitable rewards to our shareholders.
In order to sustain our returns,
Legal & General has pursued a strategy of:
o Maintaining expertise in a wide range
of product categories — retirement savings,
unitised savings, protection, retirement
income contracts, retail investments, fund
management and general insurance.

www.legalandgeneralgroup.com
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and other institutions,

Building a reputation for products that
offer value for money to the customer.
Being flexible in our approach to
distribution, and offering our products
through a wide range of channels:
independent financial advisers, selling
direct to the customer over the internet and
telephone, through partnerships with banks
and building societies and other Business
Partner and intermediary relationships.
Continually improving our customers’
overall experience of Legal & General.

We believe that one of the best
advertisements for our business comes
from the satisfaction of existing customers,
intermediaries and Business

Partners. In order to achieve this,

we aim to be efficient, to make our
administration effective and to execute
our business with the aim of improving
the overall experience of dealing with
Legal & General.

Through our strength, scale and flexibility,
by working hard to maximise both our
customers’ positive experiences of buying
Legal & General products and our

o

5]

o

Industry Issues
Legal & General's core businesses focus
on the UK long term savings, investment
and insurance markets, where we see
further opportunities for growth in sales and
profitability. This industry has faced significant
challenges in recent years, including:
e The severe equity bear market seen in
the early years of the new century. This
undermined not only the balance sheets
of companies worldwide, but also the
confidence of the retail investor in equity
investments as a whole.
o Ongoing debate around and reform of the
state and private pension provision. This
includes the introduction of Stakeholder
pensions and the recent recommendations
of Lord Turner’s Pension Commission.
We welcome this debate. However, we
recognise that individuals’ decisions over
pension savings are complicated by
continuing changes to the framework.
Low pension profitability. The
implementation of price controls by
the Government has resulted in some
segments of the pensions market

o

Fig 3. Operating Profit from Continuing Operations’

(Em}

2001 485
2002 484
2003 552
2004 617
2005 647

1. Modified Statutory Solvency basis 2001-2003,

International Financial Reporting Standards basis 2004-2005
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market, and these challenges are reflected
in our financial results for the year.
Legislation, coming into force on

6 April 2006, which will simplify
considerably the tax treatment of
contributions to, and benefits from, non-
state pension schemes. This will affect the
pension, protection and annuity products
sold by Legal & General. This should lead
to greater clarity and flexibility in the
pensions market in the longer term, but
has required significant systems
development across the industry.
Depolarisation of the UK advisory market,
which is changing the distribution of
products fundamentally. Until last year,

all financial advisers were strictly divided
between those which were independent
and those which were tied to a single

life company. Those restrictions have been
removed, opening up the distribution
market into one that should provide much
broader access to advice.

Numerous changes in approach to
accounting and reporting standards for
companies selling long term insurance
business. These have come from the

Fig 4. EPS? Based on Operating Profit After Tax!
(pence})

2001 6.29
2002 586
2003 610
2004 6.79
2005 7.04

B

Madified Statutory Solvency basis 2001-2003,
Internationat Financial Reporting Standards basis 2004-2005

2. EPS - Earnings Per Share

customers and growing

In the UK, Legal & General
has over five million
customers. In addition,
the Group has over
half a million
customers overseas,

www.legalandgeneralgroup.com



Fig 5. Life and Pensions - IFRS Operating Profit
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changes do not impact the underlying
profitability of the Company, they do
provide a challenge to the industry’s
systems, actuarial and finance functions.
o Issues over the last 15-20 years which
have been detrimental to the image of
the industry in the eyes of the public,
including pensions mis-selling and
endowment mortgages.
In such a dynamic industry, the companies
which will prosper, in our view, are those
which remain financially strong and
operationally flexible enough to address
developing issues with confidence. We
continue to believe that this degree of
change and challenge offers Legal & General
an attractive opportunity to build its
franchise further. Through maintaining the
strength of our business, being actively
engaged in resolving developing issues and
by flexibly managing our product and
distribution offerings, we believe we are
excellently positioned to outperform the
broader industry.

Legal & General is, like all financial
services companies, exposed to risks from
outside its own business, in particular
economic and investment market shocks.
Exposure to these risks is a necessary part
of our business. We continue to manage
the business to be robust and flexible.

UK - Long Term Insurance, Savings

and Investment

Legal & General has one of the leading
positions in this industry in terms of new
business written. We estimate that for 2005
our overall share of industry new business
was in excess of 10%.

2004
2005 Restated
£m £m

UK operating profit:
With-profits business 66 67
Distribution from non profit business 312 287
Subordinated debt interest 37 37
45 391
USA 52 58
Netherlands 18 28
France 4 -
Operating profit 489 477

10 Legal & General Annual Report and Accounts 2005
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to us that scale, in terms of both sales and
the overall portfolio of business, provides
an excellent insight into the risks which we
are pricing, and hence offers competitive
advantage. We are also a leading provider
of investment bonds, where our strengths

in investment management and our value
for money reputation have supported

our success.

Legal & General Assurance Society
Limited, the Group’s principal operating
company, is rated by Standard & Poor’s
AA+ (“very strong”) for financial strength,

a rating shared by only one other life
insurance company in Europe. Moody’s
and A.M. Best rate our financial strength
as Aal and A+ respectively.

In distributing our products, we
operate through a wide range of channels.
For those customers who are happy to deal
with us directly, and where the requirement
for advice is limited, this can be achieved
over the telephone or the internet. However,
for sales of more complex products, where
professional advice is required, we work
with a range of intermediaries:

o Independent financial advisers (IFAs),
who offer advice to customers in selecting
products from across the entire industry.
‘Multi-tied’ advisers — advisers are now
permitted to offer advice between the
products of a limited panel of providers.
We actively compete to attain positions
on such panels, subject to an overriding
requirement that such relationships must
be profitable for us.

Banks and building societies. These
distribution relationships fall within the
above categories. We believe that we
have been particularly successful in this
specialist area in developing strong
relationships in recent years.

As part of this broad range of distribution
channels, we have strong relationships
with leading IFA firms such as Sesame,
Bankall, Tenet and many others. We are
also pleased to have been chosen as a
Business Partner by Barclays Bank,
Alliance & Leicester, Bradford & Bingley
and Northern Rock among others. We
believe this reflects well on our credentials
as a leading Business Partner in the product
manufacturing industry.

o

o

Fig 6. UK New Business Split APE

O Unit Trusts/ISAs
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advisers or consultancies. These group
schemes help clients either to provide
adequate protection for all their employees,
or to manage the asset and liability issues
within their existing group pension schemes.
The expertise and systems which support
our reputation in these highly specialised
markets are, in our view, a result of our
long term active commitment to them.

We believe such strengths and
experience in so many products and
distribution channels, equip Legal & General
with industry and market insight which
allows us to deliver profitable growth
in a competitive market.

Investment Management

Legal & General Investment Management
holds £204bn of funds on behalf of
Legal & General policyholders, retail
investors, pension funds, charities and
other institutions.

The scale, quality and reputation
of our investment management operations
provide considerable competitive advantages
to our other key businesses. Most of the
products we sell across the Group rely in
large part on the performance of a portfolio
of underlying investments in order to deliver
good returns to policyholders and profits
to shareholders. So the ownership and
control of a large, efficient, respected and
highly successful investment management
operation remains a critical success factor
for all of our businesses.

The expansion in our business has
been driven by Legal & General Investment
Management's enviable record of winning
new pension funds at a rate of over £1bn
per month on average since 1998, and a
total of £117bn over the last 10 years. It is
testament, we believe, to our strengths that
the majority of new monies received in 2003
came from existing clients.

Legal & General develops and
distributes a range of unit trust, ISA' and
OEIC? contracts, with over £10bn under
management for our external clients at the
end of 2005. According to the Investment
Management Association, we are in the top
five managers of ‘retail’ unitised investments
in the UK. This is a market where we
believe our focus on value for money,

1. Individual Savings Account
2. Open-Ended Investment Company

investor of UK pension fund assets, accounting
for £131bn as at December 2005. This is 64%
of our overall business by assets and 78% by
profitability. This scale and success has been
driven by our market leading expertise in the
development and management of index-
tracking funds (investment funds which aim
to track the changes in value of an underlying
broad index of investments — for example the
FTSE All-Share index). Many large pension
schemes have in recent years opted for all, or
part of their equity investments to be indexed
rather than pursuing outperformance by
investing in more complex and often more
expensive funds.

Although tracking funds remain the
largest part of our overall portfolio (67%
of total funds under management) we have
been developing other parts of our business
further and have been pleased with the
recent successes in winning mandates
to run active bond portfolios.

We believe that there remains great
scope for solid, long term growth in our
investment management operations. We
expect to be a continuing beneficiary of
the increasing number of pension funds
who are making additional contributions
1o reduce funding deficits. We continue
to expand our expertise further into active
bonds and equities.

The long term demand for pension
savings is expected to continue to grow
as the population ages. Recent statutory and
legislative changes should also, in our view,
increase public awareness of the need to
save further.

UK - Other
In addition to life insurance and investment
business, Legal & General also writes
general insurance business, predominantly
household buildings and contents insurance
written through brokers.

Legal & General has a significant
presence in the UK mortgage market,
both through Legal & General Partnership
Services Limited (LGPSL), an organisation of
100 mortgage advisory businesses and 1,700
individual mortgage advisers, and through
the wider marketing activities of the Mortgage
Club. The advisers within LGPSL are tied to
Legal & General for any life insurance sales
made alongside a mortgage. This provides
us with a valuable source of business.

Fig 7. Operating Profit from Continuing Operations’
{Em)

2001 739
2002 486
2003 756
2004 762
2005 1,092

1. Achieved Profits basis 2001-2003, EEV basis 2004-2005

with the large providers of mortgages who
benefit from the business passed to them.
Due to the scale of the overall mortgage
business, mortgage lenders are often willing
to consider participating in services and
product developments in order to enhance
further the mongage customers’ experience.
Through these mortgage sales and
the sales of mortgage-related life insurance,
Legal & General is currently involved in one
in nine mortgage transactions in the UK.

Overseas

The UK remains the focus of our corporate
strategy at present. We do, however, have
three important overseas life and pensions
businesses, in the USA, the Netherlands
and France.

Each of these has an established
position in selected lines of business,
providing profitability while not focusing
solely on achieving a dominant overall
share of their respective markets.

In the Netherlands (4% of EEV
operating profit) we sell a range of
individual savings and protection products.
This business was last year voted Best Life
Insurer in the Netherlands for the fifth year
in a row,

In France (3% of EEV operating profit)
we have achieved success in single premium
investments and group protection.

In the USA (2% of EEV operating
profit) our strategy has been to focus on
the provision of protection contracts to the
high net worth market.

Summary

Legal & General has seen massive growth

in its business over the last decade (20%
growth p.a. compound from 1995 to 2005)
as a result of continued expansion in the
industry (9% growth p.a. compound) and
our success in building market share in this
period (increasing from approximately 4%
in 1995 to just over 10% in 2003). Long term
growth will, in our view, be supported as
the population continues to age and to
prosper and increasingly recognises its need
to protect its own financial security. Having
achieved scale in our major product lines,
however, there is little pressure, in our view,
to pursue growth for growth’s sake. We will
continue to build our business in favour of
profitability, not at its expense.

Fig 8. EPS?2 Based on Operating Profit After Tax’
(pence)

2001 9.84
2002 8.49
2003 8.49
2004 8.46
2005 | 1202

1. Achieved Profits basis 2001-2003, EEV basis 2004-2005
2. EPS - Earnings Per Share

www.legalandgeneraigroup.com
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The British Insurance
Awards are announced
each year af a dinner
held in July. One of

the prestigious awards
is for ‘The Life Insurer
of the Year’.

Legal & General won
the award in 2005.

This was the seventh
occasion on which

the Company has won
the award in the past
eight years.




pension system in the UK.
There remain risks to running a financial
services company. However, these are the
risks and challenges which we are used to
dealing with. Our skills, flexibility and focus
give us confidence in the ability of our
business to meet any challenges and to
succeed in building shareholder value.

NEW BUSINESS

UK Retail Business

The sales environment for UK savings and
investment products benefited in 2005 from
improving equity markets and a further
recovery in consumer confidence. In this
more positive environment, our clear
strengths in distribution, our customer
focused products and well-recognised
brand enabled us to secure strong growth,
particularly in savings related business.

Protection

Over the full year, mortgage-related business
of £91m (2004: £109m) and other protection
volumes of £47m (2004: £51m) were down
17% and 8% respectively.

Sales of annual premium mortgage-
related protection business reflected a more
subdued housing market. Other protection
business was impacted by increased levels of
competition, more particularly in the first half
of the year.

We have retained a leading position
in the protection market and our ability to
handle an average of over 40,000 applications
a month underlines the efficiency of our
business model.

Savings

The continuing trend of strong growth in
sales of single premium unit linked bonds
benefited from the launch of our multi-fund
bond to Bradford & Bingley’s customers
using the Legal & General branded platform
developed jointly with Cofunds, a leading
funds supermarket. In a pilot project, the
multi-fund bond was also launched to
selected IFAs in November and to the
whole market in the early months of 2006.
Over the full vear, sales increased by 47%
to £2,082m (2004: £1,418m). With-profits
bond sales continued to decline, falling

to £169m (2004: £390m).

Pensions
Over the full year, annual and single
premium business, excluding Department
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transfer market in the run up to pensions
A-Day and on employer related business
fuelled by scheme reconstructions.

Annuities

Competition in this market segment
intensified in the second half of the year.
Our continued focus on return on capital,
rather than volumes, led to a fall in

sales of 16% over the year to £722m
(2004: £859m).

Investments

Over the full vear, single payment unit
trust and ISA volumes increased by 92%
to £2,999m (2004: £1,565m). This result
included the one-off benefit from the
restructuring of a number of Barclays’ funds
and strong flows from other institutional
investors, such as charities and friendly
societies. Unit trust funds under
management reached £16.6bn at the year
end (31 December 2004: £12.8bn).

UK Corporate Business
In a buoyant year, single premium sales
of bulk purchase annuities were at their
highest ever level of £877m (2004: £449m).
In the second half of the year group
risk new business slowed as the business
opportunity arising following the withdrawal
of a competitor from the market at the end
of 2003 tailed off. However, over the full
year, group risk new annual premiums
increased by 19% to £70m (2004: £59m).

International Business

In the USA, difficult trading conditions in
the brokerage market caused new business
volumes to decrease by 23% from $98m APE
in 2004 to $75m APE in 2005.

We continued to achieve good growth
in our European businesses. New business
volumes for the year were €42m APE in
the Netherlands (2004: €35m APE) and €57m
APE in France (2004: €44m APE).

Distribution

2005 saw Legal & General invest in a fund
platform, which will ransform the way

in which our customers can buy retail
investment products. In doing so, we are
able to take full advantage of not just the
IFA market, but also our bank and building
society relationships, to provide fund choice
to a much wider customer base. The
introduction of our Portfolio bond to
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in 2006. In April, we will also add our
multi-fund pension product to the platform.
The breadth and flexibility of
Legal & General’s distribution capabilities
underpins our new business success. In the
IFA market, we have grown from seventh
largest provider less than three years ago, to
the third largest today. We also see further
scope to expand our distribution through
banks and building societies.

OPERATING PROFIT

UK Life and Pensions - EEV basis

The strength and flexibility of our business
model has enabled us to grow both new
business volumes and market share. The 26%
growth in the present value of new business
premiums was matched by a 27% growth in
new business contribution to £306m. In each
product area of non profit business, margins
increased. However, reflecting the changed
sales mix, the margin on UK new business
(expressed as the contribution from new
business divided by the present value of
new business premiums) was unchanged at
4,6%. The return on capital from non profit
business was 19% gross and 15% net of

the cost of solvency capital (2004: 17% and
14% respectively).

The increase in the expected
contribution from in-force business and
the contribution from shareholder net worth
reflect the unwinding at a slightly lower
opening discount rate (7.5% against 7.7%)
on higher opening values.

There was a net positive impact from
experience variances and operating
assumption changes. The experience
variance benefited from positive persistency
experience in protection business, which
was partly offset by negative experience
on mortgage endowments and with-profits
bonds. There was a positive experience
variance from mortality and morbidity and
a small negative variance on expenses.
Experience variances also continued to
benefit from further releases of margins
for prudence arising from improved data
management in the transfer of deferred
annuity liabilities.

In 2004, operating assumption
changes included the impact of adopting
revised annuitant mortality assumptions.
For 2005, operating assumption changes

www.legalandgeneralgroup.com
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Fig 9. Worldwide Operating Profit Before Tax - EEV basis

2004
2005 Restated
Year ended 31 December £m £m
Life and pensions 901 587
Investment management 136 108
General insurance 14 32
Other operational income 41 35
Operating profit from continuing operations 1,092 762
Fig 10. Profit for the Period - EEV basis
2004
2005 Restated
Year ended 31 December £m £m
Operating profit 1,092 762
Investment return variance 870 414
Economic assumption changes 8 34
Minority interests 81 32
Profit from continuing operations before tax attributable to equity holders 2,051 1,242
Profit attributable to equity holders of the company 1,144 861
Fig 11. Worldwide Operating Profit Before Tax — IFRS basis
2004
2005 Restated
Year ended 31 December £€m Em
Life and pensions 489 477
Investment management 103 73
Generail insurance 14 32
Other operational income 41 35
Operating profit from continuing operations 647 617
Fig 12. Profit for the Period - IFRS basis
2004
2005 Restated
Year ended 31 December £m £m
Operating profit 647 617
Investment return variance 139 48
SRC movement 514 (20)
Minority interests 81 32
Profit from continuing operations before tax attributable to equity holders 1,383 677
Profit aftributable to equity holders of the company 944 463

Legal & General Annual Report and Accounts 2005

pensions simplincation. In 2005, there
was no net impact from mortality.

The development costs for 2005
primarily relate to the development of
the funds platform.

International Life and Pensions — EEV basis
Operating profit from international life

and pensions business was lower at £100m
(2004: £113m) as improved results from
Europe were more than offset by weaker
results in the USA.

In the Netherlands, operating profit
was significantly higher at £43m (2004:
£30m) and in France profits trebled to reach
£33m. The combined contribution from new
business grew by more than a third, driven
largely by improved margins and increased
volumes in France. Positive experience
variances and assumption changes reflected
improvements in our modeling capability in
the Netherlands and a reduction in required
capital in France.

In the USA, the level of claims
exceeded the assumed level in the first three
quarters of the year and future mortality
assumptions have been adjusted accordingly.
The contribution from new business for 2005
reflected significantly lower volumes. It has
also been calculated assuming no external
financing for Triple X reserves on 2005 new
business. A securitisation transaction to
finance such reserves on 2003 and 2004 new
business was implemented successfully in
the final quarter of 2004. We anticipate that
further financing will be arranged in 2006.

UK Life and Pensions - IFRS basis
Strong returns on the assets backing with-
profits liabilities enabled policyholders’ bonus
rates 1o be either maintained or increased
in 2005. Although bonus rates generally
improved, there was a marginally lower profit
contribution from with-profits business at
£66m (2004: £67m). Against this backdrop
of strong investment markets, the Group has
now decided to follow the general practice
of time-barring future complaints from
mortgage endowment custoners.

The increased distribution in respect
of non profit business has been calculated
by reference to the formula agreed with
our regulators and is limited to a smoothed
investment return of 7% on the embedded
value of the Shareholder Retained Capital (SRC)
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the intra-group subordinated debt capital
attributed to the SRC amounting 1o £37m.
The external servicing cost of the related
debt has been reflected in interest expense
reported within other operational income.
Overall, the UK life and pensions operating
profit before tax grew 6% to £415m

(2004: £391m).

International Life and Pensions - IFRS basis

The operating profit from our international
life and pensions businesses was £74m
(2004: £86m). The reduced profit from

the USA reflects both adverse mortality
experience and the adverse impact of lower
sales on costs. The contribution from the
Netherlands reduced as, under IFRS, all
assets but not all liabilities are valued at fair
value. As a result of this, further volatility
in results can be expected. In France, we
benefited from improved margins on a
higher level of sales.

Investment Management - IFRS basis
The profit from our investment management
business grew by 41%, benefiting from
further market growth, strong net inflows
and increasing economies of scale. The
operating profit of £103m included £7m
for retail investments (2004: &4m) previously
reported within other operational income.

In a record vear for new business, more
than half of new funds have come from
existing clients. We continue to expand our
product range and the geographic spread of
our business. The second half of 2005 saw
the launch of both pooled and segregated
liability driven investment products. Qur
strengths in defined contribution (DC)
pension business were recognised at the
2005 Professional Pensions Awards where
we won the DC Pension Provider of the Year
award. Continued focus has led 1o a further
improvement in the cost to income ratio.
Funds under management by Legal & General
Investment Management grew to £204bn
(31 December 2004: £162bn) of which
£145bn was managed for external clients.
The further broadening of our services and
our core competencies in index tracking and
active bond management have ensured that
we have retained our position as the leading
manager of UK pension fund assets.

These comments have focused on the
IFRS results since, increasingly, analysts are
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of the results on an EEV basis. These results
reflect growth in new business volumes and
improved margins on that business, the
further growth in funds under management,
better than assumed persistency and
increased operational efficiency.

General Insurance - IFRS basis

Gross written premiums from continuing
operations grew by 3% to £334m as
improved volumes in household and
healthcare business lines were partly
offset by lower motor volumes.

The operating profit from continuing
operations was significantly lower at £14m
(2004: £32m). This primarily reflected
a reduced operating profit from the
household account arising from higher
bad weather claims in the first half and
increased competition in the broker
distribution channel in the second half of
2005. Elsewhere, improved results from
accident, sickness and unemployment
business were offset by increased motor
losses and a smaller release of reserves from
the mortgage indemnity book. The combined
operating ratio was 101% (2004: 94%).

The previously announced sale of our

Fig 13. 2005 Product Margin Analysis - EEV basis
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&£13m after tax.

Other Operational Income - IFRS basis

Other operational income comprises the
longer term investment return arising from
investments held outside the UK long term
fund, interest expense, the results of the
Group’s other operations and unallocated
corporate expenses. Improved investment
returns were offset by higher interest
expense arising from increased levels

of debt. The increase in the contribution
to £&41m (2004: £35m) reflects a lower
level of unallocated corporate and
development expenses.

OPERATING PROFIT BEFORE TAX

EEV basis

The Group’s operating profit before

tax grew by 43% to a record £1,092m.
The profit from continuing operations,
which includes the effect of variances

in investment return from the longer
term return assumed at the end of 2004,
benefited from strong investment markets
and rose by 65% to £2,051m. The
investment return on the equity and

Confribution’ PVNBP? Margin
Year ended 3t December 2005 £m £m %
Protection 82 1,051 7.8
Annuities 177 1,539 11.5
Savings
- Unit linked bonds 49 2,082 2.3
- Pensions - Stakeholder and other non profit (18) 935 (1.9)
With-profits 16 1,014 1.6
Total 306 6,621 4.6
Fig 14. 2004 Product Margin Analysis - EEV basis
Contribution' PVNBP? Margin
Year ended 31 December 2004 £m £m %
Protection 71 1,016 7.0
Annuities 135 1,265 10.7
Savings
— Unit linked bonds 26 1,418 1.9
- Pensions - Stakeholder and other non profit {20) 465 (4.2
With-profits 29 1,091 2.7
Total 241 5,255 4.6

1. Contribution from New Business
2. Present Value of New Business Premiums

www.legalandgeneralgroup.com
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IFRS basis

In aggregate, Shareholder Retained Capital
(SRO) increased by £516m pre-tax (2004:

a reduction of £20m). This reflected the
impact of improved investment returns and
the significant increase in the net capital
released from the growing book of non
profit business, offset partly by the increased
transfer to shareholders from non profit
business. On a net of tax basis the new
business strain on higher volumes of non
profit business of £466m was more than
offset by the expected release of capital of
£499m from the existing book of business
and other reserve adjustments.

CAPITAL

Legal & General remains one of the
strongest companies in its sector. Our capital
position underpins our ability to continue

to grow new business volumes profitably.

At Group level, the Insurance Groups’
Directive capital surplus was £2.4bn.

The total capital resources available to
Legal & General Assurance Society Limited,
the Group’s main UK operating subsidiary,
amounted to £8.5bn at 31 December 2005
(£7.0bn at 31 December 2004), which
included an implicit item of £540m (2004:
£755m) in respect of non profit business,
and exceeded the total capital requirement
by £4.4bn (£4.0bn at 31 December 2004).

As at 31 December 2005, the value
of the assets supporting the UK with-profits

Margin (RCM) for the with-profits part of

the fund, calculated by reassessing realistic
assets and liabilities in financially stressed
conditions, was £327m at 31 December 2005
(31 December 2004: £643m). The RCM has
fallen significantly as a result of management
actions taken during 2003 to reduce the with-
profits part of the fund’'s exposure to financial
risks. These actions include establishing

a facility to make a charge for guarantees

and undertaking improved asset matching

by product and duration.

Outlook
In 2005, we retained a leading position in
the protection market. The increase in the
level of housing transactions seen at the
end of 2005 is now leading to a recovery
in protection volumes.

Pensions A-Day (6 April 2006
when taxation rules change) has been,
and will remain, a significant positive
influence on volumes of pensions transfer
business and on restructuring of employer-
related schemes. The reforms have created
a much simpler tax regime for those people
committed to saving for a secure future.

There was much which we could
support in the recent proposals from the
Pensions Commission to encourage a higher
level of saving among people on more
modest incomes. The Government's
response to the Commission is expected
in a White Paper to be issued in May 2000.

for the first time.

protected annuity and an enhanced annuity
pilot in the second half of this vear.

The market for bulk purchase annuities
is expected to grow considerably over the
next few years. Legal & General has already
established a strong position in this area,
not just because of its financial strength, but
because it possesses key skills and systems
in pricing, underwriting and administration.
In recent months, there has been press
comment on possible new entrants into this
market. While there is scope for additional
capacity in the market, there are operational
and reputational barriers to entry.

In overseas markets, we expect further
opportunities for our European businesses
and a recovery in the level of new
applications in the USA after a difficult
year in 2005.

Our investment management business
has made a good start to 2006 and we will
continue to press ahead with initiatives to
broaden further our product range and the
geographic spread of the business.

There is growing confidence among
consumers in those areas of financial
services in which we excel. This confidence
is driven by improving equity markets and
growing levels of activity in the housing
market. The UK remains a good market
in which to operate and this is clearly
demonstrated by new business trends
in the early part of 2006.

UK market share

In 2005, Legal & General’s
total share of the UK life,

pensions and investments
market reached over 10%

www.legalandgeneralgroup.com
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FINANGE DIRECTOR'S REVIEW

“Legal & General is
committed to delivering
clearer, more transparent
information and to
improving the quality
of our disclosures.”

inancial Reporting
This year has seen significant
change in the way European listed
companies report their results to
shareholders. The International
Financial Reporting Standards (IFRS)
basis, adopted in 2005, is the new primary
reporting method. IFRS will evolve over the
next few years. The most significant change
likely to affect Legal & General would be
the development of a revised IFRS for
insurance contracts.

In 2005, we also adopted the
new European Embedded Value (EEV)
methodology to prepare our supplementary
accounts. EEV is a principles based, rather
than a rules based, approach which we
consider a more informative method of
accounting for long term business. It was
developed by the European Chief Financial
Officers’ Forum, a group of leading European
life insurers, including Legal & General. We
anticipate that the EEV basis of accounting
will also continue to evolve in order
to enhance further the supplementary
information available to shareholders.
Legal & General is committed to delivering
clearer, more transparent information and
to improving the quality of our disclosures.
We believe the IFRS and EEV developments
have been an important step towards
improving the consistency and comparability
of accounts of European insurers. However,
as the Chairman has mentioned, this has
resulted in a much longer Annual Report
and Accounts document this year.

An important focus, as always, in our
Operating and Financial Review is operating

Andrew Palmer
Group Director (Finance)
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fluctuations and the effect of economic
assumption changes.

Financial Strength
Legal & General Assurance Society Limited
(Society), the Group’s principal operating
company, continues to be one of the top
two highest rated European life insurers.
As at March 2006, our financial strength
ratings from Standard & Poor’s, Moody’s
and A.M. Best were maintained at AA+,
Aal and A+ respectively. All ratings have
a stable outlook.

Superior financial strength provides
a source of security and confidence for
policyholders. We aim to maintain a
sufficient level of capital support to the long
term business to give us the investment
freedom needed to provide both the
potential for enhanced returns and the
capacity to deliver profitable market share
growth. The Group’s Capital Position
Statement on the FRS27 ‘Life Assurance’
basis is included within Note 2 on page 58
and this demonstrates the different sources
of capital held within the Group.

Individual Capital Assessment (ICA)

From 1 January 2005, the Financial Services
Authority (FSA) required insurers to hold
capital on the greater of two bases. The
first basis (Pillar 1) encompasses the rules
based regulatory capital requirements

in the FSA’s Prudential Source Book,
including the with-profits realistic balance
sheet. The second basis (Pillar 2) is the
firm’s own internal assessment of its
capital requirements together with any
additional amount which may be required
by the FSA.

During 2004 and 2003, the Group made
a substantial investment in systems and
processes to enable us to perform an ICA.
We also enhanced our processes for risk
management so that we will be able to verify
on an ongoing basis that our risks are being
managed within the assumptions underlying
our ICA. We anticipate that this will materially
enhance our management of risk.

The Group has submitted its ICA to
the FSA for detailed discussion and review.
This process and its outcome are confidential
between the Group and the FSA.




basis comprise ordinary equity holders’ capital
(£4.3bn), surbordinated debt designated as
equity (£0.4bn), subordinated debt (£0.4br)
and unallocated divisible surplus (£1.9bn,
including £0.3bn of Sub-fund).

The Group is required to measure and
monitor its capital resources on a regulatory
as well as an IFRS basis and to comply
with the minimum capital requirements
of regulators in each territory in which we
operate. The regulators require more prudent
assumptions than IFRS. Legal & General's
total capital resources are substantially in
excess of both total regulatory capital and
the minimum level of regulatory capital we
are required to hold. The excess enables
the Group to maintain financial strength,
policyholder security and financial strength
ratings while continuing to write profitable
new business. Figure 15 compares the
Group's available capital resources with
the capital resources requirement for each
of Legal & General Group Plc and Society.

In 2005, Legal & General established a
Group Capital Committee as a sub-committee
of the Group Risk and Compliance
Committee. The Group Capital Committee
focuses on actively managing both our capital
resources and the Group’s balance sheet.

Figure 16 shows where the Group’s
ordinary equity holders’ capital,
subordinated debrt designated as equity,
subordinated debt and senior debt are
held. In addition, Society’s with-profits
estate and Sub-fund are also shown. The
largest allocation of capital has been made
to Society, reflecting the significance of this
operation and the importance of ensuring its
financial strength to support the long term
growth of our business.

Further financial flexibility is achieved
from Society’s £4.5bn of shareholder assets,
£1.9bn of which are held outside the UK
Long Term Fund, the remainder being the
Shareholder Retained Capital (SRC). These
assets maintain the financial strength of
Society and fund new business growth.

UK Long Term Fund (LTF) Transfer

Currently, the LTF transfer is limited

to the aggregate of the shareholders’

share of the with-profits surplus distribution
and a smoothed investment return of 7%
of the embedded value of the SRC and the

subordinated debt capital.

Group Dividend

The LTF transfer, together with dividends
from the Group's operating subsidiaries,
provides a sound base for our dividend to
shareholders. The final dividend per share
proposed for 2005 has been increased by
5.2% to 3.63p (2004: 3.45p). The rate of
growth in the final dividend has been
determined by the Board, having regard
to our model for prospective LTF transfers
and other income streams, as well as to

Fig 15. Regulatory Capital Surplus

Group' Society?

As at 31 December 2005 fbn £bn
Available capital resources 6.8 8.5
Capital resources requirement 4.4 4.1
Surplus 2.4 4.4
1. Estimate

2. Long term business only

Fig 16. Allocation of Capital - IFRS basis

Legal & General

Long Term Fund

Legal & General Assurance Society Limited

Group Plc
Subordinated debt
designated as
Other \ ;
subsidiaries equity £0.4bn
£1.1bn
Subordinated
debt £0.4bn
Other debt £1.2bn
With-profits Non profit Society
business business Shareholder
Capital £1.9bn
With-profits SRC £2.6bn
estate' £0.8bn LGI, LGF, LGN?
Sub-fund £0.3bn £0.3bn

1. With-profits estate of £0.8bn comprises Society unallocated divisible surplus of £1.5bn less the shareholders’ share

of realistic liabilities of £0.7bn

2. LGl = Legal & General Insurance; LGF = Legal & General France; LGN = Legal & General Netherlands

Fig 17. Analysis of Debt by Type (Em)
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of prospective income flows and equity
market conditions at the time.

Financing and Liquidity

During 2005, the Group has reviewed the
arrangements for financing the capital
required to write new individual protection
business in the UK.

Previously, much of this capital
requirement had been financed through
quota share reinsurance treaties, under
which a high proportion of the premium
was paid to the reinsurer, which also paid
the same proportion of the claim. In return
the reinsurer met a large part of the initial
capital requirement. Following its review
of these arrangements, the Group has
put in place revised reinsurance treaties
which separate the mortality risk from
financing. The revised arrangements will
enhance the embedded value of new
protection business, and give the Group
more flexibility in negotiating our future
reinsurance programimes.

Access to the capital markets is
maintained through a £2bn Medium Term
Note (MTN) programme, which allows for
debt capital to be raised in both senior and

Group also makes use of a US$2bn
Commercial Paper programme, which
facilitates access to both international and
domestic money markets. In 2005, a £1bn five
vear syndicated committed revolving credit
facility was established replacing £380m of
bilateral facilities. These facilities satisfy the
Group’s liquidity and working capital needs.

In June 2005, the Group issued €600m
of dated subordinated debt with a coupon
rate of 4%. This debt, which was swapped
into sterling, will be used to repay part
of the convertible bond, which matures in
2006. The debt has been classified as lower
tier II capital. During 2003, our £400m
undated subordinated notes (upper tier
1T capital), which we raised in March 2004,
were required to be reclassified as equity
in the IFRS statement. We have subsequently
taken action to amend the terms of the
notes so that, in 2006, they will revert
to debt classification.

Total debt at the end of 2005 was
£2.0bn (2004: £1.5bn) plus £0.4bn non
recourse funding. The debt is analysed by
type in Figure 17; £2.0bn (2004: £1.5bn)
carries a fixed rate of interest. The weighted
average cost of the Group’s core borrowings
during 2005 was 5.3% p.a. (2004: 4.9% p.a.).

funds under management

The Group’s total of
£208bn of funds under
management comprised
£204bn managed by
Legal & General
Investment Management,
with the remainder
primarily managed by
our overseas subsidiaries.

B

Al and P1.

Tax
The reported rate of tax on the EEV basis
was 27% (2004: 29%). The principal reasons
for the rate being slightly lower than the
UK corporate tax rate of 30% were the lower
rate of tax on shareholder net worth and
the fact that income attributable to minority
interests did not give rise to a tax charge.
The EEV result includes a £276m
charge, representing a one-off reduction in
the embedded value arising from the effect
of UK tax changes. The Finance (No. 2)
Act 2005 included provisions which change
the way in which investment return is
apportioned between categories of business.
These changes will result in significantly
higher taxable pensions business profits
in the non profit part of the LTF fund from
2005 onwards.

N

Andrew Palmer
Group Director (Finance)
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“I am delighted to have
this opportunity, at the
outset of my time as
Legal & General’s Chief
Executive, to confirm my
strong personal support for
the principles of Corporate
Social Responsibility.”

Legal & General Annual Report and Accounts 2005

have spent the bulk of my career
within Legal & General's Investment
Management business and have
accordingly had the opportunity to
observe and assess many leading British
companies. I was struck how often
performance excellence is associated
with a company’s adherence to strong
Corporate Social Responsibility (CSR) values.
Legal & General is, I believe, an excellent
company; an opinion which I hope is
shared widely. T have no doubt that, when
Legal & General's performance is assessed,
for example, by our customers, our staff
or our owners, a part of that assessment
will be a review of our approach to our
social, environmental and ethical impacts.
Our CSR Report, which can be found online
at www legalandgeneralgroup.com/csr, will
assist in that assessment. One principle to
which T am absolutely committed is that
of striving for improvement in everything
we do. I am, therefore, very keen to
receive views and comments on how either
our CSR Report or our CSR programme
could be improved. On our website, you
will find details of how you can provide
us with feedback.
At the heart of what we regard to
be our Corporate Responsibilities is our
commitment to our customers. Our business
model is founded upon delivering good
value products which are fit for our
customers’ purposes, which meet their
expectations, and which are available as
widely as possible, to as many prospective
customers as possible. We are fully
supportive of the Association of British
Insurers’ (ABD recent Customer Experience
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of our employees. They include not just
our customer and adviser servicing
teams, but everyone in the Company,
from our actuaries who design our
products through to our computer
systems experts who deliver our L.T. support
network. Employee recruitment, training
and performance management are key
aspects of our customer experience
strategy. During 2005, around 1,400
managers, from the front line through to
our executive directors, attended a one
day customer experience workshop o
learn about the importance of focusing
even more thoroughly on our customers
and to understand their role in delivering
our customer experience vision.

RNIB

In 2005, Legal & General supported the
Royal National Institute of the Blind (RNIB)
Vacation Schemes, which offer blind and
partially sighted children, who attend
mainstream schools, the opportunity

to experience sporting activities, gain
new skills and have fun in a safe and
supervised environment. Held in the
summer holidays, each scheme is led

by expert RNIB staff and supported

by other qualified professionals and
volunteers, who are at the heart of

the holidays, whether singing round

the campfire, wall climbing, rafting

or making costumes.

Fundraising for Crisis

In the run-up to Christmas, a brand
new fundraising initiative was piloted
at our Kingswood and Hove offices. For
one week, hundreds of staff swapped
their usual restaurant meails for a more
modest ‘bread and soup’ lunch to raise




money for Crisis, the national charity for
homeless people. Well over £5,000 was raised
for Crisis during the aptly-named ‘Soupa Star’
week, which made a real difference to Crisis
over the Christmas period.

Give As You Earn

During the final quarter of 2005, we ran

a campaign to enhance employees’
awareness of our ‘Give As You Earn’ (GAYE)
Scheme and increase the number of donors.
Employee participation in GAYE has now
risen to over 10% for the first fime, resulting

in Legal & General becoming one

of the first companies to receive a Gold
Award at the launch of the new Payroll
Giving Quality Mark in January 2006. The
Quality Mark is funded by the Government
and recognises organisations which make
payroll giving available to staff and foster a
culfure of committed giving in the workplace.
We are delighted that Legal & General has
been recognised for its commitment in this
area and are proud of the generosity of

so many of our staff.

J_egaﬁ

Generaf

Investment
Management

Top Sail 4 Cancer: Yachts hired by
Legal & General for the Sail 4 Cancer
race, ready for departure in Cardiff Bay.
Far left Fundraising for Crisis: Staff in
Kingswood encourage their colleagues
to support Crisis.

Left RNIB: Blind and partially sighted
children enjoy a Royal National Institute
of the Blind Vacation, supported by
Legal & General.

Sail 4 Cancer

In September 2005 we supported three
teams of employees from across the
Company to take part in a four day
sailing race across the Irish Seq, in order
to raise money for Sail 4 Cancer, a charity
which provides support fo cancer
sufferers and their families. The 21 stoff
members raised £57,000 for the charity
(including a £21,000 contribution from
Legal & General), making the race one
of Legal & General’s largest fundraising
events of the year.

Encouraging employees to save for retirement
At the suggestion of the Department

for Work and Pensions, Legal & General
piloted an initiative to encourage
employees to make or increase
contributions to their occupational
pensions. Staff in the defined confribution
schemes were invited to affend
presentations to learn about the
importance of making their own
contributions, which Legal & General
matches up to 5%. They were also invited
to sign a ‘pledge’ to start to contribute or
increase their contributions when they
receive their pay rise.

initiative and we seek to apply the
principles of Treating Customers Fairly
throughout the whole of our business.
Whilst we will be vigilant in protecting
ourselves against the risk of fraud in
claims for policy benefits or compensation,
we wish to be judged as being at the
forefront of Customer Care within
our industry.

Equally important to treating our
customers fairly is that we should treat
our emplovees fairly. As a consequence,
we not only operate an Equal Pay policy
but also encourage diversity, opportunities
based on a fair and open selection process
and an environment which respects the need
for a proper work/life balance, especially
for those with family responsibilities.
Legal & General’s employment policies
are concerned not just with the way the
Company treats its employees but also
the way our employees treat each other.
We act vigorously against proven cases
of bullying or discrimination. Our Ethics
policy, developed, as are so many of our
employment policies, in conjunction with
Amicus, our recognised trades union, is
both wide ranging and firmly enforced.

Legal & General Investment
Management is one of the UK’s leading
investors, with over £200bn of funds under
management. Some years ago, we published
a booklet detailing our stance on Socially
Responsible Investment. The principles
outlined in that document remain valid
today. As one of the UK’s largest investors,
we recognise that we have a special
responsibility in this area. Although this
does not make us the market’s policeman,

www legalandgeneralgroup.com
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Most often we will do this outside the glare
of any publicity, but if we believe that a
public statement of our views is required,
then we will not hesitate to make one.

As well as having responsibilities to
today’s customers and investors, companies
such as Legal & General have, in my view, a
responsibility to the future. Legal & General
is 170 years old this year. If Legal & General
is to be prospering as much in 170 years’
time as it is today, then in part that will be
because we will have cared properly now
for the environment on which we depend.
Legal & General works to protect our
environment in many ways, conserving
energy, limiting our use of non-renewables
and encouraging staff to adopt
environmentally-friendly behaviours.

A sustainable environment is necessary
for the future of the planet. A sense of
community, of shared responsibility, is
similarly necessary for the future wellbeing
of the United Kingdom. Legal & General
undertakes over 90% of its business in the

LA4.J

coniribuied to charitable causes

107

of staff denale to charily via
Give As You Earn

/2"

of tolal waste recycled at three
largest sites

especially those communities neighbouring
our major offices. Our staff are, of course,
all themselves members of communities
and [ am delighted that so many of our
staff take the initiative by becoming so
actively involved in our community
programme. Their hard work and dedicated
support of local communities is something
I both respect and feel a strong desire to
continue supporting.

I trust you will enjoy reading our full
CSR Report. I hope you will understand not
only how committed to CSR principles we are
but also how, through our actions, we seek to
live those principles and make a difference.

Tim Breedon
Group Chief Executive

employees and growing

Legal & General has
over 9,000 employees
worldwide, over 90%

of whom are based in
the UK. Many of our
employees are actively
involved In cur

uaily programme.

www.legalandgeneralgroup.com
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BOARD OF DIRECTORS

He is Chairman of The BOC Group PLC, senior
independent non-executive director of Anglo
American Plc and Chairman of their Remuneration
Committee, and Chairman of the Natural
Environment Research Council. He is also a
member of the Council of Science and Technology
and a Trustee of the Counclil for Industry and
Higher Education. He was formerly a director and
Vice Chairman of Imperial Chemical Industries Pic.

2. Tim Breedon

Group Chief Executive. Aged 47. He joined

Legal & General in 1987 and became Director
{Index Funds) in 1994. He was promoted to
Managing Director (Index Funds) on 1 January 2000
and appointed Group Director (Investments) on

1 January 2002. He was appointed Deputy Group
Chief Executive en 1 June 2005 and succeeded

Sir David Prosser as Group Chief Executive on

1 January 2006. He is Chairman of the Group Risk
& Compliance and Corporate Social Responsibility
Committees. He holds a degree from Oxford
University. He initially joined Standard Chartered
Bank before moving to the London Business School
where he took an MSc in Business Administration.
He is a director of the Financial Reporting Council.

(services) on 1 January 1976 and became Group
Director (Corporate Business) on 1 July 1999.

He was appointed Group Director (Finance) on

1 January 2001. He is a non-executive director of
Slough Estates Plc and Chairman of the
Association of British Insurers Financial Regulation
and Taxation Committee and Financial Reporting
Panel. He is a Fellow of the Institute of Chartered
Accountants in England and Wales,

4. Kate Avery

Group Director (Retail Distribution). Aged 45.

She joined Legal & General in 1996 as Director
(Marketing). She became Director (Group
Marketing and Direct) in 1997 and Retail Customer
Director in 1999. She was appointed to the Group
Board on 1 January 2001. She was previously
Managing Director of Barclays Stockbrokers Ltd
and Barclays Bank Trust Company Ltd. She has
an MBA from Cranfield School of Management.
She is a non-executive director of Kelda Group Plc
and @ member of the Association of British insurers
Distribution and Regulatory Committee.

5. Frances Heaton

Independent, non-executive director. Aged é1.
She was appointed in July 2001. She is @ member
of the Audit and Nominations Committees. Sheis a
non-executive director of AWG PLC and Chairman
of its Audit Committee. She was formerly a non-
executive director of the Bank of England, and
Deputy Chairman and Chairman of the Audit
Committee of WS Atkins PLC and an executive
director of Lazard Brothers & Co. Limited.




Committees. She is a non-executive director of
Robert Wiseman Diaries Plc and a director of
First Milk Limited. She was formerly Managing
Director of UK Retail, WH Smith Group Plc,
Managing Director of Children’s World, which
was part of Boots Company PLC, and Managing
Director of Dolcis, Bertie Shoes and Cable & Co.,
which were part of Sears Plc. She was previously
a non-executive director of M & G Group
(Prudential), and the National College for School
Leadership, and a member of the North Yorkshire
& Humberside Regional Development Agency.

7. Barrie Morgans

Independent, non-executive director. Aged é4.

He was appointed in October 1997. He is a
member of the Audit and Nominations Committees.
He is Chairman of Plasmon Plc. He was formerly
Chairman of Azlan Group Plc and Chairman

and Chief Executive of IBM UK Holdings Limited.

8. Robin Phipps

Group Executive Director (UK). Aged 55. He joined
Legal & General in 1982 from British Gas and was
appointed LT. Director in 1985. He was appointed
to the Board as Group Director (Sales & Marketing)
on 1 January 1996 and became Group Director
(Retail Business) on 1 July 1999. He was appointed
Group Director (UK Operations) on 1 January 2001
and he became Group Executive Director (UK) on
17 March 2006. He is an ABI Board Director.

customer services before taking responsibility, in
1994, for the employed sales force. In 1998, after two
years as Managing Director, Legal & General Asiq,
he was appointed Director, UK Operations, running
the large service units in Hove and Cardiff. He was
appointed to the Board on 11 December 2003.

10. Dr Ronaldo Schmitz

Independent, non-executive director. Aged 67.
He was appointed in October 2000. He is a
member of the Remuneration and Nominations
Committees. He is a non-executive director of
GlaxoSmithKline Plc, Rohm & Haas Co. and the
Cabot Corporation. He was formerly ¢ director
of Deutsche Bank AG.

11. Henry Staunton

Independent, non-executive director, Aged 57.
He was appointed in May 2004. He is Chairman
of the Audit Committee and a member of the
Nominations Committee, He was appointed to
the Board in May 2004, He will shortly stand down
as Finance Director of ITV Pic, He was appointed
a non-executive director of Standard Bank Plc in
December 2005. He was formerly a non-executive
director and Chairman of Ashtead Group PLC
and o non-executive director of Emap Plc.

Remuneration Committees. He was, unfil January
2006, Chairman of the Audit Commission. He was
previously a Managing Director of Merrill Lynch
and before that with Chase Manhattan, He is
Chairman of RNID, visiting fellow at the Londeon
School of Economics and a Trustee of

Somerset House.

13. Sir David Walker

Vice Chairman, Senior Independent Director and
Chairman of the Remuneration Committee. Aged
66, He was appointed in March 2002. He is also a
member of the Nominations Committee. He is a
Senior Adviser to Morgan Stanley. He is a former
Chairman of Morgan Stanley International Limited
and the London Investment Banking Association,
He was previously an executive director of the
Bank of England, Chairman of the Securities &
Investments Board and a Deputy Chairman of
Lloyds Bank.

www.legalandgeneralgroup.com
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The Board of Legal & General Group Plc is committed to high
standards of corporate governance. It supports the Combined
Code on Corporate Governance, published in July 2003, which is
appended to the UK Listing Rules (‘the Code’). The Code sets out
standards of good practice for UK listed companies.

This section of the Annual Report, together with the Directors’,
Remunerction and Noeminations Committee Reports, explains how
Legal & General complies with the principles and relevant provisions
of the Code.

The Board and Management
The Board of Legal & General Group Plc is collectively responsible
for determining the strategic direction of the Group and for ensuring
that Legal & General meets its obligations to shareholders.
During 2005, the Board met 11 times and also held a separate
strategy day. At each Board meeting, the directors receive a detailed
briefing from a senior manager on an important business issue. This
is designed not only to help non-executive directors develop a
thorough understanding of key issues facing Legal & General but
also to allow non-executive directors to build working relationships
with senior managers below Board level. The Board has a formal
schedule of matters specifically reserved to it including decisions
on strategic issues, capital expenditure and material contracts.
In addition, the Board regularly reviews major projects, considers
operating and financial issues and monitors performance against plan.

The Board delegates responsibility for the management of the
Company to the Group Chief Executive who is supported by the
executive directors and heads of specialist functions. Throughout 2005,
the Group Chief Executive chaired the Management Committee,
which consists of all executive directors, the Resources and
International Director, and the Group Secretary.

The Chairman, in conjunction with the Group Secretary,
ensures that the Board receives the information it needs to
discharge its duties.

Board Structure

Throughout 2005, the Board consisted of 14 members, of which
eight (including the Chairman) were non-executive directors and
six {including the Group Chief Executive) were executive directors.
A full list of the directors holding office during 2005 and their
attendance record appears on page 32.

Sir David Prosser retired as a director and Group Chief
Executive on 31 December 2005. On 1 January 2006, he was
succeeded by Tim Breedon, formerly Group Director (Investments).
As a consequence, the number of executive directors (including
the Group Chief Executive) has reduced to five. This change to
the Board's composition has been achieved without any undue
disruption. Bicgraphies of directors holding office on 1 January 2006
appear on pages 26 and 27.

Throughout 2005, the majority of directors were non-executive,
all of whom (with the exception of the Chairman) the Board has
determined to be independent in character and judgement. Their
diverse business experience and wide range of skills enable them
to make a significant confribution at meetings of the Board and its
Committees. Their remuneration consists only of fees and they do
not participate in any performance related pay arrangements. The
terms and conditions of appointment of non-executive directors are
available for inspection at the Company’s registered office and at
the Annual General Meeting (AGM).

The Chairman holds at least two meetings a year with the
non-executive directors without executive directors being present.

The Board has agreed a clear division of responsibilities between
the Chairman and the Group Chief Executive. The roles of the
Chairman, Group Chief Executive and directors are clearly defined
so that no single individual has unrestricted powers of decision.

The Chairman, Rob Margetts, is responsible for leadership of the
Board and for ensuring effective communication with shareholders. In
October 2005, following the recommendation of the Nominations
Committee, the Board approved an extension to the Chairman’s
tenure, to ensure continuity following the change of Group Chief
Executive, until the AGM in 2008. As part of its regutar evaluation,
(see below) the Board considers the Chairman’s availability and

his capacity to undertake his role, against the background of his
other commitments. The Board remains satisfied that the Chairman
continues to be able to fulfil the normal time commitments required
of his role and has the personal commitment and capacity to make
himself available when unforeseen circumstances arise.

The Group Chief Executive is responsible for the day to day
management of the Group and implementation of the strategy
approved by the Board.

Sir David Walker, Vice Chairman, is the senior independent
director. The senior independent director is available to shareholders
if they have concerns which cannot be resolved through the usual
channels. He also acts as a point of contact between the Chairman
and the non-executive directors, if required.

The Group Secretary, through the Chairman, is responsible
for advising the Board on all governance matters and for ensuring
good infermation flows within the Board. All directors have access
to the advice and services of the Group Secretary as well as
external advice, as required, at the expense of the Group.

Board Evaluation

The Board and its directors participate in an annual evaluation
process, the aim of which is to assess the effectiveness of the
Board’s coliective performance as well as the contributions of
individual directors. As in previous years, the 2005 process was
facilitated by an external consultant from the London Business
School. All members of the Board participated in the 2005 process,
which was divided into two parts. Part 1 assessed the effectiveness
of the Board ¢s a whole while Part 2 considered individual
performance. The assessment took the form of a detailed
questionnaire followed by individual interviews.

The findings of Part 1 were provided to the Board in the
form of ¢ report prepared by the external facilitator. Overall, there
was a high level of satisfaction with the way in which the Board
functions. Actions arising out of the evaluation process were
implemented by the Board in the course of the year.

Feedback on individual performance was delivered to directors
in 1:1 meetings with the Chairman. In the case of the Chairman,
feedback was delivered by the senior independent director.

In addition to the Board evaluation, executive directors are
also subject to an annual appraisal and to regular review of their
performance by the Group Chief Executive.

Separate evaluations are carried out to assess the
effectiveness of the Audit and Remuneration Commitiees.

Appointments to the Board
Appointments to the Board are the responsibility of the Board as
a whole on the recommendation of the Nominations Committee.

During 2005, a formal and rigorous process took place to identify
a successor to Sir David Prosser. The Nominations Committee
appointed a sub-committee to oversee the process for the selection
of the new Group Chief Executive. An outline of the selection process
appears in the Report of the Nominations Committee (see page 45).

All directors are subject to election by shareholders at the
first AGM after their appointment and, thereafter, are subject to
re-election once every three years.

The removal and appointment of the Group Secretary are
reserved to the Board. On 1 August 2005, the Board approved the
appointment of Claire Davies as Group Secretary following the
resignation of David Binding.
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Induction and Training

New directors participate in a formal induction programme tailored
to their individual needs. The induction programme is designed to
give directors an understanding of Legal & General, its business and
the markets in which it operates. introductory visits are arranged to
Company sites and with key suppliers and stakeholders. All directors
are required to maintain and develop their knowledge throughout
their period of office. As part of its continuing fraining programme,
Legal & General runs occasional training events solely for directors.

In addition, all directors are invited to participate in Legal & General’s
educational and business awareness seminars for senior
management. Recent sessions include Market Abuse and the

new Disclosure Regime, the Turner Report and Business Ethics.

Relations with Shareholders

The Board attaches high importance to maintaining good
relationships with shareholders, There is regular diclogue with
institutiona! shareholders. However, care is exercised to ensure that
any price-sensitive information is released at the same fime to all
shareholders, institutional and private, in accordance with the
requirements of the Listing and Disclosure Rules.

The Board regards the AGM as an important opportunity to
communicate directly with private investors. Board members, including
the chairmen of the Remuneration, Nominations and Audit Committees,
attend the meeting and are available to answer questions.

In order that shareholders present are aware of the other
shareholders’ voting intentions, the details of proxy votes are
distributed immediately prior o the AGM.

Board Committees
The Beard has a number of standing committees:

¢ Audit Committee

« Corporate Social Responsibility Committee
¢ Disclosure Committee

» Group Risk and Compliance Committee

* Nominations Committee

* Remuneration Committee

Audit Committee

The Audit Committee is chaired by Henry Staunton. Other members
are Barrie Morgans, Frances Heaton, and James Strachan, all of
whom are independent non-executive directors. It met four times
during the year to:

* Review and advise the Board on the Group’s interim and annual
financial statements, its accounting policies, and on the control
of its financial and business risks.

* Review the nature and scope of the work to be performed by
the external and internal auditors, the results of that work and
management’s response; and

« Make recommendations on the appointment and remuneration
of the external cuditors and review the non-audit services
provided fo the Group by the external auditors.

The Audit Committee meets with the executive directors and
management, as well as privately with both external and internal
auditors. The Chairman reports the outcome of meetings to the Board
and the Board receives the minutes of all Committee meetings. The
Report of the Audit Committee is set out on pages 43 to 44,

Corporate Social Responsibility Committee

The Corporate Social Responsibility (CSR) Committee’s work is
directed by Legal & General’'s CSR Guiding Principles which reflect
Legal & General's commitment to ifs stakeholders and the
environment. It is chaired by Tim Breedon, Group Chief Executive.
The other members are senior managers within the business and
an Amicus representative.
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Disclosure Committee

The Disclosure Committee was established during 2005 to advise
the Board on the management and disclosure of insider information
in accordance with the requirements of the Listing and Disclosure
Rules. The Disclosure Committee is chaired by the Group Financial
Controller and comprises the heads of specialist functions. It meets
when circumstances dictate.

Group Risk and Compliance Committee (GRCC)

The GRCC meets monthly and is chaired by the Group Chief
Executive. All executive directors are members. In addition, senior
managers drawn from across the Group are regular attendees.
The Chairman of the Audit Committee also attends its meetings.
its primary role is to ensure there are appropriate processes in
place across the Group to identify, assess, monitor and control
critical risks facing the Group, including regulatory risks. It reports
regularly to the Group Board and its minutes are available to the
Audit Committee.

Nominations Committee

The Nominations Committee is chaired by the Chairman of the Board.
All non-executive directors are memibers. It is responsible for proposing
the appointment of new Board directors. In doing 5o, it considers the
composition of the Board, the demands made on the Board and its
committees, and the requirements of good corporate governance.
The Report of the Nominations Committee is set out on page 45.

Remuneration Committee

The Remuneration Committee is responsible for setting the
Group’s remuneration strategy and policy. it is chaired by

Sir David Walker, Vice Chairman and senior independent director.
The other members are Beverley Hodson, Ronaido Schmitz and
James Strachan.

Internal Control

The Board has overall responsibility for the Group's internal control
systems and for monitoring their effectiveness. Implementation ond
maintenance of the internal control systems are the responsibility of
the executive directors and senior management. The performance
of internal control systems is reviewed regularly by the Audit
Committee, the GRCC and the boards of subsidiary companies.

The Board regularly reviews actual and forecast performance
of its businesses compared with their one year plans, as well as
other key performance indicators.

Lines of responsibility and delegated authorities are clearly
defined. The Group’s control policies and procedures are set out
in an operating manual, which is regularly updated and distributed
throughout the Group. Executive Directors are required to confirm
compliance with these policies throughout the year. The results of
this confirmation process are reported to the Audit Committee.

The Chairman and Group Chief Executive oversee the policies
for employee selection, assessment and development and they have
direct involvement in senior management appointments. Succession
planning and contingency arrangements are in place for senior
management and have been reviewed by the Board. The Group seeks
to conduct business in accordance with ethical principles and there is
guidance for employees on the standards required.

The arrangements for establishing policies in respect of the key
risks to the Group are set out below.

Review of Iinternal Control

The Combined Code requires directors to review and report to
shareholders on the Group’s interal control systems, which include
financial, operational and compliance conirols, and risk management.
Established procedures, including those already described, are




in place to comply with the Combined Code. The Board assesses
the effectiveness of internal control systems on the basis of:

* Regular reports by management to their main operating boards,
and the Audit Committee, on the adequacy and effectiveness
of internal control systems and significant control issues;

* The GRCC's review of the continuous Group-wide process for
formally identifying, evaluating and managing the significant
risks to the achievement of the Group’s objectives;

» Compliance reports and presentations from the Director,
Compliance, on at least a quarterly basis; and

* Presentations of the results of internal audits to the Audit
Committee by the Group Chief Internal Auditor.

The Board takes regular account of the significance of social,
environmental and ethical matters 1o the businesses of the Group.
The GRCC'’s review of the significant risks to the Group includes
these matters. The work of the Corporate Social Responsibility
Committee, which is chaired by the Group Chief Executive, is set
out on pages 22 to 25.

The Group’s internal control systems are designed to manage,
rather than eliminate, the risk of failure fo meet business objectives
and can only provide reasonable, and not absolute, assurance against
material misstatement or loss. In assessing what constitutes reasonable
assurance, the Board has regard to materiality and to the relationship
between the cost of, and benefit from, internal control systems.

The results of the ongoing monitoring of financial, operational
and compliance controls, and the risk management process, are
reported o the Board. The Board was able to conclude, with
reasonable assurance, that appropriate internal conirol systemns
had been maintained throughout the year.

Fig 18.
Committee Role

Internal Audit

Internal Audit advises management on the extent to which systems
of internal control are adequate and effective to manage business
risk, safeguard the Group's resources, and ensure compliance with

legal and regulatory requirements. It provides objective assurance

on risk and control to senior management and the Board.

Internal Audit’'s work is focused on areas of greatest risk to the
Group as determined by a structured risk assessment process
involving executive directors and senior managers. The output from
this process is summarised in @ plan which is presented to the Audit
Committee. The Group Chief Internal Auditor reports regularly to
the Group Chief Executive and to the Audit Committee.

Compliance

The Group Compliance function is responsible for oversight of the
Group’s compliance with regulatory requirements and standards.
This encompasses the provision of policy advice and guidance
to the regulated firms, oversight of regulated firms’ compliance
arrangements to assess whether firms have appropriate systems,
procedures and controls in place to manage their permitted
regulatory activities, and oversight of regulatory risks arising

from authorised firms' compliance responsibilities. The Director,
Compliance, reports regularly to the Group Board.

Management of Risk

The Group, in the course of its business activities, is exposed to
Insurance, Market, Credit, Liquidity, and Operational risks. Overall
responsibility for the management of these risks is vested in the
Group Board. To support it in this role, a risk framework is in place
comprising formal committees, risk assessment processes and risk

Membership

Group Capital

To assess the capital requirements

Group Chief Executive,

Committee {(including the risk based capital Group Directer (Finance),
requirements) of the Group; to monitor Group Director (Product & Corporate),
the sources of capital available tc Group Actuary,
meet these requirements and oversee Actuary {UK)
the allocation of capital to firms.

Counterparty To set limits for the Group’s exposure Group Director (Finance),

Credit Committee

to any single counter-party failure and
to manage exposures within these
established limits.

Chief Executive Officer (LGIM),
Group Treasurer

UK Asset and Liability
Committee (ALCQ)

To ensure that assets and liabilities
for the UK insurance business are
appropriately managed.

Group Director (Finance),

Chief Executive Officer (LGIM),

Group Actuary,

Actuary (UK),

Managing Director (Portfolio Managers)

UK Pricing and Insurance
Risk Committee

To ensure that products for the UK
Group are appropriately designed
and priced, that product legal risks
are assessed and that appropriate
processes are in place to identify,
assess, monitor and, where deemed
appropriate, reinsure risk.

Group Director (Product & Corporate),
Group Actuary,

Actuary (UK),

Director (UK Finance)

Group Operational Risk
Assessment Committee

To ensure consistency in approaches
to operational risk management
across the Group.

Group Director (Finance)
Senior Finance and Risk Managers
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review functions. The framewaork provides assurance that risks are Fig 18 on page 31 shows the sub committees of the GRCC that are

being appropriately identified ond managed and that an in place. In addition, Risk and Compliance Committees (RCCs) are in
independent assessment of risks is being performed. place for each of the main operational business units of the Group.
These committees are predominantly responsible for the oversight of
Committee Structure the management of operational risks and regulation. RCCs formally
Oversight of the risk management framework is performed on report both to their operafing boards and to the GRCC on a monthly
behalf of the Group Board by its sub-committee, the GRCC. basis. Oversight of the management of risk within the Group’s

Board Committees
The number of full Board and Committee meetings attended by each director during the year was as follows:

Scheduled Group Risk and

Board Remuneration Audit CSR Nominations Compliance

Meetings Committee Commitiee Committee Committee Committee

Rob Margetts THTT) - - - 3(3) -

Non-executive director (Chairman

and Chairman of the Nominations Commitfeef

Kate Avery 1000 - - - - 11(12)
Executive direcfor:

Group Director (Retail Distribution)

Tim Breedon 1 - - 4(4) - 11(12)
Executive director:

Group Director {Investments)

Frances Heaton IREQRD! - 4(4) - 3(3) -
Non-executive director
Beverley Hodson IREQRM] 3(3) ~ - 3(3) -
Non-executive director
Barrie Morgans 8(11) - 3{4) - 3(3) -

Non-executive director

{Chairman of the Audit Committee

until April 2005)

Andrew Palmer T - - - - 10(12
Executive director:

Group Director (Finance)

Robin Phipps 11(11) - - - - 12012
Executive director:

Group Director (UK Operations)

John Pollock 11(11) - - - - 11(12
Executive director:

Group Director (Product & Corporate)

David Prosser (1) - - 4(4) - 12012
Executive director:
Group Chief Executive

Ronaldo Schmitz 8(11) 2(3) - - 2(3) -
Non-executive director
Henry Staunton 11(11) - 3(4) - 3(3) -

Non-executive director
(Chairman of the Audit Committee
from April 2005)

James Strachan 10(11) 2(3) 3(4) - 2(3) -
Non-executive director
Sir David Walker THI) 3(3) - - 2(3) -

Non-executive director

{Vice Chairman, Chairman of the
Remuneration Committee and
senior independent director)

Figures in brackets indicate the maximum number of meetings in the period in which the director was a 8oard or Committee member.

In all cases the directors’ non-attendance was attributed fo either an absence due to iliness or an absence previously agreed with the Chairman of the Board or Committee
e.g. due to meeting dates changing at short notice. As part of the selection process to appoint the new Group Chief Executive, the Nominations Committee appointed a
sub-commiftee fo consider the candidaies. The sub-committee met on a number of occasions.
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overseds subsidiaries is performed by the Boards of the local holding
companies, which provide reports to the GRCC.

Risk Assessment Processes

A continuous Group-wide process is in place formally identifying,
evaluating and managing the significant risks to the achievement
of the Group’s objectives. A standard approach is used to assess
risks. Senior management and the Risk Review Functions {see below)
review the output of the assessments. A Group-wide Risk Assessment
process is used to determine the key risks within the Group reported
to the GRCC.

Risk Review Functions

Group and firm leve! Risk Review Functions provide oversight of the
risk management processes within the Group. A central risk function
is responsible for setting the risk management framework and
standards. Risk Review Functions in each of the business operating
units manage the framework in line with these standards. Their
responsibilities include the evaluation of changes in the business
operating environment ond business processes, the assessment

of these changes on risks to business and the monitoring of the
mitigating actions. The Risk Review Functions also ensure that risk
committees are provided with meaningful risk reports and that
there is appropriate information to assess risk issues.

Details of the categories of risk to the Group and high-level
management processes are summarised below. More detailed
analysis may be found in pages 63 to 73. The Group has defined
policies for the management of its key risks, the operation of which
are supported by Risk Review Functions and are independently
confirmed by Group Internal Audit. The GRCC reviews and
approves these policies.

Insurance Risk
Insurance risk is the risk arising from higher claims being experienced
than was anticipated.

Insurance risk is implicit in the Group’s insurance business and
arises as a consequence of the type and volume of new business
written, the concentration of risk in particular policies or groups of
policies subject to the same risks.

The Group controls its insurance exposures through policies
and delegated authorities for underwriting, pricing and reinsurance.
Pricing is based on assumptions, such as mortality and persistency,
which have regard 1o past experience and to trends. Insurance
exposures are further limited through reinsurance.

Market Risk
Market risk is the risk arising from fluctuations in interest and
exchange rates, share prices and other relevant market prices.

The investment policies for long term and other businesses have
due regard to the nature of liabilities and guarantees and other
embedded options given to policyholders. The interest rate risk of
such liabilities is normally managed by investing in assets of similar
duration, where possible. It is further managed by maintaining
capital sufficient to cover the consequences of mismatch under
a number of adverse scenarios and by the use of derivatives.

The Group is also potentially exposed to loss as a result of
fluctuations in the value of, or income from, assets denominated
in foreign currencies. Balance sheet foreign exchange transiation
exposure in respect of the Group’s international subsidiaries is
actively managed in accordance with a policy, agreed by the
Group Board, which allows between 25% and 75% of net foreign
currency assets to be hedged.

Credit Risk
Credit risk is the risk that the Group is exposed to loss if another
party fails fo perform its financial obligations to the Group.

Credit risk is not sought in its own right. However, the investment

of shareholders’ and policyholders’ monies requires credit risks to
be taken. Exposure to credit risk also arises in the reinsurance of
insurance contracts. Credif risk is managed through the setting and
regular review of detailed counterparty credit and concentration
limits. Compliance with these limits for investment and treasury
transactions is monitored daily.

Liquidity Risk
Liquidity risk is the risk that the Group, though solvent, either does not
have sufficient financial resources available to enabile it to meet its
obligations as they fall due or can secure them only at excessive costs.
A degree of liquidity risk is implicit in the Group's businesses.
Liquidity risk arises as a consegquence of the uncertainty surrounding
the value and timing of cash flows. The Group’s Treasury function
manages liquidity to ensure the Group maintains sufficient liquid
assets and standby facilities to meet a prudent estimate of its net
cash outflows.

Operational Risk
Operational risk is the risk arising from inadequate or failed internal
processes, people and systems, or from external events.

The Group identifies and assesses operational risk as part of its
continuous risk assessment processes. RCCs ensure that appropriate
policies and procedures are in place for these risks and that they
are properly controlled. There are detailed procedures covering
specific areas of operationai risk.

Contagion Risk

The occurrence of arisk in one part of the Group may result in
contagion risk elsewhere in the Group. Such matters are assessed
and monitored by the GRCC.

Prudential Regulations of Insurance Business

Most of the activities of the Group relate to the businesses which are
subject to prudential regulation and reguire management to operate
in a sound and prudent manner. In the UK, the Financial Services and
Markets Act 2000 (the Act) established the Financial Services Authority
(FSA) as the regulator for most Group operations. The Act, in
particular, requires long term insurance business to be written within
long term insurance funds, for which the actuaries appeinted under
the Act have certain legal accountabilities. These actuaries are
subject to the disciplines of professional conduct and guidance and
have a reporting relafionship to the directors of the relevant insurance
company and to the FSA. The actuaries have access o their boards
and must report fully and impartially on the financial condition of the
funds, annually quantifying and confirming each fund’s liabilities and
solvency position. The FSA receives a copy of these reports, which are
also subject to audit and overall peer review.

Going Concern

The directors have prepared the financial statements on the
going concern basis consistent with their view, formed after
making appropriate enquiries, that the Group is operationally
and financially robust.

Compliance with the Code

For the year ended 31 December 2005, the Company believes

it complied with all principles and provisicns of the Code to the
extent that they applied to Legal & General Group Plc, except
for the publication of proxy votes at the Annual General Meeting
(AGM). In order that shareholders present were aware of other
shareholders’ voting intentions, the detcils of proxy votes were
distributed immediately prior to the AGM.
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Dear Shareholder,
I am pleased to present the Remuneration Committee’s report on
Directors’ remuneration for 2005. This year, we have made a number
of additions to the report, which provide greater transparency on
Legal & General’s remuneration policy and objectives. In particular,
we have added new detail on the relative weighting of salary and
performance-related pay for executive directors, on bonuses, and
on pay below Board level.

As always, a resolution to vote for the Directors’ remuneration
report will be put to the Annual General Meeting (AGM). | hope that you
will support this resolution.

«

Sir David Walker
Chairman of the Remuneration Committee

Directors’ Report on Remuneration

The report of the Remuneration Committee has been prepared

in accordance with Schedule 7A to the Companies Act 1985 (cs
amended by the Directors’ Remuneration Report Regulations 2002).
it also describes the Group’s compliance with the Combined Code
of Corporate Governance in relation to remuneration.

Remuneration Committee

All the members of the Committee are non-executive directors and
are independent of the Group. The Committee is chaired by Sir David
Walker. The other members are Beverley Hodson, Ronaldo Schmitz and
James Strachan. By invitation the meetings are also attended by the
Group’s Chairman and the Group Chief Executive. The Resources &
international Director, Gareth Hoskin, attends as the executive
responsible for advising on remuneration policy. No person is

present during any discussion relating o their own remuneration.

The remuneration strategy, policy and approach for all staff
are reviewed annually by the Committee. The Committee considers
the policy in relation to senior executive remuneration in the context
of remuneration structures across the Group as a whole. All share
schemes are established and monitored by the Committee. The
Committee makes recommendations to the Board each year in
respect of the chairman and executive directors’ remuneration.

In March 2006, the recommendations were all accepted. The terms
of reference of the Remuneration Committee are available on the
Company’s website or on request,

During 2005, the Remuneration Committee appointed New
Bridge Street Consultants LLP (*NBSC") as independent advisers to the
Committee. NBSC does not provide any other services to the Company,
other than remunerction advice. The terms of engagement between
the Company and NBSC are available on request.

During the year the Remuneration Committee undertook a
formal review of its own effectiveness and is satisfied that it had
been operating as an effective Remuneration Committee meeting
all applicable regulatory requirements.

Remuneration Policy

The Group’s approach to remuneration policy is broadly consistent
for all employees and is designed to support recruitment, motivation
and retention. Remuneration is considered within the overall context
of both the sector of which the Group is a part and the Group's
individual businesses. The policy for the majority of employees
continues to be to pay around the relevant mid-market level with

a package designed to align the interests of employees with those
of shareholders and with a proportion of total remuneration
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dependent upon performance. Management work in partnership
with our trades union, Amicus, to ensure our pay policies and
practices are free from unfair bias. This is monitored by an annual
equal pay audit. The policy for executive directors is described in
more detail below.

Remuneration Policy for Non-Executive Directors

Non-executive directors are appointed for a period of three years.
Their performance is reviewed annually. They may be re-appointed
for @ further three years and, if considered appropriate and
depending on performance, a final period of three years. Their dates
of appointment are shown in their respective biographies on pages
26 to 27. Fees for the non-executive directors are determined by the
Group Board, based on a range of external information and advice
set within the aggregate limifs contained in the Articles of Association.

The fees for the non-executive directors during 2005 are
outlined below.

The Chairman receives a single fee of £300,000 per annum,
Other non-executive directors receive a base fee of £60,000. An
additional fee of £40,000 is payable for the joint role of Chairman
of the Remuneration Committee and Vice Chairman. An additional
fee of £20,000 is payable fo the Chairman of the Audit Committee.
These additional fees reflect the responsibility and time commitment
required of these roles.

It is expected that non-executive directors will use 50% of their
fees, after UK tax, to buy Legal & General shares, fo be retained by
them for their remaining period of office. There is no remuneration
other than these non-pensionable fees except where the Company
meets authorised expenses of non-executive directors incurred on
Legal & General activities.

Remuneration Policy for Executive Directors
The remuneration of the Group's executive directors comprises salary,
parficipation in an annual bonus plan (paid partly in cash and partly
in deferred shares) and the Group’s Performance Share Plan (PSP),
which is a long term incentive plan, plus pension and ancillary
benefits. The variable elements of pay (i.e. the annual bonus plan and
PSP) are designed to provide a strong alignment of interest between
the individual and the shareholders through providing rewards which
are linked to the generation of superior returns to shareholders and
sfrong financial performance, and by encouraging executives to
build and maintain a significant holding of shares in the Company.

The chart illustrates the relative proportion of the executive directors’
remuneration package which is based both on short term and long
term performance, as compared with base salary, which demonstrates
that a significant proportion of pay is performance related.

When setting remuneration, regard is paid to levels of pay
in individual market comparators, related to job size, function
and sector, and individual and company performance. Data
is obtained from a variety of independent sources (including
NBSC, Towers Perrin, Watson Wyatt, Monks, which is part of
PricewaterhouseCoopers our audifors and McLagan). Where
possible, the practice is to use at least two independent sources
of information for each individual role.

The market against which the remuneration for the executive
directors is measured is primarily the FTSE 100, with special reference
to companies in the UK financial services sector.

Proportion of Base Salary vs Performance Related Remuneration (%)

Chief Executive

Other executive
directors

8 salary

{] Target bonus
Expected value of long term incentive plon




SUMMARY OF KEY FEATURES OF EXECUTIVE DIRECTORS’ REMUNERATION

Element of remuneration package

Purpose

Policy

Summary of how operates

Base Salary .

Help recruit and retain

key employees

Reflect the individual’s
experience and role within
the Group

To pay at around the mid-

market relative to the FTSE 100,
with particular regard to other

relevant financial institutions
Regard given to individual
skills and experience

In specific circumstances
(e.g. new appointment)
may set salaries below
mid-market, with a view

to reaching mid-market

level within two to three years

¢ Paid monthly in cash

* Normally reviewed annually
and fixed for the 12 months
commencing 1 January

Annual Bonus .

Incentivise executives

to achieve specific,
pre-determined goals

over a short term period
Reward on-going
stewardship and

confribution to core values
Deferred element, awarded
in shares provides a retention
element

Maximum bonus potential
set by reference to market
comparators (currently 96%
of base salary)

Percentage of bonus
deferred and awarded

in shares

* All executive directors

have an objective related
to Group profits, plus
individual divisional

and personal targets

Bonus out-turn determined
by the Remuneration
Committee after year end,
based on targets which
were set for the year
Normally, 62.5% of the bonus
paid in cash and 37.5% paid
in Deferred Shares to be held
for three years

Performance Share Plan

Incentivise executives to
achieve superior returns

to shareholders

Align interests of executives
and shareholders through
building a shareholding
Retain key executives

over three year
performance period

.

Basic awards of shares
made annually, with.
vesting conditional on
relative shareholder return
measured over the

three subsequent years
Maximum annual grant of
basic award is 50% salary,
actual basic award levels
determined by individual
performance

Maximum amount which may
vest is four times basic award
(i.e. 200% of salary) and the
minimum which may vest is nil

Vesting condition measures
Legal & General’s Total
Shareholder Return (TSR)
versus the FTSE 100

The basic award of shares
vest if TSR is at median, with
four times the basic award
vesting if Legal & General
is ranked at the twentieth
percentile. No awards vest
below median

Pension .

Reward sustained contribution

Provide competitive
posi-retirement benefits

No compensation for public
policy or tax changes

Participation in a Group
pension scheme

Accrue benefits according
to length of service up

to retirement

The Company is seeking

to make the effect of
pension regulation changes
cost-neutral

Share Ownership Guidelines .

To clign the interests of
executive directors and
shareholders

The Group Chief Executive

is required to build and
mgcintain a shareholding

of 200% of base salary and,
for other executive directors,
100% of base salary

Executives expected to retain
shares acquired through the
vesting of shares under the
Group’s share incentive plans.
Existing shareholdings and
shares acqguired in the market
are also taken info account
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Remuneration Policy for Other Senior Executives

The remuneration policy for senior executives below Board level
is consistent with that followed at executive director level. There
are 17 executives in the UK whose salaries are between £150,000
and £225,000.

Salary Range Number of Executives
£150,000 - £175,000 11
£176,000 - £200,000 © 3
£201,000 - £225,000 3

The total salaries of these executives is £3,014,538.

Salary
The policy is to pay salaries around the mid-market level for the
individual performance within the context of the relevant market
for the job. However, when setting salaries, individual judgement is
exercised by the Committee, having regard to individual experience
and responsibility. Accordingly, particularly when a new appointment
is made, salary levels may be set at a lower level than the mid-
market position, with a view to increasing towards this position over
the two to three years following promotion. This approach is being
followed in the case of Tim Breedon’s recent appointment to the
role of Group Chief Executive.

Salary is the only pensionable remuneration and it is normally
reviewed annually with effect from January.

The base salaries for the executive directors for the financial
year beginning on 1 January 2006 are as follows;

Tim Breedon £675,000
Kate Avery £320,000
Andrew Palmer £415,000
Robin Phipps £425,000
John Pollock £280,000

Annvual Bonus

The maximum annual bonus potential for the executive directors
remains at 96% of salary, of which a maximum of 60% of salary may
be paid in cash, with the balance being paid in shares under the
Share Bonus Plan described below. This maximum deferred will only
be exceeded in exceptional circumstances.

The level of bonus payable for on-target performance is based
on the mid-market bonus levels for the job in comparator companies.
This remains at 80% of salary for the Group Chief Executive (of which
a maximum of 50% is payable in cash and 30% in deferred shares),
and for the other executive directors it is 64% salary (comprising 40%
cash and 24% deferred shares),
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Prior to becoming Group Chief Executive, Tim Breedon was Group
Director, Investments and his target cash bonus at this time was
75% of salary, reflecting market practice within the investment
management industry. He was also eligible to receive deferred
shares worth up to 36% of salary. These bonus arrangements
changed to those set out in the paragraph above in January 2006
when Tim Breedon assumed the role of Group Chief Executive.
The executive directors’ bonuses are based on a variety of targets,
including Group European Embedded Value (applicable to all
directors), performance of the business unit for which the individual
is responsible (where applicable), and personal targets. The bonus
which resuits from the delivery of these objectives will be reviewed
by the Committee based on its view of the executive’s overall
performance and regulatory compliance.

The deferred bonus scheme used for 2005 performance was
the Share Bonus Plan. The Plan grants conditional shares which are
held in a trust for three years during which time dividends are paid.
it is a deferred bonus scheme with awards designed tc encourage
employee retention based on annual performance. It is not a long
term incentive plan and there are no performance conditions for
release, The usual award is up 1o 60% of the cash bonus, i.e. 37.5%
of the total bonus. Shares are not normally released if the executive
leaves the Group’s employment. The value of the shares awarded
to directors is reported in the year of performance. The maximum
award is 36% of salary.

The chart overleaf summoarises the key features of the bonuses
for each executive director.




EXAMPLES OF EXECUTIVE DIRECTORS’ TARGETS

% weighting of total bonus

Other

Group Group Other Divisional Other

Achieved Financial Group Financial Divisional
Profits Targets Targets Targets Target Example targets
Tim Breedon 20% 60% 20% Deliver return to shareholders,
achievement of Group Plan
Kate Avery 20% 30% 50% Deliver distribution strategies,
General Insuronce business
growth, stakeholder satisfaction
Andrew Palmer 20% 10% 70% Manage Group external financial
reporting, manage capital requirements,
execute strategic projects, monitor
and strengthen the control environment
Robin Phipps 20% 20% 60% Deliver UK Operations sales and
Value Added targets, manage
regulatory risk and compliance
requirements, develop retail savings
and protection products
John Pollock 20% 30% 50%  Deliver product pricing strategies, deliver

Pensions Simplification programme and
deliver customer experience targets

Performance Share Pian

Executive directors are entitled to participate in the Group’s
Performance Share Plan (PSP), which is the only long term incentive
arrangement available to senior executives in the

Group. The PSP was approved by shareholders in 2004.

Under the PSP, basic awards of shares are made fo top
managers based on individual performance. The committee
reviews the quantum of basic awards made each year to ensure
that it is in line with the market. The maximum annual basic award
in 2005 and 2006 was 50% of salary.

The number of shares which vest is dependent on
Legal & General’s Total Shareholder Return (TSR) compared
with that of the other FTSE 100 companies at the date of award
measured over a fixed three year period. The basic award will
lapse if Legal & General’s TSR is ranked below median at the
end of the three year period.

If the TSR is at median then the basic award will vest and be
transferred fo the executives. They will receive four times the basic
award if Legal & General is ranked at the 20th position or above at
the end of the three year period, with the amounts reducing on
a pro rata basis between 20th position and median.

The FTSE 100 is considered the most appropriate comparator
group as the Company is a member of this index and there is no
reasonable industry grouping for comparison. The TSR performance
conditions are independently reviewed by NBSC.

Additionally, the Committee assesses whether the underlying
performance of the Company is acceptable against a number
of parameters which, for the grant to be made in April 2006 in
respect of 2005 performance, will be market share, partnerships
gained and maintained, cost constraint, capital management
and shareholder perception.

Dilution Limits

The PSP and the Share Bonus Plan operate with market purchased
shares which are held in an Employee Benefit Trust. The Company’s
all-employee plans may be satisfied using either new-issue or market
purchased shares.

The Company’s all-employee plans and the now closed Executive
Share Option Plan operate within the ABI's dilution limit of 5% in
10 years for executive schemes and all its plans operate within
the 10% in 10 years limit for all schemes. As at 31 December 2005,
the Company had 4.16% share capital available under the 5%

in 10 years limit, and 8.48% share capital available under the 10%
in 10 years limit.

Share Ownership Guidelines
In order to align further the interests of the executive directors and
the shareholders, the executive directors are required to build a
significant personal shareholding in the business. The Group Chief
Executive is expected to build a holding of shares valued at twice
salary while the other executive directors are expected fo build
towards a holding valued at one fimes their salary.

Although not contractually binding, the Remuneration
Committee retains the discretion to withhold future grants
under the PSP if executives do not comply with the Guidelines.

Five Year Total Shareholder Return

The chart below shows the value, as at 31 December 2005, of a
£100 investment in Legal & General shares on 31 December 2000,
compared with £100 invested in the FTSE 100 on the same date.

Five Year Total Shareholider Return’
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REMUNERATION OF RETIRING CHIEF EXECUTIVE

2004 2005 2006
Salary £715,000 £750,000 No review for
the period from
1 January 2006
Cash Bonus Determined as usual at February Determined as usual at March 2006 None
2005 Remuneration Committee Remuneration Committee. Amount
enhanced by 60% as no Share Bonus
Plan or PSP
Share Bonus Plan As for other executive directors at None None
February 2005 Remuneration Committee.
Released on retirement in March 2006
Share Bonus Plan At 50% of the executive director Performance  None - None

Share allocation at February 2005
Remuneration Committee. Released on

with performance
conditions

retirement in March 2006 if Legal & General

TSR beats median of FTSE 100

PSP/Executive Share  No allocation

Option Scheme

No aliocation No allocation

Pension Final salary scheme to normal

retirement date at 26 March 2004.

No replacement or supplement thereafter

No replacement
or supplement

No replacement or supplement

Group Chief Executive

The table above shows the approach taken towards the
remuneration of the retiring Group Chief Executive during the
final two years of his employment.

Benefits

Other benefits for executive directors provided by the Group are:

- pension scheme;

- car cllowance;

- medical insurance; and

- staff discounts. Legal & General products can be acquired by
executive directors on the terms available to other members
of staff.

Pensions
Each of the executive directors participates in the Group Defined
Benefit Pension plan, details of which are given on page 42.

in responding to the Government’s changes to pensions
legislation and, in particular, the introduction of a lifetime
allowance, the Remuneration Committee was mindful that the
Company’s policy is not to compensate for public policy or tax
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changes. Accordingly, for those executives who elect for primary
protection and, therefore, remain in the company pension
scheme, there has been no change to their remuneration
package, despite their potential additional personal tax burden.
For those executives who elect for enhanced protection, they
may opt out of the Company pension scheme for the purposes
of future accruals. The Company does not offer any other
unapproved pension promises, funded or unfunded. Instead of
earning pension entittements in respect of their employment after
6 April 2006, those executives who opt out of the defined benefit
scheme and elect for enhanced protection are eligible for

a non-bonusable cash supplement, up to 35% of base salary,
which is set at a level to ensure that the cost to the Company
does not increcse.

All-Employee Share Schemes

There are share schemes for all UK employees. Executive directors
participate on the same terms as all UK employees in the

Save As You Earn share option scheme, the Company Share Option
Plan and the Employee Share Plan, which are all approved by

HM Revenue & Customs.




DIRECTORS’ REMUNERATION FOR FINANCIAL YEAR ENDED 31

DECEMBER 2005’

Annual Bonus Total
Salary/fees Benefits Expenses Cash Beferred 2005 2004
£'000 £'000 £°000 £'000 £'000 £'000 £'000
Executive:
Kate Avery? 300 49 - 150 90 589 522
Tim Breedon 500 20 - 400 180 1,100 779
Andrew Palmer 400 20 14 204 122 760 665
Robin Phipps 400 20 - 220 132 772 703
John Pollock 245 19 - 125 75 464 364
Sir David Prosser? 750 21 12 720 - 1,503 1,420
2,595 149 26 1,819 599 5,188 4,453
Non-executive:
Frances Heaton 60 - 1 - - 61 60
Beverley Hodson 60 - 2 - - 62 61
Rob Margetts 300 - - - - 300 300
Barrie Morgans 67 - - - - 67 78
Ronaldo Schmitz 60 - 4 - - 64 60
Henry Staunton 73 - - - - 73 40
James Strachan 60 - - - - 60 60
Sir David Walker 100 - - - - 100 87
Former non-executive:
Bernard Asher - - - - - - 30
Tim Parker - - - - - - 30
3,375 149 33 5,975 5,259

No directors received any compensation for loss of office.

1. The information in this table has been audited by the independent auditors, PricewaterhouseCoopers LLP.
2. Kate Avery is capped at the statutory limit for pension contributions, £102,000 for 2004/5 and £105,400 for 2005/6, and receives a cash allowance of 15% of salary above
these earnings. From 6 April 2006 (A-day) onwards, together with 16 other senior managers, her uncapped pay will be pensionable for future accruals only and the cash

allowance will cease.

3. Due to Sir David Prasser’s retirement in March 2004, no element of his bonus was deferred but was paid in full as cash.

DIRECTORS’ SHARE INTERESTS
The holdings of directors in office af the end of the year in the shares of the Company, including shares awarded under the Employee Share
Plan, Share Bonus Plan (2005 onwards) and Restricted Share Plan in previous years but not vested, are shown below. These exclude unvested
awards made by the Company under the Share Bonus Pian {pre 2005) and the Performance Share Plan.

31 December 2005

1 January 2005’

31 December 2005

1 Jonuary 2005’

Kate Avery

Tim Breedon
Frances Heaton
Beverley Hodson
Rob Margetts
Barrie Morgans
Andrew Palmer

450,625
814,126

62,885

62,972
385,527
104,379
561,460

361,713
688,932
40,115
47,502
305,292
73,645
483,728

Robin Phipps
John Pollock

Sir David Prosser
Ronaldo Schmitz
Henry Staunton
James Strachan
Sir David Walker

966,830
250,709
2,654,305
70,246
78,879
47,396
187,134

887,676
203,529
2,349,171
54,776
60,345
30,238
126,447

1. Or date of appointment if later
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SHARE OPTIONS'
Options awarded to executive directors under the Company Share Option Plan (CSOP) and Executive Share Option Scheme (ESCS)
or acquired under the Company’s Save As You Earn/Share Option (SAYE) scheme comprise:

MOVEMENTS IN YEAR

Options

Share (exercised/ Share Exercise Earliest Latest
oplions lapsed) options price exercise exercise
1 Jan 2005 granted 31 Dec 2005 (pence) daie date
Kate Avery (SAYE) 32,272 32,272 55 1.4.10 30.9.10
(CSOP) 545 545 159 11.4.03 10.4.10
(CSOP) 19,589 19,589 149 10.4.04 9.4.11
(ESOS) 220,430 220,430 149 10.4.04 .41

272,834
Tim Breedon (SAYE) 11,515 (11,515) - 82 1.10.05 31.3.06
(CSOP) 545 545 159 11.4.03 10.4.10
(ESOS) 78,115 78,115 163 23.4.02 22.4.09

78,660
Andrew Palmer (SAYE) 29,863 29,863 55 1.4.08 30.10.08
(CSOP} 545 545 159 11.4.03 10.4.10
(CSOP) 19,589 19,589 149 10.4.04 9.4.11
(ESOS) 307,710 307,710 149 10.4.04 ?.4.11
(ESOS) 436,400 436,400 147 10.4.05 9.4.12
(ESOS) 700,000 700,000 78 10.4.06 9.4.13

1,494,107
Robin Phipps (SAYE) 2,493 2,493 76 1.10.07 31.3.08
(SAYE) 13,745 13,745 55 1.4.06 30.9.06
(CSOP} 545 545 159 11.4.03 10.4.10
(CSOP) 19,589 19,589 149 10.4.04 9.4.11
(ESOS) 362,260 362,260 149 10.4.04 9.4.11

400,187
John Poliock (SAYE) 29,863 29,863 55 1.4.08 30.9.08
(CSOP) 545 545 158 11.4.03 10.4.10

30,408
Sir David Prosser {CSOP) 545 545 159 11.4.03 10.4.10
(CSOP) 19,589 19,589 149 10.4.04 9.4.11
(ESOS) 1,507,810 1,507,810 149 10.4.04 9.4.11

1,527,944

* No options fapsed during 2005. As at 31 December 2005, there were 2,994,351 options outstanding for executive directors where the exercise price exceeded the market
price of 122p. The range of share price during 2005 was 102.75p fo 122p,

» The performance farget applying fo unvested share options under the ESOS and CSOP is that the Company’s TSR performance must be at least at the median
relative to the FTSE 100 over a fixed three year period from grant.

* The SAYE scheme is approved by HM Revenue & Customs and has no performance conditions.

The Company’s register of directors’ interests, which is open to inspection, contains full details of directors’ shareholdings and share options.

GAINS ON THE EXERCISE OF SHARE OPTIONS
Gains on share options represent the difference between the market price of the shares at the date of exercise and the exercise price paid
under opfions which have been exercised by the directors during the year.

Market price Gain Gain

Options Exercise at date of 2005 2004

exercised price (p} exercise (p) £'000 £'000

Tim Breedon SAYE 11,515 82 114.25 3 -
Total 3 -

1. The information in these tables has been audited by the independent auditors, PricewaterhouseCoopers LLP.
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SHARE BONUS PLAN (PRE 2005)

Outstanding
awards as at

Number of  Awards vesting 31 December
Awards granted  shares awarded  during the year 2005
Kate Avery 10 April 2003 76,923 - 76,923
8 April 2004 62,500 - 62,500
Tim Breedon 10 April 2003 107,692 - 107,692
8 April 2004 112,500 - 112,500
Andrew Palmer 10 April 2003 121,154 - 121,154
8 April 2004 87,500 - 87,500
Robin Phipps 10 April 2003 123,077 - 123,077
8 April 2004 90,625 — 90,625
John Pollock 10 April 2003 42,308 - 42,308
8 April 2004 43,750 - 43,750
PERFORMANCE SHARE PLAN
Additional
awards Qutstanding
receivable awards as at
Awards Base award for strefch Awards Awards 31 December
granted' of shares performance vesting? lapsing? 2005
Kate Avery 10 April 2002 81,825 245,475 81,825 -
10 April 2003 125,000 375,000 125,000
8 April 2004 120,000 360,000 120,000
7 April 2005 119,734 359,202 119,734
Tim Breedon 10 April 2002 95,462 286,386 95,462 -
10 April 2003 156,250 468,750 156,250
8 April 2004 150,000 450,000 150,000
7 April 2005 158,758 476,274 158,758
Andrew Palmer 8 April 2004 170,000 510,000 170,000
7 April 2005 158,758 476,274 158,758
Robin Phipps 10 April 2002 109,100 327,300 109,100 -
10 April 2003 187,500 562,500 187,500
8 April 2004 180,000 520,000 180,000
7 April 2005 168,514 505,542 168,514
John Pollock 10 April 2002 20,456 61,368 20,456 -
10 April 2003 37,500 112,500 37,500
8 April 2004 75,000 225,000 75,000
7 April 2005 93,126 279,378 93,126

« In 2006, in respect of performance in 2005, the Remuneration Committee decided that executive directors should be granted performance shares to the following values:
Tim Breedon, £337,500; Kate Avery, £150,000; Andrew Palmer, £200,000; Robin Phipps, £200,000 and John Pollock, £122,500.
» For completeness, this table shows the maximum number of shares which could be awarded if awards were to vest in full, rather than the target level of awards as was

the case last year.

Notes:

1. These awards vest on the third anniversary of the award date subject to the satisfaction of performance targets as described above.

2. The awards granted on 10 April 2002 reached the end of their performance period during the year. Legal & General was ranked 4th over the three year performance
period and, therefore, none of the performance shares vested.
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PENSION ENTITLEMENTS’

Transfer Transfer

Accumulated value of value of

Increase in accrued accrued accrued
accrued pension at benefits at benefits at Increase/
Age at pension 31 December 31 December 31 December (decrease}
31 December in 2005 2005 2005 2004 in 2005
2005 £'000 £'000 £'000 £'0C0 £'000
Kate Avery 45 2 17 226 181 45
Tim Breedon 47 27 149 2,171 1,603 568
Andrew Palmer 52 13 185 3,154 2,791 363
Robin Phipps 55 14 219 4,166 3,777 389
John Pollock 47 16 IR 1,575 1,278 297
Sir David Prosser 61 30 537 12,493 10,849 1,644

1. The information in this table has been audited by the independent auditors, PricewaterhouseCoopers LLP.

The increase in accrued pension during the year excludes any increase for inflation.
Executive directors are entitled on retirement from Legal & General at age 60 and subject to statutory limits to pensions as foliows:

» Andrew Palmer, Robin Phipps and Sir David Prosser: two thirds of their annual salary.

* Tim Breedon and John Pollock: one sixtieth of eligible salary for each year of service.

* Kate Avery: as Tim Breedon and John Pollock but capped at the statutory limit, £102,000 for 2004/5 and £105,600 for 2005/6. She also
receives a cash allowance of 15% of salary above these earnings which is shown in the Directors’ Remuneration, table. This will cease
after the removal of the cap in April 2006.

* Following his normal retirement date of 26 March 2004, Sir David Prosser’s final pension was deferred under the rules of the scheme and
no further contributions have been made to it by reason of his employment since this date.

On death in service, a capital sum equal to four times sclary is payable, together with a spouse’s pension of four ninths of the member’s
pensionable remuneration. Substantial protection is also offered in the event of serious ill health. This latter benefit has no transfer value in
the event of the insured leaving service.

Directors, like all managers, may elect, before its award, to sacrifice all or part of their cash bonus to enhance their pension.

Directors’ Loans
At 31 December 2005 and 31 December 2004 there were no loans outstanding made to directors.

Service Contracts

The policy and practice for the notice entitlement of all executive directors is a six month rolling notice period, plus a six months’ salary
and benefits entitlement on termination. Thase entitiements will be mitigated and/or spread over the period of notice. Copies of executive
directors’ service contracts are available for inspection during normal working hours at the registered office. The date of the contract is the
appointment date in the section on Directors.

External Appointments

The Company considers that certain external appointments can help to broaden the experience and capability of the executive directors.
Any such appointments are subject to annual agreement by the Remuneration Committee and must not be with competing companies.
Subject to the Committee’s agreement, any fees may be retained by the individual. Sir David Prosser received fees of £38,000 plus £7,000
per committee as a non executive director of Intercontinental Hotels Group Plc. Tim Breedon receives £15,000 as a Director of the Financial
Reporting Council, Andrew Palmer receives fees of £30,000 as a non executive director of Slough Estates plc and Kate Avery receives fees
of £30,000 as a non executive director of Kelda Group plc.

The Directors’ Report on Remuneration was approved by the directors on 16 March 2006.

«

Sir David Walker
Chairman of the Remuneration Committee

Independent Verification Review

On 12 December 2005 Legal & General Group Plc appointed New Bridge Street Consultants LLP (NBSC) as advisors to the Remuneration
Committee. In addition, they were asked to verify that the 2005 remuneration practice for Executive Directors followed the Remuneration
Policy put to the 2005 Annual General Meeting. In conducting this work, NBSC has reviewed the elements of Executive Director remuneration
during 2005, as detailed in the policy statements of the Directors’ Report of Remuneration 2004 (DRR 2004). They confirmed that they are
satisfied that the remuneration practice during 2005 has been in line with the stated policy set out in the DRR 2004.
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Summary of the Role of the Audit Committee

The Audit Committee is appointed by the Beard from the non-executive
directors of Legal & General Group Plc. It is a Committee of the Board
established pursuant to Article 113 of the Articles of Association.

The Audit Committee’s terms of reference include all matters
indicated by the Combined Code, except the oversight of
compliance risks, (including adnerence fo the Financial Services
and Markets Act 2000), which is the direct responsibility of the
Board. (The Group Risk and Compliance Committee, which reports
to the Group Board and whose minutes are copied to the Audit
Committee, supervises the Group’s Risk Framewaerk and therefore
considers all risks including compliance risk). The terms of reference
are considered annually by the Audit Committee and are then
referred to the Board for cpproval.

The primary obijective of the Audit Committee is to assist
the Board of Directors in fulfiling its responsibilities relating to:

* external financial reporting and associated announcements;

* the independence of the Group’s external auditors;

* the resourcing, plans and overall effectiveness of the Internal
Audit Department;

* the adequacy and effectiveness of the control
environment; and

* the Group's compliance with the Combined Code on
Corporate Governance.

The Audit Committee Chairman reports the outcome of
meetings to the Board, and the Board receives the minutes
of all Committee meetings.

The Audit Committee has unrestricted access to Company
documents and information, as well as to employees of the
Company and the external auditor.

Composition of the Audit Committee
The members of the Audit Committee are:

Date of appointment

Henry Staunton 26 July 2004 and appointed

Chairman on 27 April 2005

Frances Heaton 14 November 2001

Barrie Morgans 5 March 1998 and resigned as

Chairman on 27 April 2005

James Strachan 21 January 2004

Henry Staunton succeeded Barrie Morgans as Chairman of the
Audit Committee. Barrie Morgans continued to serve on the

Audit Committee throughout 2005 to provide the benefit of his
considerable experience of Legal & General and to facilitate a
seamless handover to the new Chairman. He will retire as a non-
executive director and from the Audit Committee at the conclusion
of the AGM on 18 May 2006.

Membership of the Committee is reviewed by the Chairman
of the Committee, Henry Staunton, and the Group Chairmaon, who
is not @ member of the Audit Committee, af regular intervals.
Where necessary, they will recommend new appointments to the
Nominations Committee for onward recommendation to the Board.
Appointments are for a period of three years and are extendible
by no more than two additional three year periods. The Committee
is normally comprised of four independent non-executive directors,
with a minimum of three members at any time. Three members
constitute a quorum.

The Audit Committee structure requires the inclusion of one
financially gualified member (as recognised by the Consultative

Committee of Accountancy Bodies). Currently both the Audit
Committee Chairman and Barrie Morgans fulfil this requirement.
All Audit Committee members are expected to be financially
literate and fo have relevant corporate finance experience.

The Group provides an induction programme for new Audit
Committee members and on-going training to enable all of the
Committee members to carry out their duties. The induction
programme covers the role of the Audit Committee, its terms of
reference and expected time commitment by members; and an
overview of the Group’s business, including the main business and
financial dynamics and risks. New Committee members also meet
some of the Group’s staff. On-going training includes attendance
at formal conferences, internal Company seminars and briefings
by external advisers.

The Board expects the Audit Committee members to have
an understanding of the following areas:

 the principles of, contents of, and developments in financial
reporting including the applicable accounting standards and
statements of recommended practice;

* key aspects of the Company’s operations and risk control
framework including corporate policies, company financing,
products and systems of internal confrol;

* matters that influence or distort the presentation of accounts
and key figures,

« the principles of, and developments in, company law, sector-
specific laws and other relevant corporate legislation;

* the role of internal and external auditing and risk management;

* the regulatory framework for the Group's businesses;

» environmental and social responsibility best practices; and

* current issues pertaining to the above areas.

Meetings

The Audit Committee is required to meet four times per year and
has an agenda linked to events in the Group’s financial calendar.
The agenda is predominantly cyclical and is therefore approved

by the Audit Committee Chairman on behalf of his fellow members;
each Audit Committee member has the right fo require reports on
matters of interest in addition to the cyclical items.

The Audit Committee invites the Group Chief Executive, Group
Director (Finance), Group Financial Controller, Group Chief Internal
Auditor, Group Actuary and senior representatives of the externai
auditors to attend all of its meetings in full, although it reserves the
right to request any of these individuals to withdraw. Cther senior
management are invited to present such reports as are required
for the Committee to discharge its duties.

Overview of the Actions Taken by the Audit Committee to Discharge its Duties
In order to fulfil its terms of reference, the Audit Committee receives
and challenges presentations or reports from the Group’s senior
maonagement, consulting as necessary with the external auditors
and the independent actuaries.

The Audit Committee is required to assist the Board to fulfil
its responsibilities relating to external financial reporting and
associated announcements. The Committee reviewed the inferim
and annual financial statements, together with the Stock Exchange
announcements, having received information on:

* the accounting principles, policies and practices adopted in
the Group’s accounts;

» changes proposed to those principles, policies and practices;

« significant accounting issues;

« current actuarial issues;

* the level of insurance provisions and reserves;

« litigation and contingent liabilities affecting the Group; and

» potential tax contingencies and the Group’s compliance with
statutory tax obligations.
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The Audit Committee is required to assist the Board to fulfil its
responsibilities relating to the adequacy and effectiveness of
the control environment and the Group’s compliance with the
Combined Code. To fulfil these duties, the Committee reviewed:

* the report entitled ‘Directors’ view on Internal Controls’ submitted
to the Audit Committee by the Group Risk & Compliance
Committee which sets out the framework of risk management,
control monitoring, and any control issues that have arisen;

* the minutes of the Group Risk & Compliance Committee meetings;

* the external auditors’ annual Internal Control Report;

¢ Internal Audit reports on key audit areas and significant
control environment deficiencies; and

* reports on frauds perpetrated against the Group and current
fraud trends.

The Audit Committee Chairman reports back to the Committee on
the Group Risk & Compliance Committee meetings which he attends,
During the year the Audit Committee undertcok a formal

review of its own effectiveness and is satisfied that it had been
operating as an effective Audit Committee meeting all applicable
legal and regulatory requirements. Further review of the
effectiveness of the Audit Commitiee will be undertaken annually,

External Audit

The Audit Committee is responsible for the development,
implementation and monitoring of the Group’s policy on external
audit. The policy assigns oversight responsibility for monitoring
the independence, objectivity and compliance with ethical and
regulatory requirements to the Audit Committee, and day to day
responsibility to the Group Director {Finance). The policy states
that the external auditors are jointly responsible to the Board

and the Audit Committee and that the Audit Committee is the
primary contact.

The Group’s policy on exfernal audit sets out the categories
of non-audit services which the external auditors will and will
not be allowed to provide to the Group. The policy requires
pre-confirmation by the Audit Committee of any non-audit
work subject to de minimis levels.

To fulfil its responsibility regarding the independence of
the external auditors, the Audit Committee reviewed:

« the changes in key external audit staff in the external auditors’
plan for the current vear;

* the arrangements for day to day management of the
audit relationship;

= a report identifying the number of external audit staff now
employed by the Group and their positions within the Group;

* a report from the external auditors describing their
arrangements to identify, report and manage any conflicts
of interest; and

* the overall extent of non-audit services provided by the
external auditors, in addition to their case-by-case approval
of the provision of non-audit services by the exfernal auditors.

To assess the effectiveness of the external auditors, the Audit
Committee reviewed:

* the external auditors’ fulfilment of the agreed audit plan
and variations from the plan;

* the robustness and perceptiveness of the auditors in their
handling of the key accounting and audit judgements; and

* the content of the external auditors’ internal Control Report.

To fulfil its responsibility for oversight of the external audit process,
the Audit Committee reviewed:

* the terms, areas of responsibility, associated duties and scope
of the audit as set out in the external auditors’ engagement
letter for the forthcoming year;
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* the externcl auditors’ overall work plan for the forthcoming vear;

¢ the external auditor’s fee proposal;

+ the major issues that arose during the course of the audit and
their resolution;

« the key accounting and audit judgements;

* the levels of errors identified during the audit; and

* the recommendations made by the external auditors in their
management letter, entitled The Internal Control Report, and
the adeguacy of management’s response.

As a consequence of its satisfaction with the results of the activities
outlined above, the Audit Committee have recommended to the
Board that the external auditors are re-appointed.

Internal Audit function

The Audit Committee is committed to supporting Internal Audit
and maintaining its ongoing relationship with the department to
enable Internal Audit fo assist the Committee to fulfil its statutory
responsibilities in relation to the adequacy and effectiveness of
the control environment and the Group’s compliance with the
Combined Code.

The Audit Committee is also required to assist the Board to
fulfi