
Group Chief 
Financial 
Officer’s Q&A

Looking at earnings per share (EPS), it seems 
you have already delivered on your ambition to 
grow EPS at 10% per annum from 2015 to 2020. 
What is next for the group?

We are very happy with the group’s consistent 
earnings growth, which has delivered 12% 
compound annual growth rate (CAGR) to 
shareholders since 2015, despite periods of 
market volatility. 2019 was another strong year: 
we delivered IFRS return on equity of 20.4% and 
grew operating profit by 12% to £2.1 billion, 
excluding mortality reserve releases. Operating 
profit including mortality reserve releases was 
£2.3 billion, down 2%, driven by the lower 
mortality reserve releases in 2019 compared 
to 2018.

The group’s success is built on long-term 
structural growth drivers including ‘ageing 
demographics’ and ‘technological innovation’, 
for example. We have now added ‘addressing 
climate change’, given the need for investment 
to tackle the issues here. 

Based on these drivers we select businesses 
which have strong growth outlooks for many 
years, across opportunities such as pension 
risk transfer (PRT), defined contribution (DC) 
fund management, and affordable housing. 
Together, our five businesses form a mutually 
reinforcing business model with unique 
synergies in pension de-risking, insurance, 
asset manufacturing and asset management, 
enabling us to deliver a return on equity of c.20%.

Consequently, we believe we are well placed to 
continue delivering healthy profit growth for our 
shareholders beyond 2020. As we approach the 
end of 2020 we will update the market with our 
new medium-term financial ambition.

The total premium in the UK PRT market was 
nearly double the level of the previous year. 
What are the future prospects for the market 
and for Legal & General?

Companies are increasingly focused on 
transferring their legacy Defined Benefit (DB) 
pension obligations to insurers, fuelling the 
double-digit PRT annual market growth seen 
over the past decade. 2019 was the largest year 
yet in the UK PRT market, with over £40 billion 
estimated to have been underwritten. Demand 
from companies and pension plans for insurance 
remains robust, with £2.1 trillion of total 
corporate DB liabilities in the UK, including more 
than £770 billion of PRT demand potentially 
arising in the UK over the next decade. We are 
well positioned within the market to achieve our 
ambition of writing £40 billion to £50 billion of 
new business over the next five years.

PRT is a global trend and our institutional 
retirement business also operates in the US, the 
Netherlands, Ireland, and Canada, which 
together have more than £3 trillion of corporate 
DB pension liabilities. 2019 was our first year to 
write more than $1 billion of US PRT premiums 
in a single year, including our first fully retained 
transaction for more than $200 million, heralding 
a new phase of growth for our US business.

Our business model, with its synergies and 
international reach, makes us more resilient to 
competition and margin compression in any 
particular PRT market. We are able to efficiently 
allocate capital across these markets to hit our 
return targets, supported by our reinsurance 
operations in Bermuda.

Together, our five businesses 
form a mutually reinforcing 
business model with unique 
synergies in pension de-risking, 
insurance, asset manufacturing 
and asset management, 
enabling us to deliver a return 
on equity of c.20%.”

Jeff Davies
Group CFO
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Guide to symbols used in these 
financial results

 Alternative performance 
measure (APM), see page 256 
for definitions

 Key measure in the 
remuneration of executives, see 
pages 87 to 93 for definitions

£2,112m
(2018: £2,128m)

KPI purpose: To measure the actual 
distributable earnings (before tax) 
attributable to shareholders of the 
group. This includes discontinued 
operations and reflects actual returns 
on investments.

Adjusted profit before tax attributable 
to equity holders decreased marginally 
by 1%. Excluding the mortality release 
in our retirement business, following 
a review of our life expectancy 
improvement assumptions, of £155 
million gross of tax (2018: £433 million 
gross of tax), the adjusted PBT 
increased by 15%.

Underlying profitability was dominated 
by a record year in our retirement 
business, where we wrote £11.4 billion 
in new global pension risk transfer 
deals. Our capital investment business 
also provided significant year on year 
growth in profit due to positive 
performance across global equities, 
benefitting the traded portfolio. This 
was partially offset by the impact of 
the reduction in UK and US long-term 
interest rates on the reserves held in 
our Protection businesses.

20.4%
(2018: 22.7%)

KPI purpose: To show how efficiently 
we are using our financial resources to 
generate a return for shareholders.

The return on equity of 20.4% was 
driven by another year of strong 
earnings performance. This was 
despite a lower contribution from 
mortality releases of £134 million after 
tax in 2019 (2018: £359 million after 
tax) and increased project spend.

30.9p
(2018: 30.8p)

KPI purpose: To illustrate the 
profitability associated with each 
share owned by our investors.

EPS increased slightly by 0.1 pence. 
Excluding the impact of mortality 
releases in the retirement business, 
where we reviewed life expectancy 
improvement assumptions, EPS 
increased from 24.7 pence to 
28.7 pence, an increase of 16%.

17.57p
(2018: 16.42p)

KPI purpose: To show the level of 
distribution to shareholders.

In line with our progressive dividend 
policy reflecting the group’s expected 
medium-term underlying business 
growth, the Board has recommended 
an increase of 7% in the full year 
dividend to 17.57 pence (2018: 16.42 
pence). The cost of the full year 
dividend is £1,047 million (2018: £978 
million). Our 2019 full year dividend 
was covered by net release from 
operations 1.5 times and by dividends 
remitted from subsidiaries 1.2 times.

40%
(2018: 3%)

KPI purpose: To measure the total return to shareholders, 
including dividends and share price movements, over time.

We have outperformed the sector and FTSE 100, delivering a TSR 
of 40% in 2019.
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KPI purpose: To demonstrate the 
capital position and risk profile of 
the group.

The group’s capital position remains 
strong with a £7.3 billion Solvency II 
surplus (2018: £6.9 billion) and a 184% 
coverage ratio (2018: 188%) on a 
‘shareholder view’ basis. When stated 
on a pro-forma basis the group’s 
coverage ratio is 179%** (2018: 181%).

* Represents Solvency II surplus and 
coverage on a ‘shareholder view‘ basis. 
See page 208 for more details

** This includes the SCR attributable to our 
with profit fund of £0.5 billion and final 
salary pension schemes of £0.3 billion, in 
both the group’s Own Funds and the SCR.

The mortality release is considerably lower 
than in 2018. Is the trend reversing?

In recent years we have seen a slowdown in 
improvements in longevity, so although people 
are living longer overall, they are not living quite 
as long as we had assumed. As a result, we have 
released £0.9 billion of mortality reserves over 
the past three years. 

Our mortality reserve release of £155 million in 
2019 relates to what UK population data up to 
2017 tells us about likely improvements in the 
near term. The observed slowdown in longevity 
has persisted for several years and, while we 
maintain our cautious view of longevity, we 
believe we should recognise this trend in our 
assumptions. Therefore, we have slightly 
increased our projection of the number of 
deaths in each year, consequently reducing 
the required mortality reserve and resulting 
in a reserve release.

The £155 million mortality reserve release is 
only incorporating data up to 2017 adjusted for 
our view of how this impacts our annuitants. 
Based on our preliminary review of the more 
recent data, we see the trend of a slowdown in 
improvements continuing. In the coming years 
we will analyse the data for the population and 
our own annuitants, assessing the likelihood 
of a further sustained slowdown in longevity 
improvements. If we do choose to make 
changes, it will be done cautiously in stages. 

You have talked about the importance of 
technology to the insurance and asset 
management industries and we see that the 
investment projects spend has increased in 
2019. Can you outline your technology 
investment plans over the coming years?

As I have said before, technology is absolutely 
essential to the long-term success of our 
business. Improvements in digital tools over the 
past several years have improved our speed to 
market, the quality of customer service and the 
efficiency of our processes. We rely on 
technology to allow us to deliver our growth 
ambitions, scaling our businesses without 
adding unnecessary costs or headcount. 

Across the group we have sought to convert 
labour intensive administrative tasks into 
efficient algorithms, or ‘robots’, freeing our 
people to focus on innovation and problem 
solving. We have further relied on big data to 
support our product pricing and customer 
experience, delivering improved customer 
outcomes and more business insights. 

Continuing our focus on optimising and 
simplifying security for our customers, we have 
launched a new password free login option for 
our online self-service websites, benefitting 
3 million registered customers. This is the first 
phase of an ambitious programme of new 
features and improved design. 

We have continued to implement system 
advancements and parallel processing 
technology that allows us to price a full PRT 
quote up to 66% faster than before. Across our 
investment management business and our 
group finance function, we have been able to 
meet growing demands by using 20 robots 
to do the work of 23 full time staff.

We continue to invest in cybersecurity 
improvements, IT infrastructure upgrades and 
preparation for the implementation of IFRS 17. 
Our objective is to achieve the maximum 
efficiency from these developments to advance 
the digitisation and automation of our 
businesses and processes. 

Technology is a journey which rewards those 
who constantly challenge. As we invest 
throughout our businesses, we seek to 
self-disrupt, continually reshaping our business 
and reskilling our people in the process. 

Guide to symbols used in these financial results

 Alternative performance measure (APM), see page 256 for definitions

 Key measure in the remuneration of executives, see pages 87 to 93 for definitions
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