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Dollar Denominated Preference Shares
Securities registered or to be registered pursuant to Section 12(g) of the Act:

None

Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act:

None

The number of outstanding shares of each of the issuer�s classes of capital or common stock as of 31
December 2015 was:

2,572,454,958 Ordinary Shares, 5 pence par value each

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the
Securities Act.

Yes  X          No     

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file
reports pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934.

Yes              No  X 

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that
the registrant was required to file such reports) and (2) has been subject to such filing requirements for the
past 90 days.

Yes  X          No     

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web
sites, if any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of
Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the
registrant was required to submit and post such files).

Yes              No     

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a
non-accelerated filer. See definition of �accelerated filer and large accelerated filer� in Rule 12b-2 of the
Exchange Act. (Check one):

Large accelerated filer  X          Accelerated filer              Non-accelerated filer     

Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements
included in this filing:

U.S. GAAP      International Financial Reporting Standards as issued by the International Accounting Standards
Board  X  Other     
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If �Other� has been checked in response to the previous question, indicate by check mark which financial
statement item the registrant has elected to follow:

Item 17              Item 18     

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in
Rule 12b-2 of the Exchange Act).

Yes              No  X 

* Not for trading, but only in connection with the registration of American Depositary Shares.
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Item 19. Exhibits
As used in this document, unless the context otherwise requires, the terms �Prudential�, the �Group�, �we�, �us� and �our� each
refer to Prudential plc, together with its subsidiaries, while the terms �Prudential plc�, the �Company� or the �parent
company� each refer to �Prudential plc�.

Portions of the Prudential�s Annual Report 2015 incorporated by reference herein contain references to our website.
Information on our website or any other website referenced in the Prudential Annual Report 2015 is not incorporated
into this Form 20-F and should not be considered to be part of the Form 20-F. We have included any website as an
inactive textual reference only.

Limitations on Enforcement of US Laws against Prudential, its Management and Others

Prudential is an English public limited company. Most of its directors and executive officers are resident outside the
United States, and a substantial portion of its assets and the assets of such persons are located outside the United
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States. As a result, it may be difficult for you to effect service of process within the United States upon these persons
or to enforce against them or Prudential in US courts judgments obtained in US courts predicated upon the civil
liability provisions of the federal securities laws of the United States. We believe that there may be doubt as to the
enforceability in England and Wales, in original actions or in actions for enforcement of judgments of US courts, of
liabilities predicated solely upon the federal securities laws of the United States.

ii
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Item 3. Key Information

Selected Historical Financial Information of Prudential

The following table sets forth selected consolidated financial data for Prudential for the periods indicated. Certain data
is derived from Prudential�s audited consolidated financial statements prepared in accordance with International
Financial Reporting Standards (�IFRS�) as issued by the International Accounting Standards Board (�IASB�) and as
endorsed by the European Union (�EU�). EU-endorsed IFRS may differ from IFRS as issued by the IASB if, at any
point in time, new or amended IFRSs have not been endorsed by the EU. As at 31 December 2015, there were no
unendorsed standards effective for the years presented below affecting the consolidated financial information of
Prudential and there were no differences between IFRSs endorsed by the EU and IFRSs issued by the IASB in terms
of their application to Prudential. Accordingly, the selected consolidated financial data presented below that is derived
from Prudential�s audited consolidated financial statements is derived from audited consolidated financial statements
prepared in accordance with IFRS as issued by the IASB. This table is only a summary and should be read in
conjunction with Prudential�s consolidated financial statements and the related notes included elsewhere in this
document, together with Item 5, �Operating and Financial Review and Prospects�.

Income statement data

Year ended 31 December
2015 $m(1) 2015 £m 2014 £m 2013 £m 2012 £m 2011 £m

Gross premium earned 54,063 36,663 32,832 30,502 29,113 24,837
Outward reinsurance premiums (1,706) (1,157) (799) (658) (491) (417)
Earned premiums, net of reinsurance 52,357 35,506 32,033 29,844 28,622 24,420
Investment return 4,872 3,304 25,787 20,347 23,931 9,361
Other income 3,679 2,495 2,306 2,184 1,885 1,711
Total revenue, net of reinsurance 60,908 41,305 60,126 52,375 54,438 35,492
Benefits and claims and movement
in unallocated surplus of with-profits
funds, net of reinsurance (43,732) (29,656) (50,169) (43,154) (45,144) (28,706)
Acquisition costs and other
expenditure (12,104) (8,208) (6,752) (6,861) (6,032) (4,717)
Finance costs: interest on core
structural borrowings of
shareholder-financed operations (460) (312) (341) (305) (280) (286)
Disposal of Japan life business:
Cumulative exchange loss recycled
from other comprehensive income (68) (46) - - - -
Remeasurement adjustments - - (13) (120) -
Total charges, net of reinsurance (56,364) (38,222) (57,275) (50,440) (51,456) (33,709)
Share of profits from joint ventures
and associates, net of related tax 351 238 303 147 135 76
Profit before tax (being tax
attributable to shareholders� and
policyholders� returns)(2) 4,895 3,321 3,154 2,082 3,117 1,859

(255) (173) (540) (447) (370) 7
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Tax (charges) credit attributable to
policyholders� returns
Profit before tax attributable to
shareholders 4,640 3,148 2,614 1,635 2,747 1,866
Tax charge attributable to
shareholders� returns (839) (569) (398) (289) (584) (415)
Profit for the year 3,801 2,579 2,216 1,346 2,163 1,451

1
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2015(1) 2015 2014 2013 2012 2011
(In $m, except

Share Information) £m, except Share Information

Statement of financial
position data
Total assets 570,648 386,985 369,204 325,932 307,644 270,018
Total policyholder liabilities
and unallocated surplus of
with-profits funds 494,896 335,614 321,989 286,014 268,263 233,538
Core structural borrowings of
shareholder � financed
operations 7,389 5,011 4,304 4,636 3,554 3,611
Total liabilities 551,543 374,029 357,392 316,281 297,280 261,411
Total equity 19,105 12,956 11,812 9,651 10,364 8,607

Other data
Based on profit for the year
attributable to the equity
holders of the Company:
Basic earnings per share (in
pence) 148.9¢ 101.0p 86.9p 52.8p 85.1p 57.1p
Diluted earnings per share
(in pence) 148.8¢ 100.9p 86.8p 52.7p 85.0p 57.0p
Dividend per share declared
and paid in reporting period (in
pence)(5) 56.1¢ 38.05p 35.03p 30.52p 25.64p 25.19p
Equivalent cents per share(6) 59.11¢ 58.44¢ 50.58¢ 40.68¢ 40.39¢
Market price per share at end
of period(7) 2,257.6¢ 1,531.0p 1,492.0p 1,340.0p 865.5p 638.5p
Weighted average number of
shares (in millions) 2,553 2,549 2,548 2,541 2,533

New business:
Single premium sales(3) 41,096 27,869 24,508 22,976 22,358 18,889
New regular premium sales(3)(4) 4,158 2,820 2,199 2,125 1,959 1,792
Funds under management 749,982 508,600 496,000 443,000 406,000 352,000

(1) Amounts stated in US dollars in the 2015 US dollar column have been translated from pounds sterling at the rate
of $1.4746 per £1.00 (the noon buying rate in New York City on 31 December 2015).

(2) This measure is the formal profit (loss) before tax measure under IFRS but is not the result attributable to
shareholders. See �Presentation of results before tax� in note A3.1(k) to Prudential�s consolidated financial
statements in Item 18 for further explanation.

(3) The new business premiums in the table shown above are provided as an indicative volume measure of
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transactions undertaken in the reporting period that have the potential to generate profits for shareholders (see
�EEV basis, new business results and free surplus generation� below). The amounts shown are not, and are not
intended to be, reflective of premium income recorded in the IFRS income statement. Internal vesting business
is classified as new business where the contracts include an open market option.

The details shown above for new business include contributions for contracts that are classified under IFRS 4
�Insurance Contracts� as not containing significant insurance risk. These products are described as investment
contracts or other financial instruments under IFRS. Contracts included in this category are primarily certain
unit-linked and similar contracts written in UK insurance operations and Guaranteed Investment Contracts and
similar funding agreements written in US operations.

(4) New regular premium sales are reported on an annualised basis, which represents a full year of instalments in
respect of regular premiums irrespective of the actual payments made during the year. The comparative figures
as shown above included the premiums from the PruHealth and PruProtect businesses for which the Group�s 25
per cent interest was sold in November 2014. The PruProtect and PruProtect new business premiums for the
years ended 31 December 2014 and 2013 of £23 million and £26 million, respectively are shown in Item 4 �UK
business�.

(5) Under IFRS, dividends declared or approved after the balance sheet date in respect of the prior reporting period
are treated as a non-adjusting event. The appropriation reflected in the statement of changes in equity, therefore,
includes dividend in respect of the prior year that was declared or approved after the balance sheet date of the
prior reporting period. Parent company dividends relating to the reporting period were an interim dividend of
12.31p per share in 2015 (2014: 11.19p, 2013: 9.73p), a second interim dividend of 26.47p per share in 2015
(2014: final dividend 25.74p, 2013: final dividend 23.84p) and a special dividend of 10.00p per share in 2015
only.

(6) The dividends have been translated into US dollars at the noon buying rate in New York City on the date each
payment was made.

(7) Market prices presented are the closing prices of the shares on the London Stock Exchange on the last day of
trading for each indicated period.

2
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Dividend Data

Under UK company law, Prudential may pay dividends only if �distributable profits� of the holding company are
available for that purpose. �Distributable profits� are accumulated, realised profits not previously distributed or
capitalised less accumulated, realised losses not previously written off, on the applicable GAAP basis. Even if
distributable profits are available, under UK law Prudential may pay dividends only if the amount of its net assets is
not less than the aggregate of its called-up share capital and undistributable reserves (such as, for example, the share
premium account) and the payment of the dividend does not reduce the amount of its net assets to less than that
aggregate. For further information about the holding company refer to Schedule II. The financial information in
Schedule II has been prepared under UK GAAP reflecting the legal basis of preparation of the Company�s separate
financial statements as distinct from the IFRS basis that applies to the Company�s consolidated financial statements.

As a holding company, Prudential is dependent upon dividends and interest from its subsidiaries to pay cash
dividends. Many of its insurance subsidiaries are subject to regulations that restrict the amount of dividends that they
can pay to the Company. These restrictions are discussed in more detail in Item 4, �Information on the
Company�Supervision and Regulation of Prudential�UK Supervision and Regulation�Regulation of Insurance
Business�Distribution of Profits and With-profits Business� and Item 4, ��Information on the Company�Supervision and
Regulation of Prudential�US Supervision and Regulation�General�.

Historically, Prudential has declared an interim and a final dividend for each year (with the final dividend being paid
in the year following the year to which it relates). From 2016, Prudential will make twice-yearly interim dividend
payments to replace the final and interim dividend payments. Subject to the restrictions referred to above, Prudential�s
directors have the discretion to determine whether to pay an interim dividend and the amount of any such interim
dividend but must take into account the Company�s financial position. The directors still retain the discretion to
recommend payment of a final dividend, such recommendation to be approved by ordinary resolution of the
shareholders. The approved amount may not exceed the amount recommended by the directors. For the 2015 reporting
period, Prudential has approved a second interim dividend and a special dividend.

The following table shows certain information regarding the dividends per share that Prudential declared for the
periods indicated in pence sterling and converted into US dollars at the noon buying rate in effect on each payment
date. First interim dividends for a specific year now generally have a record date in August and a payment date in
September of that year, and second interim dividends (or final dividends) now generally have a record date in the
following March/April and a payment date in the following May.

Year
Interim

Dividend
Interim

Dividend

Final
Dividend/

Second interim

Final
Dividend/

Second interim
Special

dividend
Special

dividend

(pence) (US Dollars) (pence)
(US

Dollars) (pence) (US Dollars)
2011 7.95 0.1221 17.24 0.2706
2012 8.40 0.1362 20.79 0.3143
2013 9.73 0.1558 23.84 0.4019
2014 11.19 0.1825 25.74 0.4034
2015 12.31 0.1877 26.47 10.00
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The Board has decided to increase the full-year ordinary dividend by 5 per cent to 38.78 pence per share, reflecting the
continued strong financial performance of the Group in 2015. In line with this, the directors have approved a second
interim ordinary dividend of 26.47 pence per share (2014: final dividend of 25.74 pence) which brings the total
ordinary dividend for the year to 38.78 pence (2014: 36.93 pence). In addition, the Board has decided to award a
special dividend of 10 pence per share reflecting the additional contribution to earnings from the specific management
actions taken to position the balance sheet more efficiently under the new Solvency II regime.

Although the Board has been able to approve a special dividend of 10 pence per share in 2015, the Group�s dividend
policy remains unchanged. The Board will maintain its focus on delivering a growing ordinary dividend, which will
continue to be determined after taking into account the Group�s financial flexibility and our assessment of
opportunities to generate attractive returns by investing in specific areas of the business. The Board believes that in the
medium term a dividend cover of around two times is appropriate.

3
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Exchange Rate Information

Prudential publishes its consolidated financial statements in pounds sterling. References in this document to
�US dollars�, �US$�, �$� or �¢� are to US currency, references to �pounds sterling�, �£�, �pounds�, �pence� or �p� are to UK currency
(there are 100 pence to each pound) and references to �euro� or ��� are to the single currency adopted by the participating
members of the European Union. The following table sets forth for each year the average of the noon buying rates on
the last business day of each month of that year, as certified for customs purposes by the Federal Reserve Bank of
New York, for pounds sterling expressed in US dollars per pound sterling for each of the five most recent fiscal years.
Prudential has not used these rates to prepare its consolidated financial statements.

Year ended 31 December Average rate
2011 1.61
2012 1.59
2013 1.56
2014 1.65
2015 1.53
The following table sets forth the high and low noon buying rates for pounds sterling expressed in US dollars per
pound sterling for each of the previous six months:

High Low
October 2015 1.55 1.52
November 2015 1.54 1.50
December 2015 1.52 1.47
January 2016 1.47 1.42
February 2016 1.46 1.39
March 2016 1.45 1.39
On 1 April 2016 the latest practicable date prior to this filing, the noon buying rate was £1.00 = $1.42.

4
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Risk Factors

A number of risk factors affect Prudential�s operating results and financial condition and, accordingly, the trading price
of its shares. The risk factors mentioned below should not be regarded as a complete and comprehensive statement of
all potential risks and uncertainties. The information given is as of the date of this document, and any forward-looking
statements are made subject to the reservations specified below under �Forward-Looking Statements�.

Risks relating to Prudential�s business

Prudential�s businesses are inherently subject to market fluctuations and general economic conditions

Prudential�s businesses are inherently subject to market fluctuations and general economic conditions. Uncertainty or
negative trends in international economic and investment climates could adversely affect Prudential�s business and
profitability. Since 2008 Prudential has operated against a challenging background of periods of significant volatility
in global capital and equity markets, interest rates (which in some jurisdictions have become negative) and liquidity,
and widespread economic uncertainty. For example, government interest rates remain at or near historic lows in the
US, the UK and some Asian countries in which Prudential operates. These factors have, at times during this period,
had a material adverse effect on Prudential�s business and profitability.

In the future, the adverse effects of such factors would be felt principally through the following items:

� investment impairments and/or reduced investment returns, which could reduce Prudential�s capital and impair its
ability to write significant volumes of new business, increase the potential adverse impact of product guarantees,
or have a negative impact on its assets under management and profit;

� higher credit defaults and wider credit and liquidity spreads resulting in realised and unrealised credit losses;

� failure of counterparties who have transactions with Prudential (e.g. banks and reinsurers) to meet commitments
that could give rise to a negative impact on Prudential�s financial position and on the accessibility or recoverability
of amounts due or, for derivative transactions, adequate collateral not being in place;

� estimates of the value of financial instruments being difficult because in certain illiquid or closed markets,
determining the value at which financial instruments can be realised is highly subjective. Processes to ascertain
such values require substantial elements of judgement, assumptions and estimates (which may change over time);
and

� increased illiquidity also adds to uncertainty over the accessibility of financial resources and may reduce capital
resources as valuations decline.

Global financial markets are subject to uncertainty and volatility created by a variety of factors, including concerns
over the energy and commodity sectors, sovereign debt, general slowing in world growth, the monetary policies in the
US, the UK and other jurisdictions and potentially negative socio-political events. In addition, a possible withdrawal
of the UK from the EU would have political, legal and economic ramifications for both the UK and the EU, although

Edgar Filing: PRUDENTIAL PLC - Form 20-F

Table of Contents 16



these are expected to be more pronounced on the UK.

Upheavals in the financial markets may affect general levels of economic activity, employment and customer
behaviour.As a result, insurers may experience an elevated incidence of claims, lapses, or surrenders of policies, and
some policyholders may choose to defer or stop paying insurance premiums. The demand for insurance products may
also be adversely affected. In addition, there may be a higher incidence of counterparty failures. If sustained, this
environment is likely to have a negative impact on the insurance sector over time and may consequently have a
negative impact on Prudential�s business and its balance sheet and profitability. For example, this could occur if the
recoverable value of intangible assets for bancassurance agreements and deferred acquisition costs are reduced. New
challenges related to market fluctuations and general economic conditions may continue to emerge.

5
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For some non-unit-linked investment products, in particular those written in some of the Group�s Asian operations, it
may not be possible to hold assets which will provide cash flows to match those relating to policyholder liabilities.
This is particularly true in those countries where bond markets are not developed and in certain markets where
regulated surrender values are set with reference to the interest rate environment prevailing at the time of policy issue.
This results in a mismatch due to the duration and uncertainty of the liability cash flows and the lack of sufficient
assets of a suitable duration. While this residual asset/liability mismatch risk can be managed, it cannot be eliminated.
Where interest rates in these markets remain lower than those used to calculate surrender values over a sustained
period, this could have a material adverse effect on Prudential�s reported profit.

In the US, fluctuations in prevailing interest rates can affect results from Jackson which has a significant spread-based
business, with the majority of its assets invested in fixed income securities. In particular, fixed annuities and stable
value products written by Jackson expose Prudential to the risk that changes in interest rates, which are not fully
reflected in the interest rates credited to customers, will reduce spread. The spread is the difference between the rate of
return Jackson is able to earn on the assets backing the policyholders� liabilities and the amounts that are credited to
policyholders in the form of benefit increases, subject to minimum crediting rates. Declines in spread from these
products or other spread businesses that Jackson conducts, and increases in surrender levels arising from interest rate
rises, could have a material impact on its businesses or results of operations.

Jackson also writes a significant amount of variable annuities that offer capital or income protection guarantees. The
value of these guarantees is affected by market factors (such as interest rates, equity values, bond spreads and realised
volatility) and policyholder behaviour. There could be market circumstances where the derivatives that Jackson enters
into to hedge its market risks may not fully cover its exposures under the guarantees. The cost of the guarantees that
remain unhedged will also affect Prudential�s results.

Jackson hedges the guarantees on its variable annuity book on an economic basis (with consideration of the local
regulatory position) and, thus, accepts variability in its accounting results in the short term in order to achieve the
appropriate result on these bases. In particular, for Prudential�s Group IFRS reporting, the measurement of the Jackson
variable annuity guarantees is typically less sensitive to market movements than for the corresponding hedging
derivatives, which are held at market value. However, depending on the level of hedging conducted regarding a
particular risk type, certain market movements can drive volatility in the economic or local regulatory results that may
be less significant under IFRS reporting.

A significant part of the profit from Prudential�s UK insurance operations is related to bonuses for policyholders
declared on with-profits products, which are broadly based on historical and current rates of return on equity, real
estate and fixed income securities, as well as Prudential�s expectations of future investment returns. This profit could
be lower in a sustained low interest rate environment.

Prudential is subject to the risk of potential sovereign debt credit deterioration owing to the amounts of sovereign
debt obligations held in its investment portfolio

Prudential is subject to the risk of potential sovereign debt credit deterioration on the amounts of sovereign debt
obligations held in its investment portfolio.

Investing in sovereign debt creates exposure to the direct or indirect consequences of political, social or economic
changes (including changes in governments, heads of states or monarchs) in the countries in which the issuers are
located and the creditworthiness of the sovereign. Investment in sovereign debt obligations involves risks not present
in debt obligations of corporate issuers. In addition, the issuer of the debt or the governmental authorities that control
the repayment of the debt may be unable or unwilling to repay principal or pay interest when due in accordance with
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the terms of such debt, and Prudential may have limited recourse to compel payment in the event of a default. A
sovereign debtor�s willingness or ability to repay principal and to pay interest in a timely manner may be affected by,
among other factors, its cash flow situation, its relations with its central bank, the extent of its foreign currency
reserves, the availability of sufficient foreign exchange on the date a payment is due, the relative size of the debt
service burden to the economy as a whole, the sovereign debtor�s policy toward local and international lenders, and the
political constraints to which the sovereign debtor may be subject.
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Moreover, governments may use a variety of techniques, such as intervention by their central banks or imposition of
regulatory controls or taxes, to devalue their currencies� exchange rates, or may adopt monetary and other policies
(including to manage their debt burdens) that have a similar effect, all of which could adversely impact the value of an
investment in sovereign debt even in the absence of a technical default. Periods of economic uncertainty may affect
the volatility of market prices of sovereign debt to a greater extent than the volatility inherent in debt obligations of
other types of issuers.

In addition, if a sovereign default or other such events described above were to occur, other financial institutions may
also suffer losses or experience solvency or other concerns, and Prudential might face additional risks relating to any
debt of such financial institutions held in its investment portfolio. There is also risk that public perceptions about the
stability and creditworthiness of financial institutions and the financial sector generally might be affected, as might
counter party relationships between financial institutions. If a sovereign were to default on its obligations, or adopt
policies that devalue or otherwise alter the currencies in which its obligations are denominated this could have a
material adverse effect on Prudential�s financial condition and results of operations.

Prudential is subject to the risk of exchange rate fluctuations owing to the geographical diversity of its businesses

Due to the geographical diversity of Prudential�s businesses, Prudential is subject to the risk of exchange rate
fluctuations. Prudential�s operations in the US and Asia, which represent a significant proportion of operating profit
based on longer-term investment returns and shareholders� funds, generally write policies and invest in assets
denominated in local currencies. Although this practice limits the effect of exchange rate fluctuations on local
operating results, it can lead to significant fluctuations in Prudential�s consolidated financial statements upon the
translation of results into pounds sterling. This exposure is not currently separately managed. The currency exposure
relating to the translation of reported earnings could impact on financial reporting ratios such as dividend cover, which
is calculated as operating profit after tax on an IFRS basis, divided by the dividends relating to the reporting year. The
impact of gains or losses on currency translations is recorded as a component of shareholders� funds within other
comprehensive income. Consequently, this could impact on Prudential�s gearing ratios (defined as debt over debt plus
shareholders� funds). The Group�s surplus capital position for regulatory reporting purposes may also be affected by
fluctuations in exchange rates with possible consequences for the degree of flexibility the Prudential has in managing
its business.

Prudential conducts its businesses subject to regulation and associated regulatory risks, including the effects of
changes in the laws, regulations, policies and interpretations and any accounting standards in the markets in
which it operates

Changes in government policy and legislation (including in relation to tax and capital controls), regulation or
regulatory interpretation applying to companies in the financial services and insurance industries in any of the markets
in which Prudential operates, which in some circumstances may be applied retrospectively, may adversely affect
Prudential�s product range, distribution channels, competitiveness, profitability, capital requirements and,
consequently, reported results and financing requirements. Also, regulators in jurisdictions in which Prudential
operates may change the level of capital required to be held by individual businesses or could introduce possible
changes in the regulatory framework for pension arrangements and policies, the regulation of selling practices and
solvency requirements. In addition, there could be changes to the maximum level of non-domestic ownership by
foreign companies in certain jurisdictions. Furthermore, as a result of interventions by governments in response to
recent financial and global economic conditions, it is widely expected that there will continue to be a substantial
increase in government regulation and supervision of the financial services industry, including the possibility of
higher capital requirements, restrictions on certain types of transactions and enhanced supervisory powers.

Edgar Filing: PRUDENTIAL PLC - Form 20-F

Table of Contents 20



The European Union�s Solvency II Directive came into effect on 1 January 2016. This measure of regulatory capital is
more volatile than under the previous Solvency I regime and regulatory policy may evolve under the new regime. The
European Commission will review elements of the Solvency II legislation from 2016 onwards including a review of
the Long Term Guarantee measures by 1 January 2021.
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Currently there are also a number of other global regulatory developments which could impact the way in which
Prudential is supervised in its many jurisdictions. These include the Dodd-Frank Wall Street Reform and Consumer
Protection Act (Dodd-Frank Act) in the US, the work of the Financial Stability Board (FSB) on Global Systemically
Important Insurers (G-SIIs) and the Common Framework for the Supervision of Internationally Active Insurance
Groups (ComFrame) being developed by the International Association of Insurance Supervisors (IAIS).

The Dodd-Frank Act represents a comprehensive overhaul of the financial services industry within the US that, among
other reforms to financial services entities, products and markets, may subject financial institutions designated as
systemically important to heightened prudential and other requirements intended to prevent or mitigate the impact of
future disruptions in the US financial system. The full impact of the Dodd-Frank Act on Prudential�s businesses is not
currently clear, as many of its provisions are primarily focused on the banking industry, have a delayed effectiveness
and/or require rulemaking or other actions by various US regulators over the coming years.

The IAIS has various initiatives which are detailed in this section. On 18 July 2013, it published a methodology for
identifying G-SIIs, and a set of policy measures that will apply to them, which the FSB endorsed. Groups designated
as a G-SII are subject to additional regulatory requirements, including enhanced group-wide supervision, effective
resolution planning, development of a Systemic Risk Management Plan, a Recovery Plan and a Liquidity Risk
Management Plan. Prudential�s designation as a G-SII was reaffirmed on 3 November 2015. Prudential is monitoring
the development and potential impact of the policy measures and is continuing to engage with the PRA on the
implications of the policy measures and Prudential�s designation as a G-SII.

The G-SII regime also introduces two types of capital requirements. The first, a Basic Capital Requirement (BCR), is
designed to act as a minimum group capital requirement and the second, a Higher Loss Absorption (HLA)
requirement reflects the drivers of the assessment of G-SII designation. The IAIS intends for these requirements to
take effect from January 2019, but G-SIIs will be expected to privately report to their group-wide supervisors in the
interim.

The IAIS is also developing ComFrame which is focused on the supervision of large and complex Internationally
Active Insurance Groups (IAIGs). ComFrame will establish a set of common principles and standards designed to
assist regulators in addressing risks that arise from insurance groups with operations in multiple jurisdictions. As part
of this, work is underway to develop a global Insurance Capital Standard (ICS) that would apply to IAIGs. Once the
development of the ICS has been concluded, it is intended to replace the BCR as the minimum group capital
requirement for G-SIIs. Further consultations on the ICS are expected over the coming years, and a version of the ICS
is expected to be adopted as part of ComFrame in late 2019.

Various jurisdictions in which Prudential operates have created investor compensation schemes that require
mandatory contributions from market participants in some instances in the event of a failure of a market participant.
As a major participant in the majority of its chosen markets, circumstances could arise where Prudential, along with
other companies, may be required to make such contributions.

The Group�s accounts are prepared in accordance with current International Financial Reporting Standards (IFRS)
applicable to the insurance industry. The International Accounting Standards Board (IASB) introduced a framework
that it described as Phase I, which permitted insurers to continue to use the statutory basis of accounting for insurance
assets and liabilities that existed in their jurisdictions prior to January 2005. In July 2010, the IASB published its first
Exposure Draft for its Phase II on insurance accounting, which would introduce significant changes to the statutory
reporting of insurance entities that prepare accounts according to IFRS. A revised Exposure Draft was issued in June
2013. The IASB is currently re-deliberating the Exposure Draft proposals in light of comments by the insurance
industry and other respondents. The timing of the final proposals taking effect is uncertain but not expected to be
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Any changes or modification of IFRS accounting policies may require a change in the future results or a retrospective
adjustment of reported results.
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The resolution of several issues affecting the financial services industry could have a negative impact on
Prudential�s reported results or on its relations with current and potential customers

Prudential is, and in the future may be, subject to legal and regulatory actions in the ordinary course of its business,
both in the UK and internationally. These actions could involve a review of types of business sold in the past under
acceptable market practices at the time, such as the requirement in the UK to provide redress to certain past purchasers
of pension and mortgage endowment policies, changes to the tax regime affecting products, and regulatory reviews on
products sold and industry practices, including, in the latter case, lines of business it has closed.

Regulators� interest may include the approach that product providers use to select third party distributors and to
monitor the appropriateness of sales made by them. In some cases, product providers can be held responsible for the
deficiencies of third-party distributors.

In the US, there has been significant attention on the different regulatory standards applied to investment advice
delivered to retail customers by different sectors of the industry. As a result of reports relating to perceptions of
industry abuses, there have been numerous regulatory inquiries and proposals for legislative and regulatory reforms.
This includes focus on the suitability of sales of certain products, alternative investments and the widening of the
circumstances under which a person or entity providing investment advice with respect to certain employee benefit
and pension plans would be considered a fiduciary which would subject the person or entity to certain regulatory
requirements. There is a risk that new regulations introduced may have a material adverse effect on the sales of the
products by Prudential and increase Prudential�s exposure to legal risks.

In Asia, regulatory regimes are developing at different speeds, driven by a combination of global factors and local
considerations. New requirements could be introduced in these and other regulatory regimes that challenge current
practices, or could retrospectively be applied to sales made prior to their introduction, which could have a negative
impact on Prudential�s business or reported results.

Litigation, disputes and regulatory investigations may adversely affect Prudential�s profitability and financial
condition

Prudential is, and may be in the future, subject to legal actions, disputes and regulatory investigations in various
contexts, including in the ordinary course of its insurance, investment management and other business operations.
These legal actions, disputes and investigations may relate to aspects of Prudential�s businesses and operations that are
specific to Prudential, or that are common to companies that operate in Prudential�s markets. Legal actions and
disputes may arise under contracts, regulations (including tax) or from a course of conduct taken by Prudential, and
may be class actions. Although Prudential believes that it has adequately provided in all material aspects for the costs
of litigation and regulatory matters, no assurance can be provided that such provisions are sufficient. Given the large
or indeterminate amounts of damages sometimes sought, other sanctions that might be applicable and the inherent
unpredictability of litigation and disputes, it is possible that an adverse outcome could, from time to time, have an
adverse effect on Prudential�s reputation, results of operations or cash flows.

Prudential�s businesses are conducted in highly competitive environments with developing demographic trends
and continued profitability depends upon management�s ability to respond to these pressures and trends

The markets for financial services in the UK, US and Asia are highly competitive, with several factors affecting
Prudential�s ability to sell its products and continued profitability, including price and yields offered, financial strength
and ratings, range of product lines and product quality, brand strength and name recognition, investment management
performance, historical bonus levels, developing demographic trends and customer appetite for certain savings
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products. In some of its markets, Prudential faces competitors that are larger, have greater financial resources or a
greater market share, offer a broader range of products or have higher bonus rates. Further, heightened competition for
talented and skilled employees and agents with local experience, particularly in Asia, may limit Prudential�s potential
to grow its business as quickly as planned.
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In Asia, the Group�s principal competitors in the region are international financial companies, including global life
insurers such as Allianz, AXA, AIA and Manulife, and multinational asset managers such as J.P. Morgan Asset
Management, Schroders, HSBC Global Asset Management and Franklin Templeton. In a number of markets, local
companies have a very significant market presence.

Within the UK, Prudential�s principal competitors include many of the major retail financial services companies and
fund management companies including, in particular, Aviva, Legal & General, Lloyds Banking Group, Standard Life,
Schroders, Invesco Perpetual and Fidelity.

Jackson�s competitors in the US include major stock and mutual insurance companies, mutual fund organisations,
banks and other financial services companies such as AIG, AXA Financial Inc., Allianz, Prudential Financial, Lincoln
National, MetLife and Aegon.

Prudential believes competition will intensify across all regions in response to consumer demand, technological
advances, the impact of consolidation, regulatory actions and other factors. Prudential�s ability to generate an
appropriate return depends significantly upon its capacity to anticipate and respond appropriately to these competitive
pressures.

Downgrades in Prudential�s financial strength and credit ratings could significantly impact its competitive
position and damage its relationships with creditors or trading counterparties

Prudential�s financial strength and credit ratings, which are used by the market to measure its ability to meet
policyholder obligations, are an important factor affecting public confidence in Prudential�s products, and as a result its
competitiveness. Downgrades in Prudential�s ratings, as a result of, for example, decreased profitability, increased
costs, increased indebtedness or other concerns, could have an adverse effect on its ability to market products; retain
current policyholders; and on the Group�s financial flexibility. In addition, the interest rates Prudential pays on its
borrowings are affected by its credit ratings, which are in place to measure the Group�s ability to meet its contractual
obligations.

Prudential plc�s long-term senior debt is rated as A2 by Moody�s, A+ by Standard & Poor�s and A by Fitch. These
ratings are all on a stable outlook.

Prudential plc�s short-term debt is rated as P-1 by Moody�s, A-1 by Standard & Poor�s and F1 by Fitch.

The Prudential Assurance Company Limited�s financial strength is rated Aa3 by Moody�s, AA by Standard & Poor�s
and AA by Fitch. These ratings are all on a stable outlook.

Jackson�s financial strength is rated AA by Standard & Poor�s and Fitch, A1 by Moody�s, and A+ by AM Best. These
ratings have a stable outlook.

Prudential Assurance Co. Singapore (Pte) Ltd�s financial strength is rated AA by Standard & Poor�s. This rating is on a
stable outlook.

In addition, changes in methodologies and criteria used by rating agencies could result in downgrades that do not
reflect changes in the general economic conditions or Prudential�s financial condition.

Adverse experience in the operational risks inherent in Prudential�s business could disrupt its business functions
and have a negative impact on its results of operations
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Operational risks are present in all of Prudential�s businesses, including the risk of direct or indirect loss resulting from
inadequate or failed internal and external processes, systems and human error or from external events. Prudential�s
business is dependent on processing a large number of transactions across numerous and diverse products, and is
subject to a number of different legal and regulatory regimes. Further, because of the long-term nature of much of the
Group�s business, accurate records have to be maintained for significant periods.
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These factors, among others, result in significant reliance on and require significant investment in information
technology (IT), compliance and other operational systems, personnel and processes. In addition, Prudential
outsources several operations, including a significant part of its UK back office and customer-facing functions as well
as a number of IT functions, resulting in reliance upon the operational processing performance of its outsourcing
partners.

Although Prudential�s IT, compliance and other operational systems and processes incorporate controls designed to
manage and mitigate the operational risks associated with its activities, there can be no assurance that such controls
will always be effective. Due to human error among other reasons, operational incidents do happen periodically and
no system or process can entirely prevent them although there have not been any material such events to date.
Prudential�s legacy and other IT systems and processes, as with operational systems and processes generally, may be
susceptible to failure or breaches.

Such events could, among other things, harm Prudential�s ability to perform necessary business functions, result in the
loss of confidential or proprietary data (exposing it to potential legal claims and regulatory sanctions) and damage its
reputation and relationships with its business partners and customers. Similarly, any weakness in administration
systems (such as those relating to policyholder records or meeting regulatory requirements) or actuarial reserving
processes could have a material adverse effect on its results of operations during the effective period.

Attempts by third parties to disrupt Prudential�s IT systems could result in loss of trust from Prudential�s
customers, reputational damage and financial loss

Being part of the financial services sector, Prudential and its business partners are increasingly exposed to the risk that
third parties may attempt to disrupt the availability, confidentiality and integrity of its IT systems, which could result
in disruption to the key operations, make it difficult to recover critical services, damage assets and compromise data
(both corporate or customer). This could result in loss of trust from Prudential�s customers, reputational damage and
financial loss. The cyber-security threat continues to evolve globally in sophistication and potential significance. As a
result of Prudential�s increasing market profile, the growing interest by customers to interact with their insurance
provider and asset manager through the internet and social media, improved brand awareness and the classification of
Prudential as a G-SII, there is an increased likelihood of Prudential being considered a target by cyber criminals.
Prudential has not identified a failure or breach which has had a material impact in relation to its legacy and other IT
systems and processes to date. However, it has been, and likely will continue to be, subject to computer viruses,
attempts at unauthorised access and cyber-security attacks such as �denial of service� attacks (which, for example, can
cause temporary disruption to websites and IT networks), phishing and disruptive software campaigns.

Prudential is continually enhancing its IT environment to remain secure against emerging threats, together with
increasing its ability to detect system compromise and recover should such an incident occur. However, there can be
no assurance that such events will not take place with adverse consequential effects on Prudential�s business and
financial position.

Adverse experience relative to the assumptions used in pricing products and reporting business results could
significantly affect Prudential�s results of operations

In common with other life insurers, the profitability of the Group�s businesses depends on a mix of factors including
mortality and morbidity levels and trends, policy surrenders and take-up rates on guarantee features of products,
investment performance and impairments, unit cost of administration and new business acquisition expenses.
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Prudential needs to make assumptions about a number of factors in determining the pricing of its products, for setting
reserves, and for reporting its capital levels and the results of its long-term business operations. For example, the
assumption that Prudential makes about future expected levels of mortality is particularly relevant for its UK annuity
business, where payments are guaranteed for at least as long as the policyholder is alive. Prudential conducts rigorous
research into longevity risk, using industry data as well as its own substantial annuitant experience. As part of its
pension annuity pricing and reserving policy, Prudential�s UK business assumes that current rates of mortality
continuously improve over time at levels based on adjusted data and
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informed by models from the Continuous Mortality Investigation (CMI) as published by the Institute and Faculty of
Actuaries. Assumptions about future expected levels of mortality are also of relevance to the Guaranteed Minimum
Withdrawal Benefit (GMWB) of Jackson�s variable annuity business. If mortality improvement rates significantly
exceed the improvement assumed, Prudential�s results of operations could be adversely affected.

A further factor is the assumption that Prudential makes about future expected levels of the rates of early termination
of products by its customers (known as persistency). This is particularly relevant to its lines of business other than its
UK annuity business, especially Jackson�s portfolio of traditional and variable annuities. Prudential�s persistency
assumptions reflect recent past experience for each relevant line of business. Any expected change in future
persistency is also reflected in the assumption. If actual levels of future persistency are significantly different than
assumed, the Group�s results of operations could be adversely affected. Furthermore, Jackson�s variable annuity
products are sensitive to other types of policyholder behaviour, such as the take-up of its GMWB product features.

Another example is the impact of epidemics and other effects that give rise to a large number of deaths or additional
sickness claims. Significant influenza epidemics have occurred a number of times over the past century but
the likelihood, timing, or the severity of future epidemics cannot be predicted. The effectiveness of external parties,
including governmental and non-governmental organisations, in combating the spread and severity of any epidemics
could have a material impact on the Group�s loss experience.

As a holding company, Prudential is dependent upon its subsidiaries to cover operating expenses and dividend
payments

The Group�s insurance and investment management operations are generally conducted through direct and indirect
subsidiaries.

As a holding company, Prudential�s principal sources of funds are remittances from subsidiaries, shareholder-backed
funds, the shareholder transfer from long-term funds and any amounts that may be raised through the issuance of
equity, debt and commercial paper.

Certain of Prudential�s subsidiaries are restricted by applicable insurance, foreign exchange and tax laws, rules and
regulations that can limit remittances. In some circumstances, this could limit Prudential�s ability to pay dividends to
shareholders or to make available funds held in certain subsidiaries to cover operating expenses of other members of
the Group.

Prudential operates in a number of markets through joint ventures and other arrangements with third parties
(including in China and India), involving certain risks that Prudential does not face with respect to its consolidated
subsidiaries

Prudential operates, and in certain markets is required by local regulation to operate, through joint ventures (including
in China and India). For the Group�s joint venture operations, management control is exercised jointly with the venture
participants. The level of control exercisable by the Group depends on the terms of the joint venture agreements, in
particular, the allocation of control among, and continued co-operation between, the joint venture participants.
Prudential may face financial, reputational and other exposure (including regulatory censure) in the event that any of
its joint venture partners fails to meet its obligations under the joint venture, encounters financial difficulty, or fails to
comply with local or international regulation and standards such as those pertaining to the prevention of financial
crime. In addition, a significant proportion of the Group�s product distribution is carried out through arrangements with
third parties not controlled by Prudential and is dependent upon continuation of these relationships. A temporary or
permanent disruption to these distribution arrangements, such as through significant deterioration in the reputation,
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financial position or other circumstances of the third party or material failure in controls (such as those pertaining to
the prevention of financial crime) could adversely affect the results of operations of Prudential.

Prudential�s Articles of Association contain an exclusive jurisdiction provision

Under Prudential�s Articles of Association, certain legal proceedings may only be brought in the courts of England and
Wales. This applies to legal proceedings by a shareholder (in its capacity as such) against Prudential and/or
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its directors and/or its professional service providers. It also applies to legal proceedings between Prudential and its
directors and/or Prudential and Prudential�s professional service providers that arise in connection with legal
proceedings between the shareholder and such professional service provider. This provision could make it difficult for
US and other non-UK shareholders to enforce their shareholder rights.

Changes in tax legislation may result in adverse tax consequences

Tax rules, including those relating to the insurance industry, and their interpretation may change, possibly with
retrospective effect, in any of the jurisdictions in which Prudential operates. Significant tax disputes with tax
authorities, and any change in the tax status of any member of the Group or in taxation legislation or its scope or
interpretation could affect Prudential�s financial condition and results of operations.

Forward-Looking Statements

This document may contain �forward-looking statements� with respect to certain of Prudential�s plans and its goals and
expectations relating to its future financial condition, performance, results, strategy and objectives. Statements that are
not historical facts, including statements about Prudential�s beliefs and expectations and including, without limitation,
statements containing the words �may�, �will�, �should�, �continue�, �aims�, �estimates�, �projects�, �believes�, �intends�, �expects�,
�plans�, �seeks� and �anticipates�, and words of similar meaning, are forward-looking statements. These statements are
based on plans, estimates and projections as at the time they are made, and therefore undue reliance should not be
placed on them. By their nature, all forward-looking statements involve risk and uncertainty. A number of important
factors could cause Prudential�s actual future financial condition or performance or other indicated results to differ
materially from those indicated in any forward-looking statement. Such factors include, but are not limited to, future
market conditions, including fluctuations in interest rates and exchange rates, the potential for a sustained low-interest
rate environment, and the performance of financial markets generally; the policies and actions of regulatory
authorities, including, for example, new government initiatives; the impact of continuing designation as a Global
Systemically Important Insurer or �G-SII�; the impact of competition, economic uncertainty, inflation, and deflation; the
effect on Prudential�s business and results from, in particular, mortality and morbidity trends, lapse rates and policy
renewal rates; the timing, impact and other uncertainties of future acquisitions or combinations within relevant
industries; the impact of changes in capital, solvency standards, accounting standards or relevant regulatory
frameworks, and tax and other legislation and regulations in the jurisdictions in which Prudential and its affiliates
operate; and the impact of legal actions and disputes. These and other important factors may, for example, result in
changes to assumptions used for determining results of operations or re-estimations of reserves for future policy
benefits. Further discussion of these and other important factors that could cause Prudential�s actual future financial
condition or performance or other indicated results to differ, possibly materially, from those anticipated in Prudential�s
forward-looking statements can be found under the �Risk Factors� heading of this annual report, as well as under the
�Risk Factors� heading of any subsequent Prudential Half Year Financial Report furnished to the US Securities and
Exchange Commission on Form 6-K.

Prudential may also make or disclose written and/or oral forward-looking statements in reports filed with or furnished
to the US Securities and Exchange Commission, the UK Prudential Regulation Authority and Financial Conduct
Authority or other regulatory authorities, as well as in its annual report and accounts to shareholders, proxy
statements, offering circulars, registration statements, prospectuses and, prospectus supplements, press releases and
other written materials and in oral statements made by directors, officers or employees of Prudential to third parties,
including financial analysts. All such forward-looking statements are qualified in their entirety by reference to the
factors discussed under the �Risk Factors� heading of this document, as well as under the �Risk Factors� heading of any
subsequent Prudential Half Year Financial Report furnished to the US Securities and Exchange Commission on Form
6-K. These factors are not exhaustive as Prudential operates in a continually changing business environment with new
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risks emerging from time to time that it may be unable to predict or that it currently does not expect to have a material
adverse effect on its business. Any forward-looking statements contained in this document speak only as of the date
on which they are made. Prudential expressly disclaims any obligation to update any of the forward-looking
statements contained in this document or any other forward-looking statements it may make, whether as a result of
future events, new information or otherwise except as required pursuant to the UK Prospectus Rules, the UK Listing
Rules, the UK Disclosure and Transparency Rules, the Hong Kong Listing Rules, the SGX-ST listing rules or other
applicable laws and regulations.
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EEV Basis, New Business Results and Free Surplus Generation

In addition to IFRS basis results, Prudential�s filings with the UK Listing Authority, the Stock Exchange of Hong
Kong, the Singapore Stock Exchange and Group Annual Reports include reporting by Key Performance Indicators
(�KPIs�). These include results prepared in accordance with the European Embedded Value (�EEV�) Principles and
Guidance issued by the Chief Financial Officers� (�CFO�) Forum of European Insurance Companies, New Business and
Free Surplus Generation measures.

The EEV basis is a value-based method of reporting in that it reflects the change in the value of in-force long-term
business over the accounting period. This value is called the shareholders� funds on the EEV basis which, at a given
point in time, is the value of future cash flows expected to arise from the current book of long-term insurance business
plus the net worth (based on statutory solvency capital or economic capital where higher and free surplus) of
Prudential�s life insurance operations. Prudential publishes its EEV results semi-annually in the UK, Hong Kong and
Singapore markets.

New Business results are published quarterly and are provided as an indicative volume measure of transactions
undertaken in the reporting period that have the potential to generate profits for shareholders. New business results are
categorised as single premiums and annual regular premiums. New business results are also summarised by annual
premium equivalents (APE) which are calculated as the aggregate of regular new business amounts and one-tenth of
single new business amounts. The amounts are not, and are not intended to be, reflective of premium income recorded
in the IFRS income statement. EEV basis new business profits and margins are also published quarterly.

Underlying free surplus generation is used to measure the internal cash generation by our business units. For the
insurance operations it represents amounts maturing from the in-force business during the period less investment in
new business and excludes other non-operating items. For asset management it equates to post-tax IFRS operating
profit based on longer-term investment returns for the period.
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Item 4. Information on the Company

Business of Prudential

Overview and Summary of Strategy

Overview

Background

Prudential is the parent company of the Prudential group (the �Prudential Group� or the �Group�). The Group is an
international financial services group, with significant operations in Asia, the United States and the United Kingdom.
It has been in existence for more than 167 years, serving circa 24 million insurance customers and with £509 billion in
assets under management (as at 31 December 2015). Prudential is not affiliated with Prudential Financial, Inc. or its
subsidiary, The Prudential Insurance Company of America.

Prudential is structured around four main business units: Prudential Corporation Asia (incorporating the asset
management business, Eastspring Investments), Jackson, Prudential UK and Europe insurance operations and M&G
(the UK and European fund manager of the Group). These are supported by central functions which are responsible
for Prudential strategy, cash and capital management, leadership development and succession, reputation management
and other core group functions.

Asia

Prudential Corporation Asia has operations in Hong Kong, Malaysia, Singapore, Indonesia and other Asian countries.
Its core business is health, protection, either attached to a life policy or on a standalone basis, other life insurance
(including participating business) and mutual funds. It also provides selected personal lines property and casualty
insurance, group insurance, institutional fund management and consumer finance (Vietnam only). The product range
offered is tailored to suit the individual country markets. Insurance products are distributed mainly through an agency
sales force together with selected banks, while the majority of mutual funds are sold through banks and brokers. Joint
venture partners are mandatory in some markets, as reflected in Prudential�s life insurance operations in China
(through its joint venture with CITIC) and in India (through its joint venture with ICICI Bank) and Prudential�s
Takaful business in Malaysia (through its joint venture with Bank Simpanan Nasional). In the fund management
business, Prudential has joint venture operations in India (through its joint venture with ICICI Bank), China (through
its joint venture with CITIC) and Hong Kong (through its joint venture with Bank of China International).

As at 31 December 2015, Prudential Corporation Asia had:

� over 14 million life insurance customers with life and fund management operations in 14 markets;
� distribution through over 10,000 active bank branches across Asia with relationships including Standard Chartered

Bank (SCB), United Overseas Bank Limited (UOB), joint venture partners ICICI Bank in India and CITIC in
China and Thanachart (Thailand);

� one of the largest networks of tied agents in Asia;
� consistently high brand recognition, outperforming many other financial services companies and had received

multiple awards for its customer service; and
� a top 3 position in 9 out of the 12 life markets.(1)
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United States

In the United States, Prudential offers a range of products through Jackson, including fixed annuities (fixed interest
rate annuities, fixed index annuities and immediate annuities), variable annuities and institutional products (including
guaranteed investment contracts and funding agreements). Jackson distributes these products through

(1) Prudential�s rank in insurance market by new business APE. Based on formal (competitors results releases, local
regulators, insurance associations) and informal (industry exchange) market share data.
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independent insurance agents, independent broker-dealers, regional broker-dealers, wirehouses, banks, credit unions
and other financial institutions. Although Jackson historically also offered traditional life insurance products, it
discontinued new sales of life insurance products in 2012.

As at 31 December 2015, in the United States, Jackson:

� was among the 15 largest life insurance companies in terms of general account assets(2);
� was the number one writer of variable annuities in the US(3);
� was once again awarded the �Highest Customer Satisfaction by Industry� award�for the tenth successive year�from

Service Quality Measurement Group; and
� was once again rated as a �World Class� service provider�for the tenth successive year�by Service Quality

Measurement Group.

United Kingdom

In the United Kingdom, Prudential is structured into Prudential UK & Europe (providing insurance and investment
products) and M&G (the UK and European fund manager of the Group) and offers a range of retail financial products
and services, including long-term insurance and asset accumulation and retirement income products (life insurance,
pensions and pension annuities), retail investment and unit trust products, and fund management services. Prudential
in the United Kingdom primarily distributes these products through financial advisers, partnership agreements with
other financial institutions, and direct marketing, by telephone, mail, internet and face-to-face advisers.

As at 31 December 2015, Prudential UK & Europe:

� was one of the market leaders in the retirement income and the with-profits market(4) and
� had total company assets of £175 billion on the balance sheet, comprising £104 billion within the with-profits

sub-fund, £65 billion within shareholder-backed business and £6 billion in the Scottish Amicable Insurance Fund.
As at 31 December 2015, M&G:

� had responsibility for £246 billion of investment on behalf of both internal and external clients; and
� has been recognised for its investment expertise with awards across nearly all its asset categories in 2015,

including Investment Manager of the Year at the European Pension Awards.
Group Strategy Overview

Our clear and consistent strategy utilises our capabilities, footprint and scale to serve the global savings of our
customers and protection needs of an increasingly self-reliant Asian middle class to create long term value for our
customer and our shareholders.

(2) Source: Fourth Quarter 2015 SNL Financial
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(3) Source: Morningstar Annuity Research Center (MARC) Fourth Quarter 2015 Sales Report©. © Morningstar, Inc.
All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content
providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely.
Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of
this information. Past performance is no guarantee of future results.

(4) Source: Association of British Insurers (ABI)
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We focus on three markets: Asia, the US and the UK where we see continued growing demand for our products:

� In Asia there is a growing and increasingly affluent middle class which by 2020 is forecast to become 1.9 billion
people and represent over half of the global middle class. This group is increasingly wealthy but largely uninsured
and have significant and growing savings, accumulation, health and protection needs.

� The US �baby boomer� generation is the wealthiest demographic in the global economy. Over the next 20 years they
will be retiring at a rate of 10,000 per day, creating significant demand for solutions to best help retirees with their
retirement challenges.

� The UK has an ageing population which remains under-saved for the long-term. This will drive increasing demand
for savings products and retirement income solutions which will provide opportunities for both life insurers and
asset management.

To capture these opportunities we:

Focus on customers & distribution
Leverage strength & scale and proactively
manage risk

Our customers are at the heart of the decisions we make.
We focus on understanding our customers� needs and
requirements in each of our chosen markets as we believe
that in order to do well for our shareholders we must first
serve our customers.

We consistently develop our product portfolio, designing it
around our customers� needs and providing them with peace
of mind, whether that be in relation to saving for retirement
or insuring against the risks of illness, death or critical life
events. Satisfied customers become our advocates,
recommending our products and services to their friends
and families.

Distribution plays a key role in our ability to reach, attract
and retain these valued customers across our regions.
Building out and diversifying our distribution capabilities
helps ensure that we fully capitalise on the opportunities
available to us in each of our regions.

Balance sheet strength and proactive risk management
enable us to make good our promises to customers and
are therefore key drivers of long-term value creation
and relative performance. In spite of the challenging
macroeconomic environment we continue to strengthen
our capital position through generation of organic
earnings and specific management actions, which since
2010 include:

�    Controlling sales of US variable annuities in a
manner which appropriately balances value, volume,
capital generation and balance sheet risk.

�    Longevity reinsurance and asset portfolio
optimisation in our UK life businesses.

Allocate capital with discipline, focussing on
long-term returns Provide balanced metrics & disclosures
We rigorously allocate capital to the highest-return products
and geographical locations with the shortest payback
periods, in line with our risk appetite. This has had a
positive and significant impact on our capital generative

We aim to have clarity and consistency internally and
externally in the performance indicators that drive our
businesses. Alongside this we develop our financial
disclosures to enable our stakeholders to fairly assess

Edgar Filing: PRUDENTIAL PLC - Form 20-F

Table of Contents 39



growing in-force portfolio and, in turn, has transformed the
capital dynamics of our Group. This transformation enabled
our business operations to remit £1,625 million to the Group
in 2015, compared to £1,105 million in 2011.

our long-term performance. We have three main
objectives:

�    to demonstrate how we generate profits under the
different accounting regimes;

�    to show how we think about capital allocation via
measures that highlight the returns we generate on
capital invested in new business; and

�    to highlight the cash generation of our business,
which over time is the ultimate measure of
performance.
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Company Address and Agent

Prudential plc is a public limited company incorporated on 1 November 1978 and registered in England and Wales.
Refer to Item 10, �Additional information�Memorandum and Articles of Association� for further information on the
constitution of the Company.

Prudential�s registered office is Laurence Pountney Hill, London EC4R 0HH, England (telephone: +44 20 7220 7588).
Prudential�s agent in the United States for purposes of Item 4 of this annual report on Form 20-F is Jackson National
Life Insurance Company, located at 1 Corporate Way, Lansing, Michigan 48951, United States of America.

Significant Subsidiaries

The table below sets forth Prudential�s significant subsidiaries.

Main activity Country of incorporation
The Prudential Assurance Company Limited Insurance England and Wales
Prudential Retirement Income Limited (PRIL)* Insurance Scotland
M&G Investment Management Limited* Asset management England and Wales
Jackson National Life Insurance Company* Insurance US
Prudential Assurance Company Singapore (Pte) Limited* Insurance Singapore
PT Prudential Life Assurance* Insurance Indonesia
Prudential Hong Kong Limited* Insurance Hong Kong
* Owned by a subsidiary undertaking of the Company.
The Company has 100 per cent of the voting rights of the subsidiaries except the Indonesian subsidiary, where the
Company has 94.6 per cent of the voting rights attaching to the aggregate of the shares across the types of capital in
issue. The percentage of equity owned is the same as the percentage of the voting power held.

Each subsidiary operates mainly in its country of incorporation, except for PRIL, which operates mainly in England
and Wales.
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Asian Business

Life Insurance

Introduction

Prudential has built a well-diversified Asian platform that matches our distribution and product strengths to each
market�s long-term opportunities in the life sector and maximises our asset gathering capabilities in the region�s
investment management industry.

Asia�s economic transformation continues to generate material increases in personal wealth and drives significant
demand for solutions to individuals� financial planning needs. During 2015, macro-economic and geopolitical
turbulence continued to create some challenges but the long-term potential remains compelling.

The degree of state-sponsored financial provision for healthcare and other social services varies by market, but is
typically very basic and it is widely appreciated that the private sector has a very important complementary
role. Protection gaps remain high and the regulators have tasked the industry with improving levels of financial
literacy and addressing this issue. Consequently, the regulations governing the industry continue to evolve in largely
positive ways with good outcomes for customers and shareholders.

There is a healthy competitive environment with a good mix of domestic, regional and international companies
operating in the markets. However, barriers to entry remain high in terms of the availability of new licences, the need
for a significant capital investment and the challenges in building distribution scale and quality.

Given the low penetration rates of insurance and investment products we see considerable growth opportunities over
the long term.

Asia (excluding Japan) is leading the world in terms of GDP growth. In the period 2014 to 2020, it is expected to
generate around US$7.0 trillion(5) of new GDP, more than the US and the other advanced economies combined.

Economic growth is contributing to the rapid increase of the Asian middle class. Between 2010 and 2020 it is
estimated that there will be over 700 million people who will have risen from rural subsistence to middle-class
lifestyles. Families are getting smaller, life expectancies are lengthening and the incidence of chronic diseases is
increasing significantly.

As people move into the middle class, their increased wealth and higher income give them the opportunity to make
financial plans for the first time. Typically the priority is to provide protection for their families and establish a regular
savings plan through a life insurance policy.

Social welfare provisions vary by market in Asia but generally fall well below the levels people need to sustain their
families� lifestyle in the event of a personal tragedy such as the diagnosis of a critical illness. Also, while basic medical
services may be provided by the state, there can be a high level of out-of-pocket expenses, creating demand for
financial solutions to significantly improve an individual�s experience through access to private medical services.
Therefore, critical illness and medical riders are popular additions to life insurance policies.

Traditionally, Asians would have relied on their children to provide for them in their retirement but with family sizes
decreasing people are increasingly making their own financial provisions and life insurance policies are a popular part
of a retirement plan.
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Once the savings and protection solutions are in place there is the opportunity to invest. Single premium insurance
policies are also important in more developed markets and it is likely that customers will increasingly seek access to
different asset classes through mutual funds as their wealth grows and financial needs become more sophisticated.

(5) Prudential estimates based on IMF data � October 2013
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Although Prudential has been operating in Asia for over ninety years we began building our business in earnest in
1994 with the establishment of Prudential Corporation Asia (PCA). Since then PCA has entered new markets, added
considerable agency scale and launched bank distribution, developed product capabilities�particularly unit-linked with
protection�and built a customer-centric brand anchored on the tag line �Always Listening, Always Understanding�.

Today PCA is focused on leveraging this platform to grow in a disciplined way for the benefit of our customers,
shareholders and communities. Success is defined by metrics that ensure we deliver both volume, value and good
service.

Each market is unique and our overarching regional strategy is very specifically tailored to the opportunities that
reflect the many differences in each country including its stage of economic development, cultural preferences,
regulation, the competitive landscape and our own risk appetite.

Prudential in Asia has over 14 million life insurance customers and over 22 million in-force policies. We actively
monitor customer satisfaction levels across multiple indicators but key statistics are the numbers of customers who
keep their policies, (our retention rate is over 90 per cent) and the number of customers who buy more policies from
us (in 2015 a significant portion of sales were from existing customers) reflecting the success of our advice-driven
approach and that customers appreciate the value of the products we provide.

Innovations in service are also important to customer satisfaction. Some are technology based such as e-submissions
(up 35 per cent in 2015) and automated underwriting, but a key component is also innovation with the �human touch�
such as Singapore�s PRUhealthcare assist.

Prudential is a committed member of the communities where we operate and through the Prudence Foundation, we
drive social responsibility activities, with a focus on providing disaster relief, promoting financial literacy and
children�s education.

During 2015, Prudential extended its highly successful children�s financial literacy programme, �Cha-Ching� and
recently launched the second stage of the SafeSteps programme focusing on road safety with ambassador Michelle
Yeoh.

Distribution

Prudential in Asia is well positioned in terms of its scale and diversity of distribution. Over 500,000 agents produce
the majority of the sales with the remainder mainly coming from bancassurance that includes exclusive agreements
with Standard Chartered Bank, UOB and Thanachart. At the core of our distribution model is face-to-face interaction
with customers that delivers high quality, needs-based advice.

Despite our strong progress over the last decade, insurance penetration in the markets in which we operate remains
low and the demand for savings, health and protection products from a growing middle class continues to be high. Our
scale and scope in the region, combined with proven operational expertise, enables us to execute precisely on strategic
growth opportunities, invest in building the business through the economic cycle and remain flexible to resist market
pressure for products we consider to be less attractive. This approach will, from time to time, lead to fluctuations in
sales at a country level but allows us to conserve value without compromising the overall regional delivery.

In 2015 our sales performance continued to benefit from our broad-based multi-channel distribution platform, new
product launches and continued actions to improve both distribution scale and productivity. Agency sales were strong
across the region, reflecting continued investment in agency manpower and an improvement in average agent
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productivity. Our core bank partnerships continue to make good progress, led primarily by those with Standard
Chartered Bank.

Products

The life insurance products offered by Prudential in Asia include with-profits (participating) and non-participating
term, whole life and endowment and unit-linked policies often combined with protection riders and typically with
regular premium payments. Prudential in Asia also offers stand-alone health, disablement, critical illness and accident
cover to supplement its core life products.
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It is part of our strategy to focus on regular premium products which allow our customers to invest over the long term
and smooth the impact of timing on their investment returns. We aim to make most of our sales as regular premiums
and the proportion of regular premium has been consistently high, which ensures the profitability and resilience of our
growing in-force book. Although single premium products can provide appropriate opportunities for customers with
lump sums, we believe that regular premium policies with protection riders best meet the majority of our customers�
needs.

Unit-linked products combine savings with protection, with the cash value of the policy depending on the value of the
underlying unitised funds. Since the end of 2014, Prudential is offering unit-linked products in all markets except
Cambodia. However, given the recent volatility in the financial markets, we have seen a shift towards non-linked
products. With unit-linked products, shareholders receive the profits arising from managing the policy, its investments
and the insurance risk. Policyholders within the underlying unitised fund receive investment gains.

Participating products provide savings with protection where the basic sum assured can be enhanced by a profit share
(or bonus) from the underlying fund as determined at the discretion of the insurer. Policyholder and insurer share the
profits from participating policies.

Non-participating products offer savings with protection where the benefits are guaranteed or determined by a set of
defined market-related parameters. Accident and health products provide mortality or morbidity benefits and include
health, disablement, critical illness and accident cover. These products are commonly offered as supplements to main
life policies, but can also be sold separately. The profits from accident and health and non-participating products come
from any surplus remaining after paying policy benefits.

In Malaysia and Indonesia, Prudential also offers life insurance policies that comply with Islamic principles known as
Takaful. The main principles are that policyholders co-operate amongst themselves for the common good, uncertainty
is eliminated in respect of subscription and compensation and there is no investment in prohibited areas such as
gambling or alcohol.

Our product portfolio is tailored to suit the savings and protection needs of customers in each market.

For example in markets such as Indonesia and Malaysia there is a high demand for regular premium unit-linked

policies that provide coverage for hospital and surgical and critical illnesses combined with savings for items such as
children�s education. In Hong Kong there is high demand for participating products where the smoothed investment
returns are particularly appealing as part of a broader financial plan.

New Business Premiums

In 2015, total sales of insurance products were £4,761 million, up 11 per cent from 2014 (£4,282 million). Of this
amount, regular premium insurance sales increased 31 per cent to £2,641 million and single premium insurance sales
decreased 7 per cent to £2,120 million.
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The following table shows Prudential�s Asian life insurance new business premiums by territory for the periods
indicated.

Actual Exchange Rate*
Single premiums 2015 £m 2014 £m 2013 £m
Hong Kong 546 419 326
Indonesia 230 280 303
Malaysia 100 117 114
Philippines 146 121 193
Singapore 454 677 571
Thailand 69 92 66
Vietnam 6 4 2
South East Asia operations including Hong Kong 1,551 1,710 1,575
China (Prudential�s 50% interest in joint venture with CITIC) 308 239 114
Korea 182 212 311
Taiwan 45 83 102
India (Prudential�s 26% interest in joint venture with ICICI Bank) 34 28 34
Total 2,120 2,272 2,136

Regular premiums
2015
£m

2014
£m

2013
£m

Cambodia 8 3 1
Hong Kong 1,158 603 455
Indonesia 303 357 445
Malaysia 201 189 197
Philippines 44 39 34
Singapore 264 289 304
Thailand 88 74 61
Vietnam 82 61 54
South East Asia operations including Hong Kong 2,148 1,615 1,551
China (Prudential�s 50% interest in joint venture with CITIC) 111 81 71
Korea 123 92 82
Taiwan 127 116 107
India (Prudential�s 26% interest in joint venture with ICICI Bank) 132 106 100
Total 2,641 2,010 1,911

2015
£m

2014
£m

2013
£m

Total 4,761 4,282 4,047
*Actual Exchange Rate (AER) for translating new business premiums are actual historical exchange rates for the
specific accounting period, being the average rates over the accounting period shown.
Reserving

The overarching principles for measuring IFRS liabilities under the Group�s accounting policies stem from the broad
requirements of the ABI statement of Recommended Practice which underpinned the predecessor accounting to IFRS,
the Modified Statutory Basis, which codified the UK application of the Insurance Accounts Directive.
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The policyholder liabilities for businesses in Asia are determined in accordance with methods prescribed by local
GAAP adjusted to comply, where necessary, with the Modified Statutory Basis. A gross premium valuation method is
used in those countries where a risk-based capital framework is adopted for local solvency. For operations in India,
Taiwan and, up to 2015, Japan, the local GAAP is not appropriate as a starting point in the context of the Modified
Statutory Basis and instead, the accounting for insurance contracts is based on US GAAP. Further information is
given in Item 18 (Note C.4.2).

Eastspring Investments

Eastspring Investments, Prudential�s asset management business in Asia, manages investments for Prudential�s Asia,
UK and US life companies and also has a broad base of third-party retail and institutional clients.
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The asset mix is well balanced with 50 per cent equities, 43 per cent fixed income and 7 per cent money market.
Around 54 per cent of funds have outperformed their benchmarks over a three year period. Eastspring has been
building expertise in infrastructure, negotiated credit and quantitative investment capabilities.

Distribution

In order to capitalise on the sizeable opportunities in Asia�s retail financial services market, Eastspring Investments
maintained its focus on building a strong third-party customer retail franchise. The customer proposition is driven by
Eastspring Investments� investment capabilities, which enable it to develop innovative product suites, and distribute
them through diverse channels including regional banks, local banks, private banks, and securities houses and an
internal sales force.

The mutual fund industry continues to diversify its investments, with expectations for increasing volumes of net flows
over the coming years. Bank distribution continues to be important in most markets in Asia, with Prudential having
established strong relationships with both regional and local banks and placing significant emphasis on providing
good service. Prudential�s Asian asset management business is also growing its third party institutional and pension
fund management business.

Products

Eastspring Investments offers mutual fund investment products primarily in India, Taiwan, Japan, Singapore,
Malaysia, Hong Kong, Korea, Vietnam, China and Indonesia, thus enabling customers to participate in debt, equity
and money market investments across the region.

Net flows and funds under management

Eastspring Investments levies management fees on assets under management and in some countries transaction
charges (initial and/or surrender depending on the type of fund and the length of the investment) and also a service
charge based on assets under management. The charges vary by country and fund, with money market style funds
generally having the lowest charges and equity funds the highest. Eastspring Investments also levies performance
related fees on certain funds, particularly institutional mandates and life funds, if the investment performance exceeds
the pre-agreed benchmark(s).

Despite significant volatility in capital markets, Eastspring Investments, our Asia asset management business,
delivered strong results in 2015 with record third-party net inflows of £6.0 billion, up 11 per cent on 2014. The
businesses benefited from robust inflows into equity funds, including Asian equity funds in Japan, strong investment
performance in Korea and India driving excellent domestic flows and healthy net inflows into bond funds from our
joint ventures in China and India. Total funds under management at 31 December 2015 were a record £89.1 billion, up
16 per cent on the prior year as a result of net inflows from both our third party and our life businesses.

The following table shows funds managed by Eastspring Investments at the dates indicated.

At 31 December £bn
2015 2014 2013

Internal fund management 52.8 47.2 37.7
External fund management 36.3 30.1 22.2
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Total 89.1 77.3 59.9
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US Business

Prudential conducts its US insurance operations through Jackson National Life Insurance Company (�Jackson�) and its
subsidiaries. The US operations also include PPM Holdings, Inc. (�PPM�), Prudential�s US internal and institutional
investment management operation, and National Planning Holdings, Inc. (�NPH�), Prudential�s US affiliated
independent broker dealer network. As at 31 December 2015, Prudential�s US operations had more than 4.1 million
policies and contracts in effect and PPM managed approximately £71.8 billion of assets. In 2015, new business
premiums totalled £17,286 million.

Jackson�s subsidiaries at 31 December 2015 included Curian Capital, LLC, a registered investment advisor. In 2015,
Jackson announced that Curian would no longer accept new business effective from 31 July 2015. Curian continues to
actively manage existing accounts into 2016 to allow for the transition of accounts, but will have substantially exited
the business by the end of the first quarter of 2016.

Jackson

Jackson is a leading provider of retirement income and savings solutions in the mass and mass-affluent segments of
the US market, primarily to retirees and those planning for retirement. It offers products that help people plan for their
retirement, and offers products with specialised features and guarantees to meet customers� needs. By seeking to add
value to both the representatives who sell Jackson products, and to their customers, Jackson has built a strong position
in the US retirement savings and income market with an over four-fold increase in variable annuity sales over the past
decade. Over the same period, Jackson improved its total annuity market share from 3.4 per cent in 2005 to 10.4 per
cent in 2015 and moved from 12th in total annuity sales to 1st(6).

Prudential�s strategy in the US is well established and continues to focus on:

� Capitalising on �baby boomer� retirement opportunities
� Maintaining a balanced product suite throughout the economic cycle
� Streamlining operating platforms, driving further operational efficiencies
� Conservative, economic based approach to pricing and risk management
Jackson�s long-term strategy is focused on profitable growth opportunities created by the demand for retirement
income and accumulation products in the world�s largest retirement market. We take a disciplined approach by
leveraging our distinctive distribution capabilities and asset liability management expertise to offer prudently-priced
annuity products aligned with our risk appetite. There continues to be strong consumer demand for our products. We
continue to respond to this demand with product innovation and distribution strategies that meet the needs of a
growing retirement population while generating shareholder value. With a long-term focus on balancing the needs of
multiple stakeholders, Jackson has forged a solid reputation and built strong relationships based upon its financial
stability, innovative and creative products and market-leading advisor support.

Our relentless pursuit of excellence has earned us a leading position in the industry.

In 2015, we continued to see significant changes across the competitive landscape. Sales in the annuity industry were
marginally down comparing the first nine months of 2015 (latest available data) to the same period in 2014, and total
industry variable annuity sales were also slightly down. These results partially reflect the headwinds the industry faced
in 2015 including market volatility and unknown regulatory outcomes.
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Competitors continued to make product changes across many segments and we noted competitors evolving across
product categories. In 2015, we saw more competitors join the fixed index annuities space. In many cases they offered
living benefits on their products in an attempt to compete with variable annuities. In addition, some insurers have
made changes to the fund platforms within their variable annuity products, requiring managed volatility funds with a
living benefit guarantee which purportedly protect annuity customers from downside market risks. There are now
seventeen Investment Only Variable Annuity (IOVA) products that compete directly with Elite Access, our variable
annuity product with no guarantee benefits. The majority of those competitors have added guaranteed benefits to the
IOVA products. Elite Access still commands a significant market share with strong sales in 2015.

(6) Source: Fourth Quarter 2015 Life Insurance and Market Research Association.
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Despite positive demographic trends and the needs of retirees, these competitive activities, market volatility and
regulatory headwinds have impacted the industry and further market share adjustments have resulted as customers and
distributors seek insurers like Jackson that offer consistency, stability and financial strength.

In addition to the uneven economic conditions in 2015, the insurance industry continues to deal with an evolving
regulatory landscape and a multitude of initiatives. Many of these initiatives began in response to the financial crisis
over eight years ago and were focused on the broader financial services industry. Within the insurance industry, we
continue to see changes in supervisory structures, new global group supervision and capital standards and a focus on
the reduction of �systemic risk�.

More recently, the US Department of Labor (DOL) issued a series of new rules and amendments introducing new
fiduciary obligations for distributors of investment products to holders of certain retirement/qualified retirement
accounts. The industry is now dealing with a regulatory initiative that will significantly impact the delivery of advice
to our customers. Prior to the rules being finalised, as a leader in the industry, we spent many hours with a wide
variety of stakeholders to highlight the issues and to ensure that lawmakers and regulators understood the impact of
what was proposed and the consequences it may have on various segments of the retirement market. With the rules
only recently finalised, it will take some time to form a view on the impact of the new DOL rules to Jackson�s
business.

Jackson has a good track record of navigating and, at times, benefiting from changes in the regulatory environment.
This remains our mindset as we work to meet the needs of all of our stakeholders.

We support our industry-leading product development and distribution teams with award-winning customer service.
Jackson was awarded by Service Quality Measurement Group, Inc. �World Class Certification� in customer satisfaction
and received the �Highest Customer Satisfaction by Industry� award, achieving the top rating for the financial industry,
for the tenth consecutive year.

High-quality information technology systems are critical for providing award-winning customer service. We leverage
technology to enhance processing quality and reduce the time required to process new business and commissions. The
flexibility of our information technology systems contributes to our ability to manufacture, distribute and service an
unbundled product design unique to the industry. The focus on our operational platforms, and the efficiencies
achieved as a result, has provided us with among the lowest general and administration expense to asset ratio relative
to competitors.

Jackson operates within a well-defined risk framework aligned with the overall Prudential Group risk appetite. The
type and number of products we sell remains balanced. Our conservative and disciplined economic approach to
pricing is designed to achieve both adequate returns on our products and sufficient resources to support our hedging
programme.

Our hedge philosophy has not changed in 2015. Jackson is able to aggregate financial risks across the company,
obtain a unified view of our risk positions, and actively manage net risks through an economically-based hedging
program. A key element of our core strategy is to protect the company from severe economic scenarios while
maintaining adequate regulatory capital. We benefit from the fact that the competitive environment continues to
favour companies with robust financial strength and a demonstrated track record of financial discipline, both key
elements of our long-term strategy.

Products
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Jackson develops and distributes products that address the retirement needs of our customers through various market
cycles. These products include variable annuities, fixed annuities and fixed index annuities.

Among the main attractions of a variable annuity product are the optional lifetime guarantee whereby customers can
access a stream of payments with downside protection, while still being able to invest in a broad range of assets, and
the benefit of tax deferral on the investment growth within the product. The breadth of our product offering, strength
of our distribution relationships, as well as our ability to maintain financial stability through the 2008 financial crisis
and remain as a consistent presence within the market, has resulted in Jackson being the number one(7) writer of
variable annuities in the US.

(7) LIMRA/Secure Retirement Institute, U.S. Individual Annuities Sales Survey (Q4 2015). Jackson is ranked first in
total Variable Annuities sales out of 44 participating companies in LIMRA�s quarterly survey as of 4Q YTD 2015.
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As of fourth quarter of 2015, Jackson offers three of the top ten best-selling variable annuity products across the
industry(8). Additionally, Jackson�s success with the development, launch and execution of Elite Access demonstrates
the depth and strength of our creative and distribution capabilities in the industry. We now command a leading
position in a market we were not operating in prior to 2012. Elite Access is the third best-selling variable annuity
product in the US(8).

The strength of our product development capabilities continues to support the diversification of our product mix with
the sale of variable annuities with living benefit guarantees remaining in line with our risk appetite in 2015. As
expected, in the current historically low interest rate environment, variable annuities continue to outsell fixed rate
products. While sales of fixed annuities have been lower in recent years, fixed index annuities increased 15 per cent
from 2014. These products still make up a significant portion of our balance sheet and earnings.

Jackson stopped selling traditional life insurance products in 2012; however, we continue to look for opportunistic
�bolt on� acquisitions to further diversify our earnings and balance sheet risks. In the past, these disciplined acquisitions
have shaped Jackson�s earnings while helping to diversify Jackson�s overall risk profile.

We continue to proactively balance value, volume, capital and balance sheet strength across our suite of product
offerings, which allows us to compete effectively throughout the economic cycle.

The following table shows total new business premiums in the United States by product line and distribution channel
for the periods indicated. Total new business premiums include Jackson�s deposits for investment contracts with
limited or no life contingencies.

Actual Exchange Rate
Year Ended 31 December £m

                    2015 2014 2013
By Product
Annuities
Fixed annuities
Fixed interest rate 462 512 533
Fixed index 458 370 907
Immediate 15 15 22
Variable annuities 11,977 10,899 10,795
Elite Access (Variable annuities) 3,144 3,108 2,585
Total 16,056 14,904 14,842
Life insurance - 2
Institutional products
GICs, funding agreements and Federal Home Loan Bank of
Indianapolis (FHLBI) funding agreements 1,230 651 868
Total 17,286 15,555 15,712
By Distribution Channel
Independent broker dealer 10,145 9,521 8,717
Bank 2,730 2,394 3,053
Regional broker dealer 2,634 2,477 2,527
Independent insurance agents 547 512 546
Institutional products 1,230 651 868
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Captive agents - - 1
Total 17,286 15,555 15,712
Of the total new business premiums of £17,286 million in 2015 (2014: £15,555 million; 2013: £15,712 million),
£16,056 million (2014: £14,904 million; 2013: £14,842 million) were single premiums, nil (2014: nil; 2013:
£2 million) were regular premiums and £1,230 million (2014: £651 million; 2013: £868 million) were institutional
product premiums.

(8) ©2016 Morningstar Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar
and/or its content providers: (2) may not be copied or distributed; and (3) is not warranted to be accurate, complete
or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from any
use of this information. Past performance is no guarantee of future results. Morningstar Annuity Research Center
4QYTD15 variable annuity sales by contract.
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Annuities

Fixed Annuities

Fixed Interest Rate Annuities

In 2015, fixed interest rate annuities accounted for 3 per cent (2014: 3 per cent) of total new business premiums and 9
per cent (2014: 9 per cent) of policy and contract liabilities of the US operations. Fixed interest rate annuities are
primarily deferred annuity products that are used for asset accumulation in retirement planning and for providing
income in retirement. They permit tax-deferred accumulation of funds and flexible payout options.

The contract holder of a fixed interest rate annuity pays Jackson a premium, which is credited to the contract holder�s
account. Periodically, interest is credited to the contract holder�s account and in some cases administrative charges are
deducted from the contract holder�s account. Jackson makes benefit payments at a future date as specified in the
contract based on the value of the contract holder�s account at that date. On more than 93 per cent (2014: 93 per cent)
of in-force business, Jackson may reset the interest rate on each contract anniversary, subject to a guaranteed
minimum, in line with state regulations. When the annuity matures, Jackson either pays the contract holder the amount
in the contract holder account or begins making payments to the contract holder in the form of an immediate annuity
product. This latter product is similar to a UK annuity in payment.

At 31 December 2015, Jackson had fixed interest rate annuities totalling £12.1 billion (US$17.8 billion) (2014: £11.7
billion (US$18.3 billion)) in account value with minimum guaranteed rates ranging from 1.0 per cent to 5.5 per cent
and a 3.00 per cent average guaranteed rate (2014: 1.0 per cent to 5.5 per cent and a 3.03 per cent average guaranteed
rate).

Fixed interest rate annuities are subject to early surrender charges for the first six to nine years of the contract. In
addition, the contract may be subject to a market value adjustment at the time of surrender. During the surrender
charge period, the contract holder may cancel the contract for the surrender value. Jackson�s profits on fixed interest
rate annuities arise primarily from the spread between the return it earns on investments and the interest credited to the
contract holder�s account, less expenses. The fixed interest rate annuity portfolio could be impacted by the continued
low interest rate environment as lower investment portfolio earned rates could result in reduced spread income. In
addition, increased surrenders and lower sales could result if customers seek higher yielding alternative investment
opportunities elsewhere.

Approximately 62 per cent (2014: 57 per cent) of the fixed interest rate annuities Jackson wrote in 2015 provide for a
market value adjustment (�MVA�) that could be positive or negative on surrenders in the surrender period of the policy.
This formula-based adjustment approximates the change in value that assets supporting the product would realise as
interest rates move up or down. The minimum guaranteed rate is not affected by this adjustment. While the MVA
feature minimizes the surrender risk associated with certain fixed interest rate annuities, Jackson still bears a portion
of the surrender risk on policies without this feature, and the investment risk on all fixed interest rate annuities.

Fixed Index Annuities

Fixed index annuities accounted for 3 per cent (2014: 2 per cent) of total new business premiums in 2015 and 6 per
cent (2014: 6 per cent) of Jackson�s policy and contract liabilities. Fixed index annuities vary in structure, but generally
are deferred annuities that enable the contract holder to obtain a portion of an equity-linked return (based on
participation rates and caps) and provide a guaranteed minimum return. These guaranteed minimum rates are
generally set at 1.0 per cent to 3.0 per cent on index funds. At 31 December 2015, Jackson had fixed index annuities
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allocated to index funds totalling £6.4 billion (US$9.5 billion) (2014: £6.3 billion (US$9.8 billion)) in account value
with minimum guaranteed rates on index accounts ranging from 1.0 per cent to 3.0 per cent and a 1.79 per cent
average guaranteed rate (2014: 1.0 per cent to 3.0 per cent and a 1.83 per cent average guaranteed rate). Jackson also
offers fixed interest accounts on some fixed index annuity products. At 31 December 2015, fixed interest accounts on
fixed index annuities totalled £1.9 billion (US$2.8 billion) (2014: £1.8 billion (US$2.8 billion)) in account value with
minimum guaranteed rates ranging from 1.0 per cent to 3.0 per cent and a 2.52 per cent average guaranteed rate (2014:
1.0 per cent to 3.0 per cent and a 2.53 per cent average guaranteed rate).
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Jackson�s profit arises from the investment income earned and the fees charged on the contract, less the expenses
incurred, which include the costs of hedging the equity component of the interest credited to the contract. Fixed index
annuities are subject to early surrender charges for the first five to 12 years of the contract. During the surrender
charge period, the contract holder may cancel the contract for the surrender value.

Jackson hedges the equity return risk on fixed index products using offsetting equity exposure in the variable annuity
product. The cost of these hedges is taken into account in setting the index participation rates or caps. Jackson bears
the investment risk and a portion of the surrender risk on these products.

Immediate Annuities

In 2015, immediate annuities accounted for less than one per cent (2014: less than one per cent) of total new business
premiums and one per cent (2014: one per cent) of Jackson�s policy and contract liabilities. Immediate annuities
guarantee a series of payments beginning within a year of purchase and continuing over either a fixed period of years
and/or the life of the contract holder. If the term is for the life of the contract holder, then Jackson�s primary risks are
mortality and reinvestment. This product is generally used to provide a guaranteed amount of income for contract
holders and is used both in planning for retirement and in retirement itself. The implicit interest rate on these products
is based on the market conditions that exist at the time the policy is issued and is guaranteed for the term of the
annuity.

Variable Annuities

In 2015, variable annuities accounted for 87 per cent (2014: 90 per cent) of total new business premiums and 70 per
cent (2014: 69 per cent) of Jackson�s policy and contract liabilities. Variable annuities are deferred annuities that have
the same tax advantages and payout options as fixed interest rate and fixed index annuities. They are also used for
asset accumulation in retirement planning and to provide income in retirement.

The contract holder can allocate the premiums between a variety of variable sub-accounts with a choice of fund
managers and/or a guaranteed fixed interest rate option. The contract holder�s premiums allocated to the variable
accounts are held apart from Jackson�s general account assets, in a separate account, which is analogous to a
unit-linked fund. The value of the portion of the separate account allocated to variable sub-accounts fluctuates with
the underlying investments. Variable annuities are subject to early surrender charges for the first four to nine years of
the contract. During the surrender charge period, the contract holder may cancel the contract for the surrender value.
Jackson offers one variable annuity that has no surrender charges.

At 31 December 2015, Jackson had variable annuity funds in fixed accounts totalling £5.5 billion (US$8.1 billion)
(2014: £4.4 billion (US$6.8 billion)) with minimum guaranteed rates ranging from 1.0 per cent to 3.0 per cent and a
1.70 per cent average guaranteed rate (2014: 1.0 per cent to 3.0 per cent and a 1.81 per cent average guaranteed rate).

Jackson offers a choice of guaranteed benefit options within its variable annuity product portfolio, which customers
can elect for additional fees. These guaranteed benefits might be expressed as the return of either a) total deposits
made to the contract adjusted for any partial withdrawals, b) total deposits made to the contract adjusted for any
partial withdrawals, plus a minimum return, or c) the highest contract value on a specified anniversary date adjusted
for any withdrawals following that contract anniversary. These options include the guaranteed minimum death
benefits (�GMDB�), which guarantee that, upon death of the owner, the beneficiary receives at least the minimum value
regardless of past market performance. In addition, there are three other types of guarantees: guaranteed minimum
withdrawal benefits (�GMWB�), guaranteed minimum accumulation benefits (�GMAB�) and guaranteed minimum
income benefits (�GMIB�). GMWBs provide a guaranteed return of the minimum value by allowing for periodic
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withdrawals that are limited to a maximum percentage of the initial premium. One version of the GMWBs provides
for a minimum annual withdrawal amount that is guaranteed for the contract holder�s life without annuitisation.
GMABs generally provide a guarantee for a return of the defined minimum value after a specified period. Jackson no
longer offers GMABs. GMIBs provide for a minimum level of benefits upon annuitisation regardless of the value of
the investments underlying the contract at the time of annuitisation. Jackson no longer offers GMIBs, with existing
coverage being substantially reinsured with an unaffiliated reinsurer.

As the investment return on the separate account assets is attributed directly to the contract holders, Jackson�s profit
arises from the fees charged on the contracts, less the expenses incurred, which include the costs of

28

Edgar Filing: PRUDENTIAL PLC - Form 20-F

Table of Contents 60



Table of Contents

hedging and eventual payment of any guaranteed benefits. In addition to being a profitable book of business, the
variable annuity book also provides an opportunity to utilise the offsetting equity risk among various lines of business
to effectively manage Jackson�s equity exposure. Jackson believes that the internal management of equity risk coupled
with the utilisation of external derivative instruments where necessary, continues to provide a cost-effective method of
managing equity exposure.

Profits in the variable annuity book of business will continue to be subject to the impact of market movements on both
sales and allocations to the variable accounts and the effects of the economic hedging programme. Hedging is
conducted based on an economic approach so the nature and duration of the hedging instruments, which are recorded
at fair value through the income statement, will fluctuate and produce some accounting volatility.

Elite Access, launched in 2012, is a variable annuity without guarantees, offering customers tax deferred growth and
access to a wide range of alternative investments, which were previously unavailable to retail investors. In less than
four years after its launch, Elite Access is the third(8) best-selling variable annuity product in the US. As of fourth
quarter 2015, Jackson offers three of the top ten best-selling variable annuity products in the industry.

The success of Elite Access has helped increase the diversification of Jackson�s product mix with a substantial portion
of its 2015 variable annuities sales not featuring living benefit guarantees. As a percentage of total sales, variable
annuities with living benefit guarantees were broadly in line with 2014.

Aggregate distribution of account values

The table below shows the distribution of account values for fixed annuities (fixed interest rate and fixed index) and
variable annuities fixed options within the range of minimum guaranteed interest rates as described above as at
31 December 2015 and 2014:

Account value £m
Minimum guaranteed interest rates - annuities                     2015                     2014
1.0% 5,563 3,927
> 1.0% - 2.0% 7,670 7,887
> 2.0% - 3.0% 9,586 9,365
> 3.0% - 4.0% 1,263 1,239
> 4.0% - 5.0% 1,639 1,567
> 5.0% - 5.5% 212 207
Total 25,933 24,192
Life Insurance

Background

Jackson discontinued new sales of life insurance products in 2012. Jackson�s life insurance products accounted for
none of the total new business premiums in either 2015 or 2014 and 11 per cent (2014: 12 per cent) of Jackson�s policy
and contract liabilities in 2015. Life products include term life and interest sensitive life (universal life and variable
universal life.) Term life provides protection for a defined period and a benefit that is payable to a designated
beneficiary upon death of the insured. Universal life provides permanent individual life insurance for the life of the
insured and includes a savings element. Variable universal life is a type of life insurance policy that combines death
benefit protection with the ability for the contract holder account to be invested in separate account funds. Jackson�s
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life insurance book has delivered consistent profitability, driven primarily by positive mortality and persistency
experience. For certain fixed universal life plans, additional provisions are held to reflect the existence of guarantees
offered in the past that are no longer supported by earnings on the existing asset portfolio, or for situations where
future mortality charges are not expected to be sufficient to provide for future mortality costs.

(8) ©2016 Morningstar Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar
and/or its content providers: (2) may not be copied or distributed; and (3) is not warranted to be accurate, complete
or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from any
use of this information. Past performance is no guarantee of future results. Morningstar Annuity Research Center
4QYTD15 variable annuity sales by contract.
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Aggregate distribution of account values

Excluding the business formally of the REALIC operations acquired in 2012 that is subject to the retrocession treaties,
at 31 December 2015, Jackson had interest-sensitive life business in force with total account value of £6.1 billion
(US$9.0 billion) (2014: £5.9 billion (US$9.3 billion)), with minimum guaranteed interest rates ranging from 2.5 per
cent to 6.0 per cent with a 4.66 per cent average guaranteed rate (2014: 2.5 per cent to 6.0 per cent with a 4.65 per cent
average guaranteed rate). The table below shows the distribution of the interest-sensitive life business� account values
within this range of minimum guaranteed interest rates as at 31 December 2015 and 2014:

Account value £m
Minimum guaranteed interest rates                     2015                     2014
> 2.0% - 3.0% 204 195
> 3.0% - 4.0% 2,322 2,265
> 4.0% - 5.0% 2,023 1,971
> 5.0% - 6.0% 1,574 1,514
Total 6,123 5,945
Institutional Products

Institutional products consist of traditional guaranteed investment contracts (�GICs�), funding agreements (including
agreements issued in conjunction with Jackson�s participation in the US Federal Home Loan Bank of Indianapolis
(�FHLBI�) programme) and Medium-Term Note funding agreements. In 2015, institutional products accounted for 7 per
cent (2014: 4 per cent) of total new business premiums and 3 per cent (2014: 3 per cent) of Jackson�s policy and
contract liabilities. The GICs are marketed by Jackson�s institutional products department to defined contribution
pension and profit sharing retirement plans. Funding agreements are marketed to institutional investors, including
corporate cash accounts and securities lending funds, as well as money market funds, and are issued to the FHLBI in
connection with its programme. Jackson makes its profit on the spread between the yield on its investments and the
interest rate credited to contract holders.

Traditional Guaranteed Investment Contracts

Under a traditional GIC, the contract holder makes a lump sum deposit. Interest is paid on the deposited funds, usually
on a quarterly basis. The interest rate paid is fixed and is established when the contract is issued.

Traditional GICs have a specified term, usually two to three years, and typically provide for phased payouts. Jackson
tailors the scheduled payouts to meet the liquidity needs of the particular retirement plan. If deposited funds are
withdrawn earlier than scheduled, an adjustment is made that approximates a market value adjustment.

Jackson sells GICs to retirement plans, in particular 401(k) plans. The traditional GIC market is extremely
competitive, due in part to competition from synthetic GICs, which Jackson does not sell.

Funding Agreements

Under a funding agreement, the contract holder either makes a lump sum deposit or makes specified periodic deposits.
Jackson agrees to pay a rate of interest, which may be fixed or a floating short-term interest rate linked to an external
index. Interest is paid quarterly to the contract holder. The duration of the funding agreements range between one and
thirty years. At the end of the specified term, contract holders may re-deposit the principal in another funding
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agreement.

Typically, brokerage accounts and money market mutual funds are required to invest a portion of their funds in cash
or cash equivalents to ensure sufficient liquidity to meet their customers� requirements. The funding agreements permit
termination by the contract holder on seven to 90 days notice, and thus qualify as cash equivalents for the clients�
purposes. In 2015 and 2014, there were no funding agreements terminable by the contract holder with less than 90
days notice.

Jackson is a member of the FHLBI. Membership allows Jackson access to advances from FHLBI that are
collateralised by mortgage related assets in Jackson�s investment portfolio. These advances are in the form of funding
agreements issued to FHLBI.

30

Edgar Filing: PRUDENTIAL PLC - Form 20-F

Table of Contents 64



Table of Contents

Medium Term Note Funding Agreements

Jackson has also established European and global medium-term note programmes. The notes offered may be
denominated in any currency with a fixed or floating interest rate. Notes are issued to institutional investors by a
special purpose vehicle and are secured by funding agreements issued by Jackson. Jackson�s medium-term note sales
totalled £1,030 million in 2015 (2014: £485 million).

Distribution and Marketing

Jackson distributes products in all 50 states of the United States and in the District of Columbia, although not all
products are available in all states. Operations in the state of New York are conducted through a New York insurance
subsidiary. Jackson markets its retail products primarily through advice based distribution channels, including
independent agents, independent broker-dealer firms, regional broker-dealers, wirehouses, and banks.

Our distribution teams set us apart from our competitors. Jackson�s wholesaling force is the largest in the industry,
supporting thousands of advisors across multiple channels and distribution outlets.

Our wholesalers provide extensive training to these advisors. In 2015, we led the industry with the highest level of
sales efficiency with gross sales per wholesaler 32 per cent higher than the nearest competitor.

Independent Agents and Broker Dealers

National Planning Holdings, an affiliate of Jackson, is the sixth(9) largest independent broker-dealer network in the
US. Leveraging the collective strength of the four broker-dealers within the network, National Planning Holdings is
able to meet the specific needs of three key distribution channels: independent representatives, financial institutions,
and tax and accounting professionals. We offer registered representatives and investment advisors access to
industry-leading mutual fund/asset management companies, insurance carriers, and to thousands of brokerage
products. National Planning Holdings provides significant benefits for Jackson by offering Jackson products and
providing market intelligence.

Jackson�s wholesalers meet directly with independent broker dealers and financial planners and are supported by an
extensive internal sales staff. At 31 December 2015, Jackson had active selling agreements with independent broker
dealer organisations throughout the United States providing access to more than 70,800 appointed representatives.
Jackson provides training for its broker dealers and also provides them with product information and sales materials.

Regional Broker Dealers

Jackson�s Regional Broker Dealer (�RBD�) team provides dedicated service and support to regional brokerage firms and
wirehouses. Regional broker dealers are a hybrid between independent broker dealers and wirehouses. Like
representatives who work for wirehouses, financial representatives at regional broker dealers are actual employees of
the firm. However, unlike wirehouses, RBD firms have limited institutional investment banking services. The RBD
team develops relationships with regional firms throughout the US and provides customised materials and support to
meet their specialised advisory needs.

Jackson�s RBD team also provides support for the wirehouse channel, which produced £2.1 billion of premium in
2015.

Jackson�s RBD team supports more than 39,400 representatives in regional broker dealers and wirehouses.
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Banks, Credit Unions and Other Financial Institutions

Jackson�s Institutional Marketing Group distributes annuity products through banks, credit unions and other financial
institutions and through third party marketing organisations that serve these institutions. Jackson is a leading provider
of annuities offered through banks and credit unions and at 31 December 2015 had access to more than 32,000
financial institution representatives through existing relationships with banks and credit unions. Jackson has
established distribution relationships with medium sized regional banks, which it believes are unlikely to develop their
own insurance product capability.

(9) Paikert, C. (2015). New Paths to Scale. Financial Planning. June 2015.
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Independent Broker Dealers

Jackson�s retail distribution is managed by Prudential�s independent broker dealer network, NPH, which is described in
more detail above. NPH had more than 3,400 registered representatives at the end of 2015.

Institutional Products Department

Jackson markets its institutional products through its institutional products department. It has direct contacts with
banks, municipalities, asset management firms and direct plan sponsors. Institutional products are distributed and
marketed through intermediaries to these groups.

Factors Affecting Pricing of Products and Asset Liability Management

Jackson prices products based on a variety of assumptions including, but not limited to, mortality, investment yields,
expenses and contract holder behaviour. Pricing is influenced by Jackson�s objectives for return on capital and by
competition. Although Jackson includes a profit margin in the price of its products, the variation between the
assumptions and actual experience can result in the products being more or less profitable than originally assumed.
This variation can be significant.

Jackson designs its interest sensitive products and conducts its investment operations to match closely the duration of
the assets in its investment portfolio with the annuity, life, and guaranteed investment contract product obligations.
Jackson seeks to achieve a target spread between what it earns on its assets and what it pays on its liabilities by
investing principally in fixed-rate securities. Jackson also enters into options and futures contracts to hedge equity
related movements in its products.

Jackson segregates its investment portfolio for certain investment management purposes, and as part of its overall
investment strategy, into four portfolios: life and fixed annuities without market value adjustment, fixed annuities with
market value adjustment, fixed index annuities and institutional liabilities. The portfolios backing life and fixed
annuities with and without market value adjustments and the fixed index annuities have similar characteristics and
differ primarily in duration. The portfolio backing the institutional liabilities has its own mix of investments that meet
more limited duration tolerances. Consequently, the institutional portfolio is managed to permit less interest rate
sensitivity and has limited exposure to mortgage backed securities. At 31 December 2015, two per cent of the
institutional portfolio was invested in residential mortgage backed securities.

The fixed-rate products may incorporate surrender charges, market value adjustments, two-tiered interest rate
structures or other limitations relating to when policies can be surrendered for cash, in order to encourage persistency.
As of 31 December 2015, 60 per cent of Jackson�s fixed annuity reserves had surrender penalties or other withdrawal
restrictions. Substantially all of the institutional portfolio had withdrawal restrictions or market value adjustment
provisions.

Fixed index annuities issued by Jackson also include an equity component that is hedged using the offsetting equity
exposure in the variable annuity product. The equity component of these annuities constitutes an embedded derivative
that is carried at fair value, as are other derivative instruments.

Guaranteed benefits issued by Jackson in connection with the sales of variable annuity contracts expose Jackson to
equity risk as the benefits generally become payable when equity markets decline and contract values fall below the
guaranteed amount. As discussed previously, the liability for certain of these benefits is carried at fair value with
changes in fair value recorded in income. Jackson manages the exposure of the tail risk associated with the equity
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exposure using equity options and futures contracts, which are also carried at fair value. Jackson seeks to manage the
economic risk associated with these contracts and, therefore, has not explicitly hedged its fair value risk as determined
for IAS 39. In addition, certain benefits have mortality risk and are therefore precluded from being carried at fair
value. As a result of these factors, the income statement may include a timing mismatch related to changes in fair
value. However, as demonstrated during the economic crisis, subsequent rebound and recent volatility in the equity
markets, Jackson�s hedges have effectively operated as designed.
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Reserves

Except for certain non-insurance deposit-type accounts and as allowed under IFRS, Jackson uses reserves established
on a grandfathered US GAAP basis as the basis for consolidation into Prudential�s IFRS accounts.

For the fixed interest rate and variable annuity contracts and institutional products, the reserve is the contract holder�s
account value. For the fixed index annuities, the reserve is based on three components, 1) the imputed value of the
underlying guaranteed host contract, 2) the fair value of the embedded option component of the contract, and 3) the
liability for guaranteed benefits related to the optional lifetime income rider. For the immediate annuities, reserves are
determined as the present value of future policy benefits. Mortality assumptions are based on company experience.
Interest rate assumptions currently range from three per cent to eight per cent.

The IFRS accounting for guarantees on Jackson�s variable annuity contracts has a mixed measurement approach due to
requirements of the guidance of the grandfathered US GAAP basis. GMWB �not for life� contract features are fair
valued under current US GAAP (similar to IAS 39) for embedded derivatives, with a capping feature to prevent early
anticipation of expected fees for guarantees. However, the GMDB and GMWB �for life� blocks of business are
accounted for under US GAAP guidance related to valuing life-contingent guarantees, which does not, and is not
intended to, fair value the liabilities.

For the traditional term life contracts, reserves for future policy benefits are determined using the net level premium
method and assumptions as to mortality, interest, policy persistency and expenses. Interest rate assumptions range
from two and one half per cent to six per cent. Persistency, mortality, and expense assumptions are based on Jackson�s
experience.

For the interest sensitive and single premium life contracts, reserves approximate the contract holder�s account value.

Reinsurance

Jackson reinsures portions of the coverage provided by its life insurance products with other insurance companies
under agreements of indemnity reinsurance. Indemnity reinsurance agreements are intended to limit a life insurer�s
maximum loss on a large or unusually hazardous risk or to obtain a greater diversification of risk for the life insurer.
Indemnity reinsurance does not discharge the original insurer�s primary liability to the insured. Jackson�s reinsured
business is ceded to numerous unaffiliated reinsurers and, except as noted below, the amount of reserves ceded to any
one reinsurer is not material to Jackson�s overall financial position. Typically, the reinsurers have an AM Best Co
rating of A or higher.

As a condition to the REALIC acquisition and after receipt of all required regulatory approvals, REALIC entered into
three retrocession reinsurance agreements with Swiss Re. Pursuant to these reinsurance agreements, REALIC ceded to
Swiss Re on a 100 per cent coinsurance basis, subject to pre-existing reinsurance, certain blocks of business written or
assumed by REALIC. The effective date of the three retrocession agreements was 1 July 2012. In addition and
pursuant to these reinsurance agreements, Jackson holds certain assets, primarily in the form of policy loans and fixed
maturities, as collateral. This collateral is reported as a funds held liability. The three retrocession agreements are
further collateralized by Swiss Re assets held in trust accounts (total collateral exceeds the reinsurance recoverable).

At 31 December 2015, Jackson�s largest amount ceded to one reinsurer totalled £4.3 billion, which is primarily related
to the retrocession reinsurance arrangements.

In force level premium term products are generally 90 per cent reinsured.

Edgar Filing: PRUDENTIAL PLC - Form 20-F

Table of Contents 69



Jackson cedes the guaranteed minimum income benefit previously offered on variable annuities to an unaffiliated
reinsurer.

Policy administration

Jackson provides a high level of administrative support for both new and existing contract holders. Jackson�s ability to
implement new products quickly and provide quality customer service is supported by integrated computer systems
that issue and administer complex life insurance and annuity contracts. Jackson continues to
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develop its fixed and variable annuity administration systems to enhance the service capabilities for both new and
existing customers. The REALIC business is currently administered by third party administrators.

PPM

PPM is Prudential�s US institutional investment management operation, with its primary offices in Chicago and New
York. PPM manages assets for Prudential�s US, UK and Asian affiliates. PPM provides affiliated and unaffiliated
institutional clients with investment services including managing assets for separate accounts, US mutual funds and
similar foreign pooled investment vehicles, a collateralised loan obligation and private equity funds. PPM�s strategy is
focused on managing existing assets effectively, maximising the benefits derived from synergies with our
international asset management affiliates, and leveraging investment management capabilities across the Group. PPM
also pursues third-party mandates on an opportunistic basis.

UK Business

Introduction

As at 31 December 2015, Prudential�s UK business was structured into two business units, each focusing on its
respective target customer markets. Prudential�s UK business units are Prudential UK & Europe (Prudential UK&E,
providing insurance and investment products) and M&G (being the asset management business).

Prudential UK & Europe business overview

When compared to 2012 the UK pensions industry today is almost unrecognisable. Three years of unprecedented
regulatory change has resulted in a structural marketplace shift in how customers view retirement with consumers
being given greater flexibility to access their pension savings in retirement. Customers are engaging more frequently
with their providers and the demand for financial advice and guidance is increasing. Those companies who are
well-known, financially strong and create products and services to match the pension freedom needs and expectations
of customers will prosper.

Prudential UK is well placed in this evolving marketplace. This is evident in our new business profile relative to a few
years ago. Where once bonds and annuities were the dominant components of new business, since the emergence of
greater post pension freedoms we have been writing more bond, ISA, pension saving and income drawdown business,
and a significantly lower volume of annuity business, giving a better balance to our business portfolio.

The UK is the world�s fifth largest retail investment market. Wealth is concentrated in the 50+ age group with the
younger generation of savers being typically less well-funded. In our target over- 50 demographic, the population
growth rate is almost double the growth rate of the UK population as a whole and while the introduction of pension
freedom reforms in April 2015 has fundamentally changed the way in which individuals can access their savings to
help fund their income in retirement, the need to accumulate savings remains unchanged. These radical changes, when
combined with our trusted brand and product capabilities, provide new and significant opportunities for the profitable
and capital efficient growth of our business in the UK.

For over 167 years Prudential has been providing financial security to generations of UK customers through an
unwavering focus on long-term value as evidenced by our longevity experience, multi-asset investment capabilities
and our financial strength. Such attributes are highly sought after today by customers adjusting to pension freedoms
and by financial advisers who require a brand they can trust to help secure dependable incomes in retirement for their
clients. Our inherent brand strength, in combination with our range of market leading with-profits and retirement
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income products, continues to resonate more strongly than ever with customers and distributors. This is driving
significant demand for our differentiated and market leading retirement solutions.

We continue to focus on meeting customer needs through the following actions:

� providing products and retirement solutions perfectly tailored to help customers take advantage of the new
pension freedoms;

� broadening the ways in which customers can do business with us through financial adviser intermediaries,
providing advice to customers in their homes through our 250 Prudential Financial Planning partners, or by
telephone and increasingly online;
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� investing in technology that enables customers to engage more flexibly with us online;
� enhancing access to our market leading PruFund investment range through an ISA wrapper;
� introducing income drawdown specifically designed for the pension freedoms market; and
� consistently committing to customer service improvement, which was recognised at the 2015 Financial

Adviser Service Awards where we received the accolade of �Company of the Year�, for the first time, while
also retaining our two 5-Star ratings in the Life & Pensions and Investment categories for the fifth consecutive
year.

Our business in Poland has established a strong customer franchise, growing steadily since launching in 2013.
Headquartered in Warsaw, the business now has 18 branches across the country and 597 financial planning
consultants. Its success demonstrates our ability to build a new business franchise by applying our existing product
and distribution expertise to a new market.

Prudential UK & Europe has a well-established franchise in its chosen markets which continues to drive strong growth
and ongoing product demand among customers. The business is focused on delivering retail growth and the
optimisation of in-force business. It will continue to develop retirement solutions based on the market-leading and
differentiated PruFund range. Developments will be underpinned by the latest technology including the introduction
of a new policy administration system to support the launch of a Retirement Account specifically designed for the post
pension freedom marketplace.

UK&E Products and profitability

Prudential UK&E�s long-term products consist of life insurance, pension products and pension annuities. In common
with other UK long-term insurance companies, Prudential UK&E�s products are structured as either with-profits (or
participating) products, or non-participating products including annuities in payment and unit-linked products.
Depending on the structure, the level of shareholders� interest in the value of policies and the related profit or loss
varies.

With-profits policies are supported by a with-profits sub-fund and can be single premium (for example, Onshore
Bonds) or regular premium (for example, certain pension products). Prudential UK&E�s primary with-profits sub-fund
is part of The Prudential Assurance Company Limited (PAC). The return to shareholders on virtually all Prudential
UK&E�s with-profits products is in the form of a statutory transfer to PAC shareholders� funds. This is analogous to a
dividend from PAC�s with-profits sub-fund, and is dependent upon the bonuses credited or declared on policies in that
year. Prudential�s with-profits policyholders currently receive 90 per cent of the distribution from the main with-profits
sub-fund as bonus additions to their policies, while shareholders receive 10 per cent as a statutory transfer.

We have a competitive advantage in with-profits with the market-leading PruFund proposition. Importantly for
customers, our PruFund range provides smoothing in a volatile and uncertain investment environment. The strength of
the proposition is reflected in the consistent growth we have experienced, both in terms of the number of customers
invested and the assets under management. In addition to our customers, our shareholders also continue to benefit
from the steady performance of our with-profits based products and the cash they generate. The performance of our
with-profits fund has allowed us to add £2.0 billion to with-profits policies in the year and policyholders will typically
see year-on-year increases of between 2 per cent and 4 per cent in accumulating with-profits policy values over the
past year.

The Defined Charge Participating Sub-Fund (DCPSF) comprises the accumulated investment content of premiums
paid in respect of the defined charge participating with-profits business issued in France and the defined charge
participating with-profits business reassured into PAC from Prudential International Assurance plc and Canada Life
(Europe) Assurance Ltd. It also includes the portfolio of with-profits annuity policies acquired from Equitable Life in
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2007. All profits in this fund accrue to policyholders in the DCPSF.

The profits from almost all of the new non-participating business accrue solely to shareholders. Such business is
written in PAC, or in various shareholder-owned direct or indirect subsidiaries. The most significant of these is
Prudential Retirement Income Limited (PRIL), which writes conventional annuities including all new conventional
annuities arising from vesting deferred annuity and personal pension policies in the with-profits sub-fund of PAC.
There is also a substantial volume of in-force non-participating business in PAC�s with-profits sub-fund, part of which
was originally written in that fund�s wholly owned subsidiary Prudential Annuities Limited (PAL). On 1 October 2014,
the business of PAL transferred into PAC following a Part VII Transfer under the Financial Services and Markets Act
2000.
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The significant reforms of the pensions industry announced by the UK Government, including removal of the
requirement to purchase a pension annuity from April 2015, have resulted in an increasing proportion of customers
deferring the decision to convert their pension savings into retirement income. Sales of individual annuities in 2015
were 46 per cent lower than in 2014, reflecting the market contraction since the UK Budget announcement These
changes have also opened up opportunities for us to meet customer needs for alternative retirement solutions,
including income drawdown. From April 2015 our Flexible Drawdown product has allowed customers to access
income drawdown without limits from April 2015, and is suited to customers who want more choice over how they
use their retirement savings for income. Our sales of income drawdown have almost trebled from 2014 levels to
£1,024m in 2015 and our market share has doubled to 21%(10).

Prudential UK&E provides a comprehensive range of risk managed investments, including with-profits
bonds, pensions and drawdown, which continue to outperform competitors� propositions. We have continued to
develop our with-profits proposition, enhancing the range of investment choices available to policyholders by
launching the PruFund range of investments within an ISA wrapper in February 2015.

Distribution

Retail financial services products are distributed face to face through independent financial advisers (IFAs) and
restricted advisers, or directly by mail, telephone and over the internet. IFAs dominate the advice market and offer
products from a range of insurance companies selected from the whole of the market. Restricted advisers do not need
to select from the whole market and are typically tied to a single insurer or a small panel of insurers. Direct and
e-commerce distribution methods are generally non-advised and therefore operate on a lower-cost basis than other
distribution channels. Accordingly, products distributed directly are generally aimed at more simple financial planning
needs.

Prudential UK&E has a diversified distribution model focusing on intermediaries, Prudential Financial Planning (our
direct advice service) and individual customers via mail, email and telephone.

In 2013-2015, Prudential UK&E�s new business premiums by channels are as follows:

Year Ended 31 December £m
                    2015                     2014                     2013

Individual Annuities:
Direct & Partnerships 107 162 284
Intermediated 62 139 488
Internal Vesting* 396 764 1,305
Total Individual Annuities 565 1,065 2,077
Other Products:
Direct & Partnerships 980 702 661
Intermediated 5,589 3,370 2,301
Wholesale 1,508 1,710 275
Total Other Products 8,077 5,782 3,237
Department of Work and Pensions Rebates*** - - 1
Total New Business Premiums (excluding
PruHealth and PruProtect businesses) 8,642 6,847 5,315
PruHealth and PruProtect businesses** - 23 26
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Total New Business Premiums 8,642 6,870 5,341
* Internal vesting business is classified as new business where the contracts include an open market option.
**Following the disposal of Prudential�s 25 per cent interest in PruProtect and PruHealth in November 2014, the 2014
and 2013 comparatives have been adjusted to show the premiums of those businesses separately.

***Discontinued from April 2012.
Direct and Partnerships

Direct distribution channels include the telephone, mail and internet, and focus on annuities, investments and
protection products. Prudential UK&E�s direct advice

(10) Source: ABI
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service, Prudential Financial Planning (PFP), focuses primarily on the financial planning needs of our existing direct
customer base. At the end of 2015, its fourth year of trading, adviser partner numbers had reached 250, assets under
advice were c£2.9bn and clients under advice were c41,000.

Partnerships are primarily arrangements with other insurers whereby we offer our annuity products to their vesting
pension customers.

Intermediaries

Strong growth in sales through our intermediary channel reflected the strength of our PruFund proposition and our
relationships with key intermediary firms. Increased sales of with-profits bonds, individual pensions and income
drawdown outweighed the impact of the slow down in the annuities market. With-profits bond sales through
intermediaries grew by 13 per cent, largely due to our PruFund bond proposition, where our track record of
investment performance differentiates us from our competitors. The value of UK invested assets on platforms
continues to increase, and we are seeking to develop new solutions to target this opportunity.

Wholesale

Our approach to bulk transactions in the UK will continue to be one of selective participation, where we can bring
both significant value to our customers and meet our shareholder return requirements. Our bulk annuity buy-in
insurance agreements generated £1,508 million of new business premiums, which included four significant deals.
Through our longstanding presence in this segment of the life and pensions market, we have developed considerable
longevity experience, operational scale and a solid investment track record, which together represent expertise and
capabilities that are increasingly in demand. Whilst our approach to bulk transactions remains selective, the financial
resource requirement to write annuity business increases under Solvency II means that we can expect the market for
this business to evolve over time and we will be monitoring the situation.

Long-term Products

Prudential�s long-term products in the United Kingdom consist of life insurance, pension products and pensions
annuities. The following table shows Prudential UK&E�s new business insurance and investment premiums by product
line for the periods indicated. New business premiums include deposits for policies with limited or no life
contingencies. Prudential UK&E also distributes life insurance products, primarily investment bonds, in other
European countries and has started up a business in Poland which primarily sells with-profits savings and protection
products. The volume of such business is relatively small and is included in the table below.

Year Ended 31 December £m
2015 2014 2013

Individual annuities 565 1,065 2,077
Bonds 3,327 2,934 2,188
Corporate Pensions 310 230 281
Individual Pensions 1,217 530 319
Income drawdown 1,024 352 146
PruFund ISA* 669 - -
Other products 22 26 28
Wholesale 1,508 1,710 276
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Total New business premiums (excluding PruHealth and PruProtect businesses) 8,642 6,847 5,315
PruHealth and PruProtect businesses** - 23 26
Total new business premiums 8,642 6,870 5,341
* The PruFund range of investments was launched within an ISA wrapper in February 2015
** Following the disposal of Prudential�s 25 per cent interest share in PruProtect and PruHealth in November 2014,

the 2014 and 2013 comparatives have been have been adjusted to show the premiums of those businesses
separately.

Of the total new business premiums of £8,642 million (2014: £6,847 million; 2013: £5,315 million), £8,463 million
(2014: £6,681 million; 2013: £5,129 million) were for single premiums and £179 million (2014: £166 million; 2013:
£186 million) were for regular premiums.
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Pension Annuities (including Wholesale)

Prudential UK&E offers individual conventional immediate annuities that are either fixed or retail price indexed
(referred to as �RPI�), where annuity payments are guaranteed from the outset, or with-profits annuities, where annuity
payments are variable dependent on the investment performance of underlying assets but with an income floor.

A total of £565 million of individual annuities were sold in 2015. Of this total, £396 million was sold through internal
vesting, that is existing Prudential UK&E customers with maturing pension policies. The other £169 million were sold
to new customers, typically individuals with a pension maturing with another provider who chose Prudential UK&E to
provide their annuity. Prudential UK&E�s immediate annuity products provide guaranteed income for a specified time,
usually the life of the policyholder, in exchange for a lump sum capital payment. No surrender value is available under
any of these products. The primary risks to Prudential UK&E from immediate annuity products are mortality
improvements and credit risk.

Conventional Annuities

Prudential UK&E�s conventional annuities include level (non-increasing), fixed increase and RPI annuities. Prudential
UK&E�s fixed increase annuities incorporate automatic increases in annuity payments by fixed amounts over the
policyholder�s life. The RPI annuities provide for a regular annuity payment to which an additional amount is added
periodically based on the increase in the UK Retail Prices Index. In 2015, sales of RPI annuities were £893 million
(including £887 million of bulk annuities). In 2015, sales of level and fixed increase conventional annuities amounted
to £1,073 million (including £621 million of bulk annuities). The total sales of individual conventional annuities
excluding the wholesale bulk annuities were £458 million.

With-profits Annuities

Prudential UK&E�s with-profits annuities combine the income features of annuity products with the investment
smoothing features of with-profits products and enable policyholders to obtain equity-type returns over time. In 2009,
Prudential UK&E launched the Income Choice Annuity, which allows customers to choose an income between a
defined maximum and minimum level, with the option of re-setting this every year. It also provides an opportunity for
pension income to grow based on the returns of the with-profits fund. Through this product, Prudential UK&E brings
its product development strengths to bear while also capitalising on people�s need for protection from inflation through
increasingly long periods of retirement.

Prudential is one of only a few companies in the United Kingdom which are active in the with-profits annuities market
and has been operating in this market since 1991. In 2015, Prudential UK&E�s premiums for this business were £107
million.

Pension Products

Prudential UK&E provides both corporate and individual pension products. Pension products are tax advantaged
long-term savings products that comply with rules established by the HM Revenue and Customs (�HMRC�) and are
designed to supplement state provided pensions.

These products provide policyholders with a number of options at retirement. From age 55 onwards, policyholders
may elect to use part or all of their maturity benefits to purchase a pension annuity, they may choose to draw-down
funds without purchasing an annuity, they may delay taking any benefits, take cash or take a combination of these
options. They are also permitted to take a portion as a tax-free lump sum.
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For products with drawdown features, the investment risk remains with the policyholder, payments are not
guaranteed, and tend to cost more to administer. In the past, this has meant that the option to drawdown tended to
apply mainly to more sophisticated policyholders and to larger retirement funds. The changes in the rules governing
access to pension savings mean that consumers now have more choice and flexibility in how they access their
retirement income.However, draw-downs from pension savings that are greater than the tax-free lump sum remain
taxable at the individual�s marginal tax rate.

Many of the pension products Prudential UK&E offers are with-profits products or offer the option to have all or part
of the contributions allocated to a with-profits fund. Where funds invested in the with-profits fund are

38

Edgar Filing: PRUDENTIAL PLC - Form 20-F

Table of Contents 80



Table of Contents

withdrawn prior to the pension date specified by the policyholder, Prudential UK&E may apply a market value
adjustment to the amount paid out. The remaining pension products are non-participating products, which include
unit-linked products.

Corporate Pensions

There are two categories of corporate pension products: defined benefit and defined contribution. Prudential UK&E
has an established defined benefit plan client base covering the small to medium sized employer market. Prudential
UK&E�s defined contribution client base ranges from small unlisted companies to some of the largest companies in the
United Kingdom as well as a number of clients in the public sector (in particular where Prudential UK&E offers the
Additional Voluntary Contribution (�AVC�) facility). Additional Voluntary Contribution plans enable employees to
make additional pension contributions, either regularly or as a lump sum, to supplement their occupational pension
plans. Prudential UK&E administers corporate pensions for over 600,000 scheme members sponsored by some of the
UK�s largest employers and has also built a very strong position in the provision of with-profits AVC arrangements.
Prudential UK&E provides AVCs to 73 of the 101 Local Government Authorities in the UK.

Defined benefit plans and products have previously dominated the corporate pensions market in terms of funds under
management. In recent years, however, most new plans established have been defined contribution products. In
addition, there is an increasing trend among companies to close defined benefit plans to new members or to convert
existing schemes from defined benefit to defined contribution in order to stabilise or reduce potential pension
liabilities.

Prudential UK&E offers group unit-linked policies and with-profits policies to the corporate pensions market.
Prudential UK&E�s defined contribution products are AVC plans, Group Money Purchase plans, Group Personal
Pension plans, Group Stakeholder Pension plans and Executive Pension plans.

In addition, Prudential UK&E has a Company Pension Transfer Plan (or �Bulk S32�), designed to accept benefits from
both defined benefit and defined contribution pension schemes which are winding up (ceasing to exist or being
replaced by a new type of scheme). Prudential UK&E also has the facility to accept enhanced transfers from deferred
members of a corporate�s defined benefit pensions scheme into Prudential UK&E Personal Pension plan where the
member has received advice from an independent financial adviser (often called an enhanced transfer value exercise).

From 2012, individuals who are not already in a pension scheme, who are over 21 and below retirement age and
whose earnings are over a minimum amount have had to be automatically enrolled in a pension scheme by their
employer, who will be required to make contributions. These requirements were applied first to larger employers and
are being rolled out gradually to medium sized and smaller employers.

Individual Pensions

Prudential UK&E�s individual pension range offers unit-linked and unitised with-profits products, including products
that meet the criteria of the UK government�s stakeholder pension program.

The stakeholder pension is intended for individuals earning enough to be able to afford to make contributions to a
pension but who are not currently doing so. The introduction of stakeholder pensions has had implications for, among
other things, how Prudential UK&E designs, administers and charges for and distributes pension products. The most
significant requirements involve capped charges and a low minimum contribution which must be accepted by the
provider. The UK government has capped charges at 1.5 per cent per annum of the policyholder account balance for
stakeholder pensions for the first ten years, decreasing to 1 per cent thereafter, which is below the charges on personal
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pension products previously offered by the UK pensions industry.

Bonds

Onshore Bonds

Prudential UK&E offers customers a range of investment funds to meet different risk and reward objectives.
Prudential UK&E�s main onshore bond product wrapper is the Prudential Investment Plan (�PIP�). Through this plan,
based on a single premium with no fixed term, customers have the option to invest in the with-profits fund through
PruFund or in a range of unit-linked investment funds.
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PIP also gives financial advisers the opportunity to choose from different external fund management groups and the
flexibility to make changes to portfolio and asset allocation over time. In 2015, sales of the unit-linked option within
on-shore bond wrappers, including PIP were £184 million.

Prudential Dynamic Portfolios, launched in 2010, offer advisers a choice of portfolio options to match a client�s
risk/reward profile as an alternative to building an individual portfolio.

Prudential UK&E offers a unitised and smoothed with-profits investment fund entitled PruFund, which is designed to
provide increased transparency and smoothed investment returns to the customer with a choice of Cautious, Growth or
risk-managed funds. PruFund also offers clients an optional guarantee on the initial investment in either the Cautious
or Growth funds with a term from six to eight years depending on the client�s requirements. PruFund is available
across Prudential UK&E�s range of tax wrappers including individual pensions, income drawdown, ISA and onshore
and offshore bonds. In 2015, total new business premiums attributable to PruFund, including new business through
PIP, was £2,164 million.

With-profits bonds aim to provide capital growth over the medium to long term, and access to a range of investment
sectors without the costs and risks associated with direct investment into these sectors. Capital growth for the
policyholder on with-profits bonds apart from PruFund is achieved by the addition of reversionary or annual bonuses,
which are credited to the bond on a daily basis from investment returns achieved within PAC�s long-term with-profits
fund, offset by charges and expenses incurred in the fund. A final bonus may also be added when the bond is
surrendered. The PruFund return to policyholders is based on a published expected growth rate, updated quarterly,
which aims to deliver more stable growth. In contrast the capital return on unit-linked bonds directly reflects the
movement in the value of the assets underlying those funds. When funds invested in PAC�s long-term with-profits fund
are either fully or partially withdrawn, PAC may apply a market value adjustment to the amount paid out.

The sales growth across Prudential UK&E�s with-profits range has been achieved on the back of sustained strong
investment performance in its Life Fund over a number of years, reflecting the benefits of its diversified investment
policy. Prudential believes that this market will continue to see further growth as investors turn to trusted and
financially strong brands and products offering an element of capital protection.

Offshore Bonds

Prudential UK&E�s offshore bond products are the Prudential International Investment Bond and the Prudential
International Investment Portfolio offering clients access to a wide range of quoted UK investments. Prudential
UK&E�s offshore bond sales grew by 22 per cent to £753 million in 2015.

Other Products

Other products include income drawdown, PruFund ISA, life insurance and equity release mortgages.

Income Drawdown

Income drawdown products have historically provided a �bridge� between pensions and annuities, allowing customers
to access pension savings from age 55, subject to certain limits. These products help customers manage their pensions
through the various stages of retirement, and also offer flexibility while providing potential for capital growth. Prior to
the pension reforms announced in the 2014 UK Budget, the market had seen good growth, reflecting an increasingly
sophisticated consumer population and the rising incidence of second careers and semi-retirement as a result of
increasing longevity. This growth accelerated in the interim period created by the Budget 2014 announcement before
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the introduction of pension reforms in April 2015 and has continued into 2015 where Prudential UK&E sold £1,024
million of income drawdown products. Income drawdown has proved popular with customers seeking greater
flexibility than that offered by a traditional annuity product, but preferring to draw funds gradually rather than
withdrawing all of their savings as cash. Depending on the size of their pension pot and the individual�s tax position, it
may also be more tax efficient for a customer to invest in a drawdown product rather than to take cash.

In December 2014 we launched a new Flexible Drawdown product ahead of the introduction of the April 2015
pension reforms. This product allows customers to access income drawdown without limits from April 2015, and is
suited to customers who want more choice over how they use their retirement savings for income.
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In October 2015 Prudential UK&E launched a Pension Choices Plan product which increases the choice available to
our existing customers allowing them to exercise their pensions freedoms by having direct access to their pension
fund, where they are comfortable making that decision, without the help of a financial adviser. The new product is a
pension and income drawdown product giving customers access to four risk managed funds in our popular PruFund
range, a choice of four funds from the risk-rated Dynamic Portfolios range, as well as a cash fund.

PruFund ISA

On 26 February 2015 Prudential UK&E added the PruFund range of investment funds to the Prudential ISA to offer
clients a level of smoothing in the current volatile market within a tax efficient wrapper. Sales in 2015 were £669
million.

Life Insurance Products

Prudential�s UK life insurance products are predominantly pure protection (term) products, and include the PruProtect
product previously sold through an associate company. On 14 November 2014 Prudential sold its remaining 25 per
cent share in PruProtect to Discovery and no further sales are included after that date. PAC continues to write
PruProtect business under a �white labelling� agreement but has no economic interest in the business written.

Equity Release Mortgage

In November 2009, Prudential UK&E closed its equity release operation to new business. Existing customers may,
however, still draw down additional funds, subject to their overall borrowing limits.

Reserves

In the United Kingdom, a life insurance company�s reserve and other requirements are determined by its Board, with
advice from its Actuarial Function Holder (under the Solvency I regime), subject to minimum reserve requirements.
These minimum reserve requirements are established by the rules and guidance of the PRA.

Under the Solvency I regime, the reserves are published in annual returns to the PRA. Under IFRS reporting, applying
the modified statutory basis of reporting as grandfathered upon the adoption of IFRS in 2005, similar provisions are
included with limited adjustments. The Actuarial Function Holder must pay due regard to the fair treatment of
policyholders in making recommendations to the company�s board. The Actuarial Function Holder is required to report
directly to the PRA any serious concerns regarding the company�s ability to treat its customers fairly.

Prudential UK&E�s regulatory reserving for with-profits products, as required by UK regulation, takes into account
annual bonuses/annual interest credited to policyholders because these are �attached� to the policies and are guaranteed.
Realistic reserves are also calculated for with-profits products under UK regulation. These include an allowance for
final bonuses based on the asset share or a prospective valuation of the policies and the cost of guarantees, smoothing
and enhancements.

Prudential UK&E reserves for unit-linked products on the basis of the value of the unit fund and additional reserves
are held for expenses and mortality where this is required by the contract design.

As well as the reserves, under Solvency I, the company�s assets must also cover other capital requirements set out in
the PRA Prudential Sourcebook. These comprise a with-profits insurance capital component, which is a measure of
the difference in the surplus assets on regulatory and realistic bases; a resilience capital requirement for entities other
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than PAC, which makes prudent allowance for potential future adverse movements in investment values; and the
long-term insurance capital requirement, which must be held by all EU insurance companies. See �Financial Strength
of PAC�s With-Profits Fund� for further information on solvency.

Financial strength of PAC�s with-profits fund

The PAC�s with-profits fund is supported by a large inherited estate, with the free assets of the with-profits fund valued
at approximately £7.7 billion (as at 31 December 2015 as estimated at 8 March 2016 and included in the consolidated
financial statements), on a Solvency I regulatory realistic basis. This provides the working capital required to support
the fund for the long-term benefit of current and future policyholders. The strength of the with-profits fund offers
strong policyholder protection and assists in generating positive returns for both policyholders and shareholders.
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The table below shows the change in the investment mix of PAC�s main with-profits fund:

2015 % 2014 % 2013 %
UK equities 20 19 19
International equities 29 24 17
Property 16 16 14
Fixed Interest 29 34 41
Cash and other asset classes 6 7 9
Total 100 100 100
The with-profits sub-fund earned a return of 3.6 per cent before tax in 2015 on investments covering policyholder
liabilities. The with-profits sub-fund has delivered investment returns of 80.8 per cent over 10 years for policyholder
asset shares in the fund, compared with the FTSE All-share index (total return) of 71.8 per cent over the same period
(figures are to 31 December 2015, before tax and charges).

From 1 January 2016 available capital will be measured on a Solvency II basis following the European Union�s
Solvency II Directive coming into effect. The PAC with-profits fund remained well-capitalised with an estate value,
representing Solvency II own funds, estimated at £7.6 billion covering its solvency capital requirement approximately
1.75 times. The reconciling items from the Solvency I basis to Solvency II mainly reflect the risk margin net of
transitionals, with other items including differences in the definition of the risk-free rate and the matching adjustment
impact for non-profit annuity liabilities within the with-profits funds.

Shareholders� Interests in Prudential UK&E�s Long-term Insurance Business

In common with other UK long-term insurance companies, Prudential UK&E�s products are structured as either
with-profits products or non-participating (including unit-linked) products. With-profits policies are supported by a
with-profits fund. Prudential UK&E�s primary with-profits fund is part of PAC�s long-term fund. For statutory and
management purposes, PAC�s long-term fund consists of a number of sub-funds in which shareholders and
policyholders have varying interests.

With-profits Products

With-profits products provide an equity-type return to policyholders through bonuses that are �smoothed�. There are
two types of bonuses: �annual� and �final�. Annual bonuses, often referred to as reversionary bonuses, are declared once a
year and, once credited, are guaranteed in accordance with the terms of the particular product. Unlike annual bonuses,
final bonuses are only guaranteed until the next bonus declaration. Final bonuses are only credited on a product�s
maturity or surrender or on the death of the policyholder. Final bonuses can represent a substantial portion of the
ultimate return to policyholders.

With-profits products provide benefits that are generally either the value of the premiums paid, less charges and fees
and with the addition of declared bonuses, or the guaranteed death benefit with the addition of declared bonuses.
Smoothing of investment returns is an important feature of with-profits products. It is designed to reduce the impact of
fluctuations in investment return from year to year and is accomplished predominantly through the level of final
bonuses declared.

The return to Prudential�s shareholders in respect of with-profits business Prudential UK&E writes is an amount equal
to up to one-ninth of the value of the bonuses Prudential UK&E credits or declares to policyholders in that year.
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Prudential UK&E has a large block of in-force with-profits business with varying maturity dates that generates a
relatively stable stream of shareholder profits from year to year.

PAC�s board of directors, with the advice of its Actuarial Function Holder (Chief Actuary from 1 January 2016) and its
With-Profits Actuary, determines the amount of annual and final bonuses to be declared each year on each group of
contracts.

When determining policy payouts, including final bonuses, PAC follows an actuarial practice of considering �asset
shares� for specimen policies. Asset shares broadly reflect the value of premiums paid in respect of a policy
accumulated at the investment return on the assets PAC notionally attributes to the policy. In calculating asset shares,
PAC takes into account the following items:

� the cost of mortality risk and other guarantees (where applicable);
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� the effect of taxation;
� management expenses, charges and commissions;
� the proportion of the amount determined to be distributable to shareholders; and
� the surplus arising from surrenders, non-participating business included in the with-profits fund and other

miscellaneous sources.
However, Prudential UK&E does not take into account the surplus assets of the long-term fund, or investment return
earned on them, in calculating asset shares. The determination of final bonuses takes into account asset shares, as well
as the need to smooth claim values and payments from year to year, competitive considerations and the desire to treat
customers fairly.

Prudential UK&E is required by UK law and regulation to consider the fair treatment of its customers in setting bonus
levels. The concept of treating customers fairly is established by statute but is not defined. In practice, it provides one
of the guiding principles for decision making in respect of with-profits products.

The overall return to policyholders is an important competitive measure for attracting new business. The ability to
declare competitive bonuses depends, in part, on the financial strength of PAC�s long-term fund, enabling it to
maintain high levels of investment in equities and real estate, if it wishes to do so. Equities and real estate have
historically over the long-term provided a return in excess of fixed interest securities.

In 2015, PAC declared a total surplus of £2,208 million (2014: £2,012 million) from PAC�s primary with-profits
sub-fund, of which £1,994 million (2014: £1,812 million) was added to with-profits policies and £214 million
(2014: £200 million) was distributed to shareholders. These amounts included annual bonus rates of 1.75 per cent for
Prudence Bond and 1.75 per cent for personal pensions.

The closed Scottish Amicable Insurance Fund (�SAIF�) declared total bonuses in 2015 of £358 million compared to
£362 million in 2014. Shareholders have no interest in profits from the SAIF fund, although they are entitled to the
investment management fees paid by this business. For greater detail on the SAIF fund, see �The SAIF sub-fund� below.

Surplus Assets in PAC�s Long-term With-profits Fund

The assets of the main with-profits sub-fund within the long-term fund of PAC comprise the amounts that it expects to
pay out to meet its obligations to existing policyholders and an additional amount used as working capital. The
amount payable over time to policyholders from the with-profits sub-fund is equal to the policyholders� accumulated
asset shares plus any additional payments that may be required by way of smoothing or to meet guarantees. The
balance of the assets of the with-profits sub-fund is called the �inherited estate� and has accumulated over many years
from various sources.

The inherited estate, as working capital, enables Prudential UK&E to support with-profits business by providing the
benefits associated with smoothing and guarantees, by providing investment flexibility for the fund�s assets, by
meeting the regulatory capital requirements that demonstrate solvency and by absorbing the costs of significant events
or fundamental changes in its long-term business without affecting the bonus and investment policies. The size of the
inherited estate fluctuates from year to year depending on the investment return and the extent to which it has been
required to meet smoothing costs, guarantees and other events.

Depletion of Surplus Assets and Shareholders� Contingencies

As a proprietary insurance company, PAC is liable to meet its obligations to policyholders even if the assets of the
long-term funds are insufficient to do so. The assets, represented by the unallocated surplus of with-profits funds, in
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excess of amounts expected to be paid for future terminal bonuses and related shareholder transfers (�the excess assets�)
in the long-term funds could be materially depleted over time by, for example, a significant or sustained equity market
downturn, costs of significant fundamental strategic change or a material increase in the pension mis-selling provision.
In the unlikely circumstance that the depletion of the excess assets within the long-term fund was such that the Group�s
ability to satisfy policyholders� reasonable expectations was adversely affected, it might become necessary to restrict
the annual distribution to shareholders or to contribute shareholders� funds to the long-term funds to provide financial
support.
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In 1998, Prudential stated that deducting personal pensions mis-selling costs from the inherited estate of the
with-profits sub-fund would not impact its bonus or investment policy and it gave an assurance that if this unlikely
event were to occur, it would make available support to the fund from shareholder resources for as long as the
situation continued, so as to ensure that policyholders were not disadvantaged. The assurance was designed to protect
both existing policyholders at the date it was announced, and policyholders who subsequently purchased policies
while the pension mis-selling review was continuing.

This review was completed on 30 June 2002. The assurance will continue to apply to any policy in force at
31 December 2003, both for premiums paid before 1 January 2004, and for subsequent regular premiums (including
future fixed, retail price index or salary related increases and Department of Work and Pensions rebate business). The
assurance has not applied to new business issued since 1 January 2004. New business in this context consists of new
policies, new members to existing pension schemes plus regular and single premium top-ups, transfers and switches to
existing arrangements. The maximum amount of capital support available under the terms of the assurance will reduce
over time.

The bonus and investment policy for each type of with-profits policy is the same irrespective of whether or not the
assurance applies. Hence removal of the assurance for new business has had no impact on policyholder returns.

Prudential and PAC have put in place intra-group arrangements to formalise circumstances in which capital support
would be made available by Prudential (including in the scenarios referred to in pension mis-selling review above).
While Prudential considers it unlikely that such support will be required, the arrangements are intended to provide
additional comfort to PAC and its policyholders.

In addition, Prudential has put in place intra-group arrangements to formalise undertakings by Prudential to the
regulators of the Hong Kong subsidiaries, which from 1 January 2014, contain the domesticated branch business from
PAC regarding their solvency levels. In addition, the scheme of transfer of the Hong Kong branch includes short-term
support arrangements between Prudential and PAC to underpin similar arrangements between PAC and the newly
domesticated business. It is considered unlikely that support will need to be provided under these arrangements.

The SAIF Sub-fund

The SAIF sub-fund is a ring-fenced sub-fund of PAC�s long-term fund and was formed following the acquisition of the
mutual Scottish Amicable Life Assurance Society in 1997. No new business may be written in SAIF, although regular
premiums are still being paid on policies in-force at the time of the acquisition and �top-ups� are permitted on these
policies.

This fund is solely for the benefit of those Scottish Amicable Life Assurance Society policyholders whose policies
were transferred to SAIF. Shareholders have no interest in the profits of this fund, although they are entitled to the
investment management fees paid on this business. The brand name and rights to profit on new business were
transferred to a new PAC subsidiary, Scottish Amicable Life plc, which operated for the benefit of shareholders.

SAIF with-profits policies contain minimum levels of guaranteed benefit to policyholders. In addition, as mentioned
below, certain pensions products have guaranteed annuity rates at retirement. Should the assets of SAIF be inadequate
to meet the guaranteed benefit obligations of the policyholders of SAIF, the PAC long-term fund would be liable to
cover any such deficiency in the first instance.

Non-participating Business
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The majority of Prudential branded non-participating business is written in the non-profit sub-fund of PAC�s long-term
fund or in subsidiaries owned by PAC. Since mid-2004, Prudential UK&E has written the majority of its new
non-profit annuity business through Prudential Retirement Income limited (�PRIL�), from which the profits are
attributed solely to shareholders. Prior to that time, certain non-profit annuity business was written through Prudential
Annuities Limited (�PAL�), which is wholly owned by PAC�s with-profits fund. The profits on this business are
attributable to the fund and not to shareholders, although indirectly shareholders get one-ninth of additional amounts
paid to policyholders of the with-profits fund through the declaration of bonuses.

The unit-linked business written by PAC and Prudential International Assurance is written with capital provided by
shareholders.
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Guaranteed Annuities

Prudential used to sell guaranteed annuity products in the United Kingdom and held a technical provision of
£47 million as at 31 December 2015, within the main with-profits fund to honour guarantees on these products. PAC�s
main exposure to guaranteed annuities in the United Kingdom is through SAIF and a provision of £412 million was
held in SAIF as at 31 December 2015, to honour the guarantees. As SAIF is a separate sub-fund of PAC�s long-term
business fund, wholly attributable to the policyholders of the fund, the movement in this provision has no impact on
shareholders.

M&G

M&G is the UK and European fund manager of the Prudential Group with responsibility for investments on behalf of
both internal and external clients. It manages the investments of individuals, institutions and the UK policyholders of
Prudential funds.

M&G has been managing money on behalf of third-party investors for more than 80 years. We believe our active
approach to investment � selecting investments on a conviction basis rather than following a market index�produces
superior returns for our customers over the longer term. We offer our customers the ability to invest in a diverse range
of assets: not only equities and fixed income but also unlisted investments such as property, direct lending,
infrastructure and private equity. M&G is one of the UK�s largest real estate investors, with a property portfolio of
£23.4 billion at 31 December 2015, and is the third largest private debt lender in the world.

M&G operates a range of UK-domiciled retail funds which are now distributed in 15 markets across Europe and Asia.
At the end of 2015 clients outside the UK account for 41 per cent of our retail assets under management.

In the institutional market, M&G provides a range of strategies that help pension funds, sovereign wealth funds and
other large institutional investors match liabilities and achieve growth targets. Some of these strategies were
developed originally for Prudential�s insurance funds.

The European asset management market is the second-largest in the world with net assets of �12.6 trillion(11). Demand
for asset management services is expected to continue to grow as governments and employers increasingly pass the
responsibility for retirement planning and other long-term savings to individuals. Asset managers with records of
strong investment returns and a high-level of client service are in a good position to attract flows of new money.

The UK asset management industry, M&G�s core market, is the second-largest national market in the world with
£870.7 billion(12) of assets and is a global centre of excellence for investment management and a major source of
long-term funding for the UK economy.

The global economy in 2015 was dominated by three factors: fears of an economic slowdown in China, which led to
the Chinese stock market crash in August; the continued decline in global commodity prices; and a strong US dollar.
While commodity-exporting emerging markets and currencies suffered during 2015, the US dollar strengthened in
anticipation of a rise in the federal funds rate, further bolstered by investors seeking a safe haven during heightened
geopolitical tensions. Despite signs of economic recovery in developed countries, 2015 saw heightened market
volatility across most asset classes and regions.

In Europe, investors shifted away from fixed income and equities towards mixed asset funds and cash, accompanied
by a significant increase in funds flowing to exchange traded funds. Net sales of UK domiciled mutual funds were
£17.0 billion(12) during 2015, with annual net outflows of £4.7 billion from the fixed income asset class by itself,
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although property and money market funds held up well.

Retail fund markets are highly fragmented, with no single company dominating. This reflects the competitive nature
of the business and the multiplicity of providers.

(11) Based on data as at Q4 2015. European Fund & Asset Management Association (published on 22 February 2016).
(12) Source: Investment Association, 31 December 2015.
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Retail clients favour pooled funds such as open-ended investment companies which they buy directly from M&G or
more typically through an intermediary such as an independent financial adviser or discretionary fund manager. By
total UK assets under management, M&G is the second largest retail fund manager with £35.7 billion of assets under
management, equivalent to a market share of 6.8 per cent(12). In Europe, where M&G has distributed funds since
2002, it has over £23.5 billion of assets under management and a market share of 0.4 per cent(13).

Institutional clients require investment strategies that help them meet future outgoings, from a pension scheme making
payments to retired employees to a sovereign wealth fund that finances schools, transport and other infrastructure
developments. M&G�s ability to design and commercialise investment strategies for such clients is founded on the
quality of its people and their acknowledged expertise in the world�s credit and real estate markets.

Many of the innovative strategies developed for today�s institutional clients consist of investing in long-term, illiquid
investments�from infrastructure and housing to solar parks and corporate lending. Such investments often require a
client to sign up for multiple years, creating long-term stability and security in the yields received by the client and the
fees received by M&G.

M&G�s institutional fixed income clients include some of the UK�s largest pension funds, 51 UK local-authority
pension schemes and a number of sovereign wealth funds. M&G Real Estate is one of the world�s largest international
property investors enabling clients to access a wide range of investment opportunities in real estate across all the
major sectors in the UK, Europe and Asia.

Our investment edge is our people. We employ more than 2,000 people operating from offices across Europe, Asia
and in South Africa. We take pride in attracting, developing and retaining people of the highest calibre. In return, they
are committed to working with us to meet the long-term needs of our customers.

Our investment teams are primarily based in our headquarters in London, where they benefit from the provision of
high quality support staff and investment infrastructure: from analysts and dealers to operations, risk and compliance.
Reflecting the need for local expertise in real estate, we also have specialist real estate teams in Paris, Frankfurt,
Luxembourg, Singapore, Seoul and Tokyo in addition to those in London.

A committed focus on long-term investment returns means that the interests of M&G and its customers are aligned,
whether clients are individual savers, institutional investors or the funds of Prudential�s insurance operations.

M&G has a strong investment brand, built over decades and based on a reputation for honesty, innovation and a
commitment to building long-term wealth for our investors. We aim to put our customers at the heart of everything we
do and seek to be a trusted partner for all of our clients.

M&G�s investment expertise spans all the principal asset classes�equities, fixed income, multi asset and real estate�so
that we can always offer investment solutions to our clients as market conditions and investor sentiment change.

Equities: Our fund managers have the freedom to develop their own investment approaches. Their main strength lies
in stock selection, focusing on fundamental company analysis. M&G�s size and standing enables our fund managers to
develop an effective dialogue with the management teams of the companies in which they invest.

Fixed Income: M&G is one of Europe�s largest fixed income investors. Our fund managers benefit from one of the
region�s largest and most experienced in-house credit research teams, whose knowledge covers the full range of fixed
income investment, from the management of sovereign debt and public corporate bond portfolios through to private
debt such as leveraged finance, real estate finance, direct lending and infrastructure. In a ranking of global private debt
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managers for 2015, M&G ranked third, with a book of over £20.7 billion(14).

(13) Lipper FMI FundFile, 31 December 2015, based on Europe ex. UK and International region. M&G data sourced
internally.

(14) Private Debt Investor figures based on amount of capital raised over the last 5 years for discrete private debt
strategies.
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Multi-asset: M&G�s Multi-Asset team, the Macro Investment Business, is responsible for the management of a range
of funds for retail investors and segregated accounts for institutional clients. The team applies a top-down �macro�
approach, with a strong valuation framework, which can be applied across markets and regions in many market
conditions.

Real Estate: M&G Real Estate is a leading global property investor and manager covering all major real estate
sectors including business space, retail and leisure, residential and alternatives sectors. We actively manage our assets,
drawing on our long heritage of expertise and knowledge and our extensive network of contacts. This approach
enables the business to identify and capitalise on attractive investment opportunities. We also have a track record of
identifying and exploiting real estate development opportunities and for the successful delivery of projects. M&G
concluded 2015 with £4.2 billion of global property transactions. This included £2.6 billion of acquisitions with an
average deal size of £56 million.

Since launching the UK�s first open-ended fund in 1931, we have brought a succession of new investment strategies to
the retail and institutional markets. In combination with this tradition of innovative investment thinking, M&G has a
proven ability to convert ideas into products that meet our clients� needs and attract significant fund flows. It is these
two qualities in combination that make M&G distinctive.

M&G saw healthy inflows to its ranges of retail multi-asset funds in 2015, as investors sought flexibility and stability
in times of low yields and economic and political uncertainty. During the year, M&G launched a third fund in its
popular European multi-asset range: the M&G Prudent Allocation Fund.

In the institutional market, pension funds, sovereign wealth funds and other large clients require stable, long term
cashflows that help meet their liabilities. Our reputation for innovation in the institutional market continues to grow,
with M&G at the forefront of a number of specialist fixed income markets, including leveraged finance and
infrastructure investment. The consistency of our institutional investment returns helped earn M&G the prestigious
2015 Financial News Institutional Asset Management Awards for Infrastructure Manager of the Year for our
infrastructure investment arm, Infracapital.

Diversification

M&G has pursued business diversification across:

� asset class: expertise across equities, fixed income, real estate and multi asset strategies;
� client type: retail customers and institutional clients including pension funds, sovereign wealth funds, and

Prudential�s own long-term insurance funds;
� investment strategy: over 60 pooled retail funds covering domestic, global and emerging market strategies, 14

of which have funds under management of over £1 billion, up from 13 in 2014. Institutional clients benefit
from a wide-range of pooled and/or segregated fixed income, equity and real estate strategies; and

� countries.
The following table shows funds managed by M&G at the dates indicated.

At 31 December £bn
                    2015                    2014                    2013
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Retail fund management 61 74 67
Institutional fund management 65 63 59
Internal fund management 120 127 118
Total 246 264 244
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Group Risk Framework

Risk Management

Introduction

The Group aims to help customers achieve their long term financial goals by providing and promoting a range of
products and services that meet customer needs, are easy to understand and deliver real value. We recognise that we
are implicitly committing to customers that we will maintain a healthy company, and are there to meet our long term
commitments to them.

From the shareholder�s perspective, we generate value by selectively taking exposures to risks that are adequately
rewarded and that can be appropriately quantified and managed. The Group�s approach is to retain risks where doing
so contributes to value creation, the Group is able to withstand the impact of an adverse outcome, and has the
necessary capabilities, expertise, processes and controls to manage appropriately the risk.

This section explains the main risks inherent in our business and how we manage those risks, with the aim of ensuring
we maintain an appropriate risk profile.

Principles and objective

(Unaudited)

Prudential defines �risk� as the uncertainty that Prudential faces in successfully implementing its strategies and
objectives. This includes all internal or external events, acts or omissions that have the potential to threaten the
success and survival of Prudential. As such, material risks will be retained only where this is consistent with the
Group�s risk appetite framework and its philosophy towards risk-taking.

Risk governance

(Unaudited)

The organisational structures, reporting relationships, delegation of authority, and roles and responsibilities that Group
Head Office and the business units establish to make decisions and control their activities on risk related matters form
the foundation of Prudential�s risk governance. Effective risk governance encompasses individuals, Group-wide
functions and committees involved in the management of risk.

Risk framework

(Unaudited)

The Group�s risk framework has been developed to monitor and manage the risk of the business at all levels and is
owned by the Board. The aggregate Group exposure to market, credit, insurance, liquidity and operational risks is
monitored and managed by the Group Risk function whose responsibility it is to seek to ensure the maintenance of an
adequate risk exposure and solvency position from the Group economic, regulatory and ratings perspectives.

Our Group Risk Framework requires that all our businesses and functions establish processes for identifying,
evaluating and managing the key risks faced by the Group and is based on the concept of the �three lines of defence�.
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These comprise risk taking and management, risk control and oversight, and independent assurance.
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The key risks inherent in the insurance and capital management operations of Prudential�s business:

Risks from our investments Risks from our products
Risks from our business
operations

Uncertainty around investment returns
can arise through credit risk via the
potential of defaults, and market risks
resulting from the volatility of asset
values as a result of fluctuations in equity
prices, interest rates, foreign exchange
and property prices. Liquidity risk is also
a key area of focus. Regular stress testing
is undertaken to ensure the Group is able
to generate sufficient cash resources to
meet financial obligations as they fall
due in business as usual and in stress
scenarios.

Insurance risk

The processes of determining the
price of our products and reporting
the results of our long-term business
operations require us to make a
number of assumptions.

In common with other life
insurers, the profitability of our
businesses depends on a mix of
factors including mortality and
morbidity levels and trends,
persistency, and claim inflation.

Operational risk

As a group we are dependent on
the successful processing of a
large number of transactions,
utilising various IT systems and
platforms across numerous and
diverse products.

We also operate under the
ever-evolving requirements set
out by different regulatory and
legal regimes (including tax), as
well as utilising a significant
number of third parties to
distribute products and to
support business operations; all
of which add to the complexity
of the operating model if not
properly managed.

Risk mitigation and hedging

(Unaudited)

We manage our risk profile according to our desired acceptance of risk. To do this, Group Head Office and the
business units maintain risk registers that include details of the risks identified and of the controls and mitigating
actions used in managing them. Our identified keys risks are set out in the table below.

Key Risks

Risk Type Risk Definition
Market Risk

The risk of loss for our business, or of adverse change in the financial
situation, resulting, directly or indirectly, from fluctuations in the level or
volatility of market prices of assets and liabilities.

Equity
Investment risk
Interest rates
Foreign exchange
Credit Risk The risk of loss for our business, or of adverse change in the financial

situation, resulting from fluctuations in the credit standing of issuers of
securities, counterparties and any debtors in the form of default or other
significant credit event (eg downgrade or spread widening).

Counterparty

Invested credit
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Insurance Risk The risk of loss for our business, or of adverse change in the value of
insurance liabilities, resulting from changes in the level, trend, or
volatility of a number of insurance risk drivers. This includes adverse
mortality, longevity, morbidity, persistency and claim inflation.

Mortality/Longevity
Morbidity/Health
Persistency
Medical expense inflation risk

Liquidity Risk
The risk of the Group being unable to generate sufficient cash resources
to meet financial obligations as they fall due in business as usual and
stress scenarios.

Operational Risk The risk of loss (or unintended gain/profit) arising from inadequate or
failed internal processes, or from personnel and systems, or from external
events (other than those external events covered under Business
Environment Risk).

Regulatory and legislative compliance
Third party management
IT and information (including
cybersecurity)
Business continuity

Business Environment Risk Exposure to forces in the external environment that could significantly
change the fundamentals that drive the business�s overall strategy

Strategic Risk
Ineffective, inefficient or inadequate senior management processes for
the development and implementation of business strategy in relation to
the business environment and the Group�s capabilities.
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The drivers of each of the key risks vary by business unit, and depend primarily on the value of locally held products.

Market Risk

Investment Risk

(Audited)

In Prudential UK, investment risk arising out of the assets in the with-profits fund impacts the shareholders� interest in
future transfers and is driven predominantly by equities in the fund as well as by other investments such as property
and bonds. The value of the future transfers is partially protected against equity falls by hedging conducted outside of
the fund. The fund�s large inherited estate�estimated at £7.6 billion (representing Solvency II own funds of the UK
with-profits funds) as at 31 December 2015 on a Solvency II basis�can absorb market fluctuations and protect the fund�s
solvency. The inherited estate is partially protected against falls in equity markets through an active hedging
programme within the fund.

In Asia, our shareholder exposure to equities arises from unit-linked products where revenue is linked to funds under
management and on its with-profits businesses where bonuses declared are broadly based on historical and current
rates of return on equity.

In Jackson, investment risk arises in relation to the assets backing the policies. In the case of �spread business�,
including fixed annuities, these assets are generally bonds and our shareholder exposure comes from the minimum
asset return required to be generated to meet the guaranteed rates of return offered to policyholders. For the variable
annuity business, these assets include equities as well as other assets such as bonds. In this case the impact on the
shareholder comes from the guarantees on return on investments embedded in variable annuity products. Shareholders�
exposure to these guarantees is mitigated through a hedging programme, as well as reinsurance. Further measures
have been undertaken including re-pricing initiatives and the introduction of variable annuities without guarantees.
Furthermore, it is our philosophy not to compete on price; rather, we seek to sell at a price sufficient to fund the cost
incurred to hedge or reinsure the risks and to achieve an acceptable return.

Jackson hedges the guarantees on its variable annuity book on an economic basis and, thus, accepts variability in its
accounting results in the short term in order to achieve the appropriate economic result. In particular, under
Prudential�s Group IFRS reporting, the measurement of the Jackson variable annuity guarantees is typically less
sensitive to market movements than the corresponding hedging derivatives, which are held at market value. However,
depending on the level of hedging conducted regarding a particular risk type, certain market movements can drive
volatility in the economic result which may be either more or less significant under IFRS reporting. The Jackson IFRS
shareholders� equity and US statutory capital are also sensitive to the effects of policyholder behaviour on the valuation
of guarantees.

Interest Rate Risk

(Audited)

Long-term rates remain close to historic lows. Products that we offer are sensitive to movements in interest rates. We
have already taken a number of actions to de-risk the in-force business as well as re-price and restructure new business
offerings in response to historically low interest rates. However, this remains an area of sensitivity and persistently
low rates may impact policyholders� savings patterns and behaviour.
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Interest rate risk arises in our UK business from the need to match cash flows for annuity payments with those from
investments; movements in interest rates may have an impact on profits where durations are not perfectly matched. As
a result, we aim to match the duration of assets and liabilities as closely as possible and the position is monitored
regularly. Under the European Union�s Solvency II Directive, additional interest rate exposure is created due to the
nature of the construction of this balance sheet, such as the inclusion of the risk margin. The UK business continually
assesses the need for any derivative overlays in managing this sensitivity. The with-profits business is exposed to
interest rate risk as a result of underlying guarantees. Such risk is largely borne by the with-profits fund but
shareholder support may be required in extremis.

In Asia, exposure to interest rate risk arises from the guarantees of some non-unit-linked investment products. This
exposure arises because it may not be possible to hold assets which will provide cash flows to match exactly those
relating to policyholder liabilities. While this residual asset/liability mismatch risk can be managed, it cannot be
eliminated.
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Jackson is exposed to interest rate risk in its fixed, fixed index and variable annuity books. Movements in interest rates
can influence the cost of guarantees in such products, in particular the cost of guarantees may increase when interest
rates fall.

Interest rate risk across the entire business is managed through the use of interest rate swaps, interest rate options and
hybrid options (options protecting against simultaneous decreases in equity values and interest rates).

Foreign Exchange Risk

(Audited)

We principally operate in Asia, the US and the UK. The geographical diversity of our businesses means that we are
inevitably subject to the risk of exchange rate fluctuations. Our operations in the US and Asia, which represent a
significant proportion of our operating profit and shareholders� funds, generally write policies and invest in assets
denominated in local currencies. Although this practice limits the effect of exchange rate fluctuations on local
operating results, it can lead to significant fluctuations in our consolidated financial statements when results are
expressed in UK Sterling.

We retain revenues locally to support the growth of our business and capital is held in the local currency of the
business to meet local regulatory and market requirements, accepting the accounting balance sheet translation risks
this can produce. However, in cases where a surplus arising in an overseas operation supports Group capital or where
a significant cash remittance is due from an overseas subsidiary to the Group, this exposure is hedged where we
believe it is economically optimal to do so. We do not have appetite for significant shareholder exposure to foreign
exchange risks in currencies outside the local territory. Where this arises, currency borrowings, swaps and other
derivatives are used to manage exposures.

Credit Risk

(Audited)

We invest in fixed income assets in order to match policyholder liabilities and enter into reinsurance and derivative
contracts to mitigate various types of risk. As a result, we are exposed to credit and counterparty credit risk across our
business. We employ a number of risk management tools to manage credit risk, including limits defined on an
issuer/counterparty basis as well as on average credit quality to seek to ensure the diversification of the portfolio and
have in place collateral arrangements in derivative transactions. The Group Credit Risk Committee oversees credit and
counterparty credit risk across the Group and conducts sector and/or name specific reviews as required. In particular,
in 2015 it has conducted sector reviews in the banking, commodities and energy sectors.

Debt and loan portfolio

(Audited)

Our UK business is primarily exposed to credit risk in the shareholder-backed portfolio, with fixed income assets of
£32.1 billion. Credit risk arising from a further £44.5 billion of fixed income assets is largely borne by the with-profits
fund, although in extremis shareholder support may be required should the with-profits fund become unable to meet
its liabilities.
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The debt portfolio of our Asia business totalled £28.3 billion at 31 December 2015. Of this, approximately 68 per cent
was in unit-linked and with-profits funds with minimal shareholder risk. The remaining 32 per cent is shareholder
exposure.

Credit risk arises in the general account of our US business, where £34.1 billion of fixed income assets back
shareholder liabilities including those arising from fixed annuities, fixed index annuities and life insurance.

The shareholder-owned debt and loan portfolio of the Group�s asset management operations of £2.2 billion as at
31 December 2015 is principally related to Prudential Capital operations. Prudential Capital generates revenue by
providing bridging finance, managing investments and operating a securities lending and cash management business
for the Prudential Group and our clients.

Certain sectors have seen specific pressure during 2015 and into early 2016. The Group�s credit exposure to the oil and
gas sector represents approximately 4 per cent or £3.1 billion of the shareholder credit portfolio. Prolonged, depressed
oil prices are expected to exert downward rating pressure within the sector, which is being monitored

51

Edgar Filing: PRUDENTIAL PLC - Form 20-F

Table of Contents 106



Table of Contents

closely through Group risk processes and the Group Credit Risk Committee. The Group�s credit exposure to the metal
and mining sector represents 1 per cent of the total shareholder debt portfolio (£78 billion). Similarly, this sector is
subject to ongoing monitoring and regular management information reporting to the Group�s risk committees.

Further details of the composition and quality of our debt portfolio, and exposure to loans, can be found in the IFRS
financial statements.

Group sovereign debt

(Audited)

Sovereign debt represented 17 per cent or £12.8 billion of the debt portfolio backing shareholder business at
31 December 2015 (31 December 2014: 15 per cent or £11.0 billion). 44 per cent of this was rated AAA and 94 per
cent investment grade (31 December 2014: 43 per cent AAA, 95 per cent investment grade). At 31 December 2015,
the Group�s shareholder-backed business�s holding in Eurozone sovereign debt(14a) was £546 million. 75 per cent of this
was AAA rated (31 December 2014: 82 per cent AAA rated). We do not have any sovereign debt exposure to Greece.

Bank debt exposure and Counterparty Credit Risk

(Audited)

Our bank exposure is a function of our core investment business, as well as of the hedging and other activities
undertaken to manage our various financial risks. Given the importance of our relationship with our banks, exposure
to the banking sector is a key focus of management information provided to the Group�s risk committees and the
Board.

The exposures held by the shareholder-backed business and with-profits funds in sovereign debt and bank debt
securities at 31 December 2015 are given in Note C3.3(f) of the Group�s IFRS financial statements.

Our exposure to derivative counterparty and reinsurance counterparty credit risk is managed using an array of risk
management tools, including a comprehensive system of limits.

Where appropriate, we reduce our exposure, purchase credit protection or make use of additional collateral
arrangements to control our levels of counterparty credit risk. At 31 December 2015, shareholders exposure to
corporate debt by rating and sector is shown below:

� 95 per cent of the Shareholder portfolio is investment grade rated. In particular, 67 per cent of the portfolio is
rated A- and above(14b).

� The Group�s Shareholder portfolio is well diversified: no individual sector makes up more than 10 per cent of
the total portfolio (excluding the financial and utilities sectors).

Insurance Risk

(Audited)

Insurance risk constitutes a sizeable proportion of the Group�s exposure; the profitability of our businesses depends on
a mix of factors including mortality and morbidity levels and trends, persistency, investment performance and claim
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Longevity risk (people�s propensity to live longer) is a significant contributor to our insurance risk exposure and is also
capital intensive under the Solvency II regime. One tool used to manage this risk is reinsurance. During 2015, we
completed deals on a number of tranches of bulk and retail annuity liabilities when terms were sufficiently attractive
and aligned with our risk management framework. The recently enhanced pensions freedoms in the UK have greatly
reduced the demand for retail annuities and further liberalisation is anticipated. However, given our significant UK
annuity portfolio, the assumptions that we make about future rates of mortality improvement will remain key to the
measurement of insurance liabilities and to the assessment of any subsequent reinsurance transactions.

We continue to conduct research into longevity risk using both experience from our annuity portfolio and industry
data. Although the general consensus in recent years is that people are living longer, there remains considerable
volatility in year-on-year longevity experience, which is why we need expert judgement in setting our longevity
assumptions.

(14a) Excludes Group�s proportionate share in joint ventures and unit-linked assets and holdings of consolidated unit
trust and similar funds.

(14b) In the Shareholder exposure by rating: 75 per cent of non-rated assets are internally rated, privately held loans.
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Morbidity risk is mitigated by appropriate underwriting when policies are issued and claims are received. Our
morbidity assumptions reflect our recent experience and expectation of future trends for each relevant line of business.

In Asia, a key assumption is the rate of medical inflation, typically in excess of general price inflation. This is the risk
that the expenses of medical treatment increase more than expected, so that the medical claim cost passed on to
Prudential is much higher. Medical expense inflation risk is best mitigated through retaining the right to re-price our
products each year and by having suitable overall claim limits within our policies, either limits per type of claim or in
aggregate across policies.

Our persistency assumptions similarly reflect recent experience for each relevant line of business, and future
expectations. Persistency risk is mitigated by appropriate training and sales processes and managed locally post-sale
through regular experience monitoring and the identification of common characteristics of poor persistency business.
Where appropriate, allowance is also made for the relationship�either assumed or historically observed�between
persistency and investment returns, and for the resulting additional risk. Modelling this �dynamic� policyholder
behaviour is particularly important when assessing the likely take-up rate of options embedded within product
features.

Liquidity Risk

(Audited)

The Group has significant internal sources of liquidity which are sufficient to meet all of its expected requirements,
for a period of at least 12 months from the date the financial statements are approved, without having to make use of
external funding. In aggregate the Group currently has £2.6 billion of undrawn committed facilities, expiring in 2020.
In addition, the Group has access to liquidity via the debt capital markets. We also have in place an unlimited
commercial paper programme and have maintained a consistent presence as an issuer in this market for the last
decade.

Liquidity uses and sources have been assessed at the Group and at a business unit level under base case and stressed
assumptions. The liquidity resources available and the subsequent Liquidity Coverage Ratio are regularly monitored
and are assessed to be sufficient.

Operational Risk

(Unaudited)

The Group does not actively seek to take operational risk to generate returns. Instead, it accepts a level of risk
whereby the controls in place should prevent material losses, but should also not excessively restrict business
activities. Direct and/or indirect financial losses are likely to arise if there is a failure to develop, implement and
monitor appropriate controls.

For each business unit, accountabilities for operational risk management and oversight are based on the principles of
the �three lines of defence� model of risk taking and management, risk control and oversight, and independent
assurance. The approach adopted is proportional to the size, nature and complexity of the business unit and the risks it
manages.

We have an operational risk management framework in place that facilitates both the qualitative and quantitative
analysis of operational risk exposures. The output of this framework, in particular management information on key
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operational risk and control assessments, scenario analysis, internal incidents and external incidents, is reported by the
business units and presented to the Group Operational Risk Committee.

This information also supports business decision-making and lessons-learned activities, the ongoing improvement of
the control environment, and determination of the adequacy of our corporate insurance programme.

Top Operational Risks

Key areas of focus within the operational risk framework are:

� the risk of non-compliance due to the momentum of regulatory change in both our developed and developing
markets, as well as recognising that Prudential�s designation as a Global Systemically Important Insurer which
requires the Group to comply with additional policy measures including enhanced Group-wide supervision;
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� the risk of improper, or mis-selling of Prudential products and the resulting risk of censure from local regulators;
� the risk of regulatory censure due to poor conduct or weaknesses in systems and controls;
� the risk of censure for money laundering, sanctions or anti-bribery and corruption failures;
� the risk that reliance on IT infrastructures which support core activities/processes of the business, could fail or

otherwise negatively impact business continuity and scalability needed to support the growth and changing needs
of the business;

� the risk of a significant failure of a third-party provider impacting critical services;
� the risk of trading, transacting or modelling errors having a material cost across Group;
� the risk of the Group failing to attract and retain quality senior managers and other key employees;
� the risk that key people, processes and systems are unable to operate (thus impacting the on-going operation of the

business) due to a significant unexpected external event occurring (e.g. a pandemic, terrorist attack, natural
disaster, political unrest); and

� the risk of losses resulting from damage to the firm�s reputation. This can be either real or perceived reputational
damage but which could nevertheless diminish the standing of the organisation in the eyes of key stakeholders
(e.g. customers, shareholders), destroy shareholder value, adversely impact revenues or result in significant costs
to rectify.

Cyber Security

Cyber security is an increasingly important risk facing the Group. The risk is that a member of the Group could be the
target of a cyber-related attack which could result in disruption to the key operations, make it difficult to recover
critical services, damage assets, and compromise data (both corporate and customer). This is a global issue which is
rising in prominence across the financial services industry. As a result of Prudential�s increasing market profile, the
growing interest by customers to interact with their insurance provider and asset manager through the internet and
social media, improved brand awareness and the classification of Prudential as a Global Systemically Important
Insurer, there is an increased likelihood of Prudential being considered a target by cyber criminals. A number of
industry, company-wide and local business unit-specific initiatives are underway in response to this risk.

Business environment and strategic risks

(Unaudited)

Global Regulatory and Political Risk

There are a number of on-going policy initiatives and regulatory developments that are having, and will continue to
have, an impact on the way Prudential is supervised. These include addressing Financial Conduct Authority reviews,
on-going engagement with the Prudential Regulation Authority and includes the work of the Financial Stability Board
and standard-setting institutions such as the International Association of Insurance Supervisors.

The International Association of Insurance Supervisors has various initiatives. On 18 July 2013, it published a
methodology for identifying Global Systemically Important Insurers, and a set of policy measures that will apply to
them, which the Financial Stability Board endorsed. Groups designated as a Global Systemically Important Insurer are
subject to additional regulatory requirements, including enhanced group-wide supervision, effective resolution
planning, development of a Systemic Risk Management Plan, a Recovery Plan and a Liquidity Risk Management
Plan. Prudential�s designation as a Global Systemically Important Insurer was reaffirmed on 3 November 2015.
Prudential is monitoring the development and potential impact of the policy measures and is continuing to engage
with the Prudential Regulation Authority on the implications of the policy measures and Prudential�s designation as a
Global Systemically Important Insurer.
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The Global Systemically Important Insurer regime also introduces two types of capital requirements. The first, a Basic
Capital Requirement, is designed to act as a minimum group capital requirement and the second, a Higher Loss
Absorption requirement reflects the drivers of the assessment of Global Systemically Important Insurer designation.
The International Association of Insurance Supervisors intends for these requirements to take effect from January
2019, but Global Systemically Important Insurers will be expected to report privately to their group-wide supervisors
in the interim.

The International Association of Insurance Supervisors is also developing a Common Framework (ComFrame) which
is focused on the supervision of large and complex Internationally Active Insurance Groups. ComFrame will establish
a set of common principles and standards designed to assist regulators in addressing risks that arise
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from insurance groups with operations in multiple jurisdictions. As part of this, work is underway to develop a global
Insurance Capital Standard that would apply to Internationally Active Insurance Groups. Once the development of the
Insurance Capital Standard has been concluded, it is intended to replace the Basic Capital Requirement as the
minimum group capital requirement for Global Systemically Important Insurers. Further consultations on the
Insurance Capital Standard are expected over the coming years and a version of the Insurance Capital Standard is
expected to be adopted as part of ComFrame in late 2019.

The International Association of Insurance Supervisors� Insurance Core Principles, which provide a globally accepted
framework for the supervision of the insurance sector and ComFrame evolution, are expected to create continued
development in both prudential and conduct regulations over the next two to three years, particularly in the emerging
markets of Asia.

The European Union�s Solvency II Directive came into effect on 1 January 2016. The European Commission will
review elements of the Solvency II legislation from 2016 onwards including a review of the Long Term Guarantee
measures by 1 January 2021.

Similar national and regional efforts to curb systemic risk and promote financial stability are also underway in certain
jurisdictions in which Prudential operates, including the Dodd-Frank Wall Street Reform and Consumer Protection
Act in the US, and other European Union legislation related to the financial services industry.

The UK Government has committed to holding a �remain/leave� referendum on EU membership which will be held on
23 June 2016. The possible withdrawal of the UK from the EU would have political, legal and economic ramifications
for both the UK and the EU, although these are expected to be more pronounced on the UK.

In the US, the implementation of the Department of Labor rules introducing new fiduciary obligations for distributors
of investment products to holders of regulated accounts has the potential to dramatically reshape the distribution of
retirement products. Jackson�s strong relationships with distributors, history of product innovation and efficient
operations should help mitigate any impacts.

Emerging Risks

(Unaudited)

Generally, emerging risks are qualitative in nature and are not amenable to modelling using statistical techniques. The
emerging risk identification process at Prudential seeks to leverage the expertise of the organisation through a
combination of top-down and bottom-up assessments of risks. Following two years of development, the emerging risk
identification process is now well-embedded across the Group.

The use of �brainstorming� sessions at various levels of the organisation is used as a central pillar of the emerging risk
identification process to identify, develop and challenge potential emerging risks. Input is also taken from external
speakers, forums and databases.

The Group has also sought to maintain contacts with industry experts and peers to benchmark and refine the emerging
risk management process. For example, Prudential has been a member of the Emerging Risk Initiative at the CRO
Forum for two years, and chaired this initiative for 2015.

Risk factors
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(Unaudited)

Our disclosures covering risk factors can be found in Item 3, �Key information�Risk Factors�.

Risk Management Cycle and Governance

Our Group Risk Framework requires that all our businesses and functions establish processes for identifying,
evaluating and managing the key risks faced by the Group. The framework is based on the concept of �three lines of
defence� comprising risk taking and management, risk control and oversight and independent assurance.

Risk identification

(Unaudited)

The Group�s risk profile is a robust assessment of the principal risks facing the Group, including those that would
threaten its business model, future performance, solvency or liquidity. The risk profile is a key output from the risk
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identification and risk measurement processes, and is used as a basis for setting Group-wide limits, management
information, assessment of solvency needs, and determining appropriate stress and scenario testing.

An annual �top-down� identification of our key risks assesses the risks that have the greatest potential to impact the
Group�s operating results and financial condition. The bottom up approach of risk identification is more granular and
refers to the processes by which the business units identify, assess and document risks, with the appropriate
coordination and challenge from the risk functions.

The Group Own Risk and Solvency Assessment Report pulls together the analysis performed by a number of risk and
capital management processes, which are embedded across the Group, and provides quantitative and qualitative
assessments of the Group�s risk profile, risk management and solvency needs on a forward looking basis. The scope of
the Group Own Risk and Solvency Assessment Report covers the full known risk universe of the Group.

Insurers are also required to undertake Reverse Stress Testing, which requires firms to work backwards from an
assumed point of business model failure, to identify the stress scenarios that could result in such adverse outcomes.
Each firm must then consider whether the likelihood of these scenarios, taking into account likely management
actions, is consistent with its risk appetite and, if not, must initiate actions to address any inconsistencies. The actions
considered form a part of our Recovery Plan.

Risk measurement and assessment

(Unaudited)

All identified risks are assessed based on an appropriate methodology for that risk. All quantifiable risks which are
material and mitigated by holding capital are modelled in the Group�s Internal Model, which is used to determine
capital requirements under the Solvency II Pillar 1 and economic capital bases. Governance arrangements are in place
to support the internal model. This includes independent validation and process and controls around model changes
and limitations.

Manage and control

(Unaudited)

The control procedures and systems established within the Group are designed to manage the risk of failing to meet
business objectives. This can of course only provide reasonable and not absolute assurance against material
misstatement or loss. They focus on aligning the levels of risk-taking with the achievement of business objectives.

The management and control of risks are set out in the Group risk policies. These risk policies define:

� the Group�s risk appetite in respect of material risks, and the framework under which the Group�s exposure to those
risks is limited;

� the processes to enable Group senior management to effect the measurement and management of the Group
material risk profile in a consistent and coherent way; and

� the flows of management information required to support the measurement and management of the Group material
risk profile and to meet the needs of external stakeholders.

Monitoring and reporting
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(Unaudited)

The management information received by the Group Risk Committees and the Board is tailored around the risks
identified in the annual �top-down� process, and also covers on-going developments in other key and emerging risks.

Risk Appetite and Limits

(Audited)

The extent to which the Group is willing to take risk in the pursuit of its objective to create shareholder value is
defined by a number of risk appetite statements, operationalised through measures such as limits, triggers and
indicators.
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Risk appetite has been set at a Group aggregate level and by risk type, and covers all risks to shareholders, including
those from participating and third party business. The qualitative statements are operationalised down to the local
business units through measures such as limits, triggers and indicators, and cover the most significant exposures to the
Group, particularly those that could impact the Group�s aggregate risk appetite metrics.

The Group Risk function is responsible for reviewing the scope and operation of these measures at least annually, to
determine that they remain relevant. On the recommendation of the Group Risk Committee, the Board approves all
changes made to the Group�s risk appetite framework.

We define and monitor aggregate risk limits based on financial and non-financial stresses for our earnings volatility,
liquidity and capital requirements as follows:

Earnings volatility:

The objectives of the aggregate risk limits seek to manage that:

� the volatility of earnings is consistent with the expectations of stakeholders;
� the Group has adequate earnings (and cash flows) to service debt, expected dividends and to withstand

unexpected shocks; and
� earnings (and cash flows) are managed properly across geographies and are consistent with funding strategies.

The two measures used to monitor the volatility of earnings are IFRS operating profit and EEV operating profit,
although IFRS and EEV total profits are also considered.

Liquidity:

The objective is to monitor that the Group is able to generate sufficient cash resources to meet financial obligations as
they fall due in business as usual and stressed scenarios.

Capital requirements:

The limits aim to manage that:

� the Group meets its internal economic capital requirements;
� the Group achieves its desired target rating to meet its business objectives; and
� supervisory intervention is avoided.

The two measures used to define the limits are Solvency II capital requirements and internal economic capital
requirements. In addition, outside the UK capital requirements are monitored on local statutory bases.

We use an internal economic capital assessment calibrated on a multi-term basis to monitor our capital requirements
across the Group. This approach considers, by risk drivers, the timeframe over which each risk can threaten the ability
of the Group to meet claims as they fall due, allowing for realistic diversification benefits. This assessment provides
valuable insights into our risk profile and for continuing to maintain a strong capital position.
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With the introduction of Solvency II, the existing European Union Insurance Group Directives risk appetite statement
has been replaced with a Solvency II Pillar 1 risk appetite. As part of our annual business planning cycle the risk
appetite framework plays an integral role. The Group Risk Committee is responsible for reviewing the risks inherent
in the Group�s business plan and for providing the Board with input on the risk/reward trade-offs implicit therein. This
review is supported by the Group Risk function, which uses submissions from our local business units to calculate the
Group�s aggregated position (allowing for diversification effects between local business units) relative to the aggregate
risk limits.

Risk policies

(Unaudited)

Risk policies set out specific requirements for the management of, and articulate the risk appetite for, key risk types.
There are core risk policies for credit, market, insurance, liquidity and operational risks and a number of internal
control policies covering, internal model risk, underwriting, dealing controls and tax risk management.
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They form part of the Group Governance Manual, which was developed to make a key contribution to the sound
system of internal control that we maintain in line with the UK Corporate Governance Code and the Hong Kong Code
on Corporate Governance Practices.

Risk Culture

(Unaudited)

The increasing regulatory focus on market participants instilling corporate cultures that support prudent management
and outcomes for consumers is indelibly linked to what we do and how we do it. The �risk culture� (as a subset of the
broader business culture) is reflected in the values and behaviours the Group displays when managing risk. It therefore
permeates throughout the Group�s Risk Framework and governance processes.

The Group promotes a responsible risk culture in three main ways:

� By the leadership and behaviours demonstrated by management;
� By building skills and capabilities to support risk management; and
� By including risk management (through the balance of risk with profitability and growth) in the performance

evaluation of individuals.
Senior management leadership

Senior management promote a responsible culture of risk management by emphasising the importance of balancing
risk with profitability and growth in decision making, while seeking to ensure compliance with regulatory
requirements and internal policies. As part of this, they encourage all employees to be risk-aware and to take personal
responsibility for identifying and helping to address risk issues.

Building skills and capabilities

The Group works to build skills and capabilities in risk management, which are needed by both senior management
and risk management specialists, while attempting to allocate scarce resources appropriately.

Performance management

The Group includes risk management measures that balances risk taken with profitability and growth achieved in the
performance evaluation of key individuals, including both senior management and those directly responsible for risk
management (objectives may be quantitative or qualitative as appropriate).

The remuneration strategy at Prudential is designed to be consistent with its risk appetite, and the Group Chief Risk
Officer advises the Group Remuneration Committee on adherence to our risk framework and appetite.
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Capital Management

(Unaudited)

Solvency II capital position at 31 December 2015

The estimated Group Solvency II surplus at 31 December 2015 was £9.7 billion, before allowing for the 2015 second
interim ordinary and special dividend.

Estimated Group Solvency II capital position
31 December

2015 £bn
Own funds 20.1
Solvency capital requirement 10.4
Surplus 9.7
Solvency ratio 193%
These results allow for:

� Capital in Jackson in excess of 250 per cent of the US local Risk Based Capital requirement. As agreed with the
Prudential Regulation Authority, this is incorporated in the result above as follows:
� Own funds: represent Jackson�s local US Risk Based available capital less 100 per cent of the US Risk Based

Capital requirement (Company Action Level); and
� Solvency Capital Requirement: represent 150 per cent of Jackson�s local US Risk Based Capital requirement

(Company Action Level);
� Non-recognition of a portion of Solvency II surplus capital relating to the Group�s Asian life operations, reflecting

regulatory prudence;
� Matching adjustment for UK annuities, based on the 31 December 2015 calibration published by the European

Insurance and Occupational Pensions Authority; and
� Transitional measures which have the effect of preserving the Solvency II surplus for our UK business at

the same level as under Solvency I, for business written before 1 January 2016.
The Group�s Solvency II capital surplus excludes:

� Diversification benefits between Jackson and the rest of the Group;
� Surplus in ring-fenced with-profits funds including the shareholder�s share of the estate of with-profits funds; and
� Surplus in pension funds.
Analysis of movement in capital position

We previously reported our economic capital results at year end 2013 and year end 2014 before there was certainty in
the final outcome of Solvency II and before we received internal model approval. The Solvency II results now reflect
the output from our approved internal model under the final Solvency II rules. Allowing for this change in basis, the
movement from the previously reported economic capital basis solvency surplus at 31 December 2014 to the Solvency
II approved internal model surplus at 31 December 2015 is set out in the table below:
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Analysis of movement in Group surplus £bn
Economic capital surplus as at 1 January 2015 9.7

Operating experience 2.4
Non-operating experience (including market movements) (0.6)

Other capital movements
Subordinated debt issuance 0.6
Foreign currency translation impacts 0.2
Dividends paid (1.0)

Methodology and calibration changes
Changes to Own Funds (net of transitionals) and Solvency Capital Requirement calibration strengthening (0.2)
Effect of partial derecognition of Asia Solvency II surplus (1.4)

Estimated solvency II surplus as at 31 December 2015 9.7
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The movement in Group surplus over 2015 is driven by:

� Operating experience of £2.4 billion: generated by in-force business and new business written in 2015, including
£0.4 billion of benefit from the specific actions taken in the second half of the year to position the balance sheet
more efficiently under the new Solvency II regime;

� Non-operating experience of £0.6 billion: mainly arising from negative market experience during the year; and
� Other capital movements: comprising an increase in capital from subordinated debt issuance, a gain from positive

foreign currency translation effects and a reduction in surplus from payment of dividends.
In addition, the methodology and calibration changes arose as part of the internal model approval process and related
to:

� A £0.2 billion reduction in surplus due to an increase in the Solvency Capital Requirement from strengthening of
internal model calibrations, mainly relating to longevity risk, operational risk, credit risk and correlations, and a
corresponding increase in the risk margin, which is partially offset by UK transitionals; and

� A £1.4 billion reduction in surplus due to the negative impact of Solvency II rules for �contract boundaries� and a
reduction in the capital surplus of the Group�s Asian life operations, as agreed with the Prudential Regulation
Authority.

The change in US treatment from including 150 per cent, rather than 250 per cent of US Risk Based Capital
(Company Action Level) in the Group Solvency Capital Requirement, is offset by a corresponding reduction in the
Group Own Funds and therefore has no impact on surplus despite the positive impact on the solvency ratio.

The impacts above, including the impact of the change in basis from economic capital to Solvency II, represent an
overall reduction in the Group solvency ratio from 218 per cent to 193 per cent.

Analysis of movement in Group solvency position (£
billion)

Own

Funds

Solvency

Capital

Requirement Surplus

Solvency

ratio
Economic capital position at 1 January 2015 17.9 8.2 9.7 218%
Capital generation and other movements 2.0 0.4 1.6 13%
Methodology and calibration changes
Changes to Own Funds (net of transitionals) and Solvency
Capital Requirement calibration strengthening 2.3 2.5 (0.2) (32)%
Effect of partial derecognition of Asia Solvency II surplus (1.4) - (1.4) (12)%
US Risk Based Capital treatment (0.7) (0.7) - 6%
Estimated Solvency II position at 31 December 2015 20.1 10.4 9.7 193%
Analysis of Group Solvency Capital Requirements

The split of the Group�s estimated Solvency Capital Requirement by risk type including the capital requirements in
respect of Jackson�s risk exposures based on 150 per cent of US Risk Based Capital requirements (Company Action
Level) but with no diversification between Jackson and the rest of the Group, is as follows:
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31 December
2015

31 December
2015

Split of the Group�s estimated Solvency Capital Requirements

% of
undiversified

Solvency
Capital

Requirements

% of
diversified

Solvency
Capital

Requirements
Market 55% 72%
Equity 11% 16%
Credit 28% 47%
Yields (interest rates) 13% 6%
Other 3% 3%
Insurance 27% 20%
Mortality/morbidity 5% 2%
Lapse 14% 14%
Longevity 8% 4%
Operational/expense 11% 7%
FX translation 7% 1%

60

Edgar Filing: PRUDENTIAL PLC - Form 20-F

Table of Contents 123



Table of Contents

Reconciliation of IFRS equity to Group Solvency II Own Funds

Reconciliation of IFRS equity to Group Solvency II Own Funds

31 December 2015

£bn
IFRS shareholders� equity 13.0
Restate US insurance entities from IFRS onto local US statutory basis (1.5)
Remove DAC, goodwill & intangibles (3.7)
Add subordinated-debt 4.4
Impact of risk margin (net of transitionals) (2.5)
Add value of shareholder-transfers 3.1
Liability valuation differences 8.6
Increase in value of net deferred tax liabilities

(resulting from valuation differences above) (0.9)
Other (0.4)
Estimated Solvency II Own Funds 20.1
The key items of the reconciliation are:

� £1.5 billion represents the adjustment required to the Group�s shareholders� funds in order to convert Jackson�s
contribution from an IFRS basis to the local statutory valuation basis. This item also reflects a derecognition of
Own Funds of £0.7 billion, equivalent to the value of 100 per cent of Risk Based Capital requirements (Company
Action Level), as agreed with the Prudential Regulation Authority;

� £3.7 billion due to the removal of DAC, goodwill and intangibles from the IFRS balance sheet;
� £4.4 billion due to the addition of subordinated debt which is treated as available capital under Solvency II but as a

liability under IFRS;
� £2.5 billion due to the inclusion of a risk margin for UK and Asia non-hedgeable risks, net of transitionals, all of

which are not applicable under IFRS;
� £3.1 billion due to the inclusion of the value of future shareholder transfers from with-profits business (excluding

the shareholder�s share of the with-profits estate, for which no credit is given under Solvency II), which is excluded
from the determination of the Group�s IFRS shareholders� funds;

� £8.6 billion due to differences in insurance valuation requirements between Solvency II and IFRS, with Solvency
II Own Funds partially capturing the value of in-force business which is excluded from IFRS;

� £0.9 billion due to the impact on the valuation of deferred tax assets and liabilities resulting from the other
valuation differences noted above; and

� £0.4 billion due to other items, including the impact of revaluing loans, borrowings and debt from IFRS to
Solvency II.

Sensitivity analysis

Solvency II as a measure of regulatory capital is more volatile than under the previous Solvency I regime. At
31 December 2015, the estimated sensitivity of the Group Solvency II surplus to significant changes in market
conditions is as follows:
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� An instantaneous 20 per cent fall in equity markets would reduce surplus by £1.0 billion and reduce the solvency
ratio to 186 per cent;

� A 40 per cent fall in equity markets (comprising an instantaneous 20 per cent fall followed by a further 20 per cent
fall over a four-week period) would reduce surplus by £1.8 billion and reduce the solvency ratio to 179 per cent;

� A 50 basis points reduction in interest rates (subject to a floor of zero and allowing for transitional recalculation)
would reduce surplus by £1.1 billion and reduce the solvency ratio to 179 per cent;

� A 100 basis points increase in interest rates (allowing for transitional recalculation) would increase surplus by £1.1
billion and increase the solvency ratio to 210 per cent; and

� A 100 basis points increase in credit spreads (with credit defaults of 10 times the expected level in Jackson)
would reduce surplus by £1.2 billion and reduce the solvency ratio to 187 per cent.

UK Solvency II capital position1, 2

On the same basis as above, the estimated UK Solvency II surplus at 31 December 2015 was £3.3 billion. This relates
to shareholder-backed business including the shareholders� share of future with-profits transfers, but excludes the
shareholders� share of the estate in line with Solvency II requirements.
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While the surplus position of the UK with-profits funds remains strong on a Solvency II basis, it is ring-fenced from
the shareholder balance sheet and is therefore excluded from both the Group and the UK shareholder Solvency II
surplus results. The estimated UK with-profits funds Solvency II surplus at 31 December 2015 was £3.2 billion.

Estimated solvency II capital position

31 December 2015

UK
Shareholder

£bn

UK

with-profits

£bn
Own Funds 10.5 7.6
Solvency Capital Requirement 7.2 4.4
Surplus 3.3 3.2
Solvency ratio 146% 175%
The UK with-profits funds surplus has reduced from £3.7 billion at 30 June 2015 to £3.2 billion at 31 December 2015.
This is principally due to an increase in the equity backing ratio of the Prudential Assurance Company with-profits
sub-fund by 5 per cent, in order to utilise the strength of the fund in line with the Principles and Practices of Financial
Management, and strong new business growth.

Reconciliation of UK with-profits funds IFRS unallocated surplus to Solvency II
own funds2

31 December 2015
£bn

IFRS unallocated surplus of UK with-profits funds 10.5
Existing adjustments from IFRS to Solvency I in Capital Position Statement:
Value of shareholder transfers (2.1)
Other valuation differences (0.7)
With-profits fund estate (Solvency I Pillar 1 Peak 2 basis) 7.7
Adjustments to Solvency II:
Risk margin (net of transitional) (0.7)
Other valuation differences 0.6
Estimated Solvency II Own Funds 7.6
A reconciliation from IFRS to Solvency I is disclosed annually in the Capital Position Statement in the Group IFRS
financial statements. The additional reconciling items to Solvency II mainly reflect the risk margin net of transitionals,
with other items including differences in the definition of the risk-free rate and the matching adjustment impact for
non-profit annuity liabilities within the with-profits funds.

UK shareholder sensitivity analysis

At 31 December 2015, the estimated sensitivity of the UK shareholder Solvency II surplus to significant changes in
market conditions is as follows:

� An instantaneous 20 per cent fall in equity markets would reduce surplus by £0.4 billion;
� 40 per cent fall in equity markets would reduce surplus by £0.8 billion;
�
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A 50 basis points reduction in interest rates (subject to a floor of zero and allowing for transitional recalculation)
would reduce surplus by £0.7 billion;

� A 100 basis points increase in interest rates (allowing for transitional recalculation) would increase surplus by £0.9
billion;

� A 100 basis points increase in credit spreads would reduce surplus by £0.2 billion; and
� 15 per cent of the UK annuity portfolio downgrading by one whole letter rating would reduce surplus by

£0.5 billion.
Notes:

1. The UK shareholder capital position represents the consolidated capital position of the shareholder funds of
Prudential Assurance Company Ltd and all its subsidiaries.

2. The UK with-profits capital position includes the Prudential Assurance Company with-profits sub-fund, the
Scottish Amicable Insurance Fund and the Defined Charge Participating Sub-Fund.
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IGD capital position at 31 December 2015

Up to 31 December 2015, Prudential was subject to the capital adequacy requirements of the European Union
Insurance Groups Directive as implemented by the Prudential Regulation Authority in the UK. The Insurance Groups
Directive capital surplus represents the aggregated surplus capital (on a Prudential Regulation Authority consistent
basis) of the Group�s regulated subsidiaries less the Group�s borrowings. No diversification benefit is recognised. We
estimate that our Insurance Groups Directive capital surplus is £5.5 billion at 31 December 2015 (before taking into
account 2015 second interim ordinary and special dividends), with available capital covering our capital requirements
2.5 times. This compares to a capital surplus of £4.7 billion at the end of 2014 (before taking into account the 2014
final dividend).

The movements in 2015 mainly comprise:

� net capital generation (inclusive of market and foreign exchange movements) mainly through operating earnings
(in-force releases less investment in new business, net of tax) of £1.8 billion; and

� £0.6 billion of subordinated debt issuance;
Offset by:

� Final 2014 dividend of £0.7 billion and first interim 2015 dividend of £0.3 billion; and
� External financing costs and other central costs, net of tax, of £0.6 billion;
IGD surplus represents the accumulation of surpluses across all of our operations based on local regulatory minimum
capital requirements with some adjustments, pursuant to the requirements of Solvency I. The calculation does not
fully adjust capital requirements for risk nor does it capture the true economic value of assets.

Local statutory capital

All of our subsidiaries continue to hold appropriate capital positions on a local regulatory basis. Jackson�s Risk-Based
Capital ratio at the end of 2015 was 481 per cent, having remitted £470 million to Group earlier in the year. The
Prudential Assurance Company Limited, our main UK operation, has an estimated Solvency II surplus of £3.3 billion
in respect of its shareholder business, equivalent to a ratio of 146 per cent. Separately the UK with-profits funds
remained well capitalised with an estate value of £7.6 billion(15), covering its solvency capital requirements
approximately 1.75 times.

Debt Portfolio

The Group continues to maintain a high quality defensively positioned debt portfolio. Shareholders� exposure to credit
is concentrated in the UK annuity portfolio and the US general account, mainly attributable to Jackson�s fixed annuity
portfolio. The credit exposure is well diversified and 98 per cent of our UK portfolio and 96 per cent of our US
portfolio are investment grade. We experienced no default losses and reported impairments of £26 million (2014: £7
million) across these two fixed income securities portfolios.

(15) Representing Solvency II own funds of the UK with-profits funds.

Edgar Filing: PRUDENTIAL PLC - Form 20-F

Table of Contents 128



63

Edgar Filing: PRUDENTIAL PLC - Form 20-F

Table of Contents 129



Table of Contents

Investments

General

The overall financial strength of Prudential and the results, both current and future, of the insurance business are in
part dependent upon the quality and performance of the various investment portfolios in the United Kingdom, the
United States and Asia.

Prudential�s Total Investments

The following table shows Prudential�s insurance and non-insurance investments, net of derivative liabilities, at
31 December 2015. In addition, at 31 December 2015 Prudential had £151.6 billion of external funds under
management. Assets held to cover linked liabilities relate to unit-linked and variable annuity products. In this table,
investments are valued as set out in note A3.1 to the consolidated financial statements in Item 18.

At 31 December 2015 £m

UK
Insurance

US
Insurance

Asia
Insurance

Total
Insurance

Asset
Management(a) Other Total

Less:
assets to

cover linked
liabilities

and
external

unit
holders(b)

Group
excluding
assets to
cover
linked

liabilities
and

external
unit

holders
Investment
properties 13,412 5 5 13,422 - - 13,422 (3,026) 10,396
Investments
accounted for
using the equity
method 434 - 475 909 125 - 1,034 - 1,034
Financial
investments: -
Loans 3,571 7,418 1,084 12,073 885 - 12,958 - 12,958
Equity
securities 47,593 91,216 18,532 157,341 85 27 157,453 (108,452) 49,001
Debt securities 83,101 34,071 28,292 145,464 2,204 3 147,671 (19,007) 128,664
Other
investments 5,486 1,715 57 7,258 94 1 7,353 (189) 7,164
Deposits 11,226 - 773 11,999 89 - 12,088 (1,049) 11,039
Total financial
investments 150,977 134,420 48,738 334,135 3,357 31 337,523 (128,697) 208,826
Total
investments 164,823 134,425 49,218 348,466 3,482 31 351,979 (131,723) 220,256

(2,125) (249) (140) (2,514) (283) (322) (3,119) 92 (3,027)
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Derivative
liabilities
Total
investments,
net of
derivative
liabilities 162,698 134,176 49,078 345,952 3,199 (291) 348,860 (131,631) 217,229

(a) Investments held by asset management operations are further split in note C2.4 to the consolidated financial
statements in Item 18.

(b) Prudential�s Group statement of financial position includes the line by line investments of unit-linked and the
consolidated unit-trusts and similar funds. In the table above, these amounts have been deducted in deriving the
underlying investments in the right-hand column.

The disclosure below has been provided on a consistent basis as that included in previous Form 20-F submissions,
with analysis focusing on the investments attributable to shareholders and consequently excluding those held to cover
linked liabilities or attributable to unit holders of consolidated unit trusts and similar funds.

In addition to the detail provided below further analysis is included in the consolidated financial statements, in
accordance with IFRS 7 �Financial Instruments: Disclosures�. The further analysis is included in notes C2 and C3 to
Prudential�s consolidated financial statements in Item 18.
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Prudential�s Average Investment Return

The following table shows the income from the investments of Prudential�s operations, net of derivative liabilities, by
asset category for the periods indicated. This table does not include investment income from assets held to cover
linked liabilities and those attributable to external unit holders of consolidated unit trusts and similar funds. Average
investment return has been calculated using the average of opening and closing balances for the appropriate asset.

Actual Exchange Rate
Year Ended 31 December

2015 2014 2013
Average

investment
return

Amount
£m

Average
investment

return
Amount

£m

Average
investment

return
Amount

£m
Investment properties
Net investment income 5.6% 562 5.7% 533 5.2% 477
Net realised investment (losses) gains 2.0% 201 0.4% 41 (0.1)% (6)
Net unrealised investment (losses) gains 6.5% 659 8.9% 831 4.1% 376
Ending assets 10,396 9,852 8,768
Investments accounted for using the equity
method
Ending assets 1,034 1,017 809
Loans
Net investment income 5.9% 764 5.9% 745 6.5% 787
Net realised investment (losses) gains (0.3)% (34) (0.9)% (116) (0.2)% (21)
Net unrealised investment gains (0.1)% (14) 0.1% 10 0.2% 19
Ending assets 12,957 12,841 12,566
Equity securities
Net investment income 2.5% 1,135 2.6% 997 2.6% 929
Net realised investment gains 2.0% 901 2.3% 881 3.8% 1,354
Net unrealised investment gains (losses) (2.5)% (1,149) 1.9% 743 4.9% 1,766
Ending assets 49,001 42,444 35,442
Debt securities
Net investment income 3.9% 4,933 4.0% 4,937 4.4% 5,188
Net realised investment gains (losses) 1.2% 1,534 1.0% 1,173 1.1% 1,299
Net unrealised investment gains (losses) (3.1)% (3,936) 5.5% 6,688 (3.7)% (4,308)
Ending assets 128,662 127,570 117,675
Other investments (including derivative
liabilities)
Net investment income 15.5% 725 16.7% 812 12.5% 597
Net realised investment (losses) gains (8.7)% (408) (1.0)% (50) (25.5)% (1,218)
Net unrealised investment (losses) gains (19.8)% (927) 12.9% 626 (4.6)% (218)
Ending assets, net of derivative liabilities 4,138 5,228 4,484
Deposits
Net investment income 0.7% 85 0.7% 85 0.8% 85
Ending assets 11,039 12,158 11,191
Total
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Net investment income 3.8% 8,204 4.0% 8,109 4.2% 8,063
Net realised investment gains (losses) 1.0% 2,194 1.0% 1,929 0.7% 1,408
Net unrealised investment gains (losses) (2.5)% (5,367) 4.4% 8,898 (1.2)% (2,365)
Ending assets, net of derivative liabilities 217,227 211,110 190,935

65

Edgar Filing: PRUDENTIAL PLC - Form 20-F

Table of Contents 133



Table of Contents

Prudential�s Insurance Investment Strategy and Objectives

Prudential�s insurance investments support a range of businesses operating in many geographic areas. Each of the
operations formulates a strategy based on the nature of its underlying liabilities, its level of capital and its local
regulatory requirements.

Internal Funds Under Management

Prudential manages 68 per cent of its group funds principally through its fund management businesses, M&G in the
UK, PPM America in the United States and Eastspring Investments in Asia. The remaining 32 per cent of the Group�s
funds mainly relate to assets held to back unit-linked, unit trust and variable annuity liabilities.

In each of the operations, local management analyses the liabilities and determines asset allocation, benchmarks and
permitted deviations from these benchmarks appropriate for its operation. These benchmarks and permitted deviations
are agreed with internal fund managers, who are responsible for implementing the specific investment strategy
through their local fund management operations.

Investments Relating to UK Insurance Business

Strategy

In the UK, Prudential tailors its investment strategy for long-term business, other than unit-linked business, to match
the type of product a portfolio supports. The primary distinction is between with-profits portfolios and
non-participating portfolios, which include the majority of annuity portfolios. Generally, the objective is to maximise
returns while maintaining investment quality and asset security and adhering to the appropriate government
regulations.

Consistent with the product nature, in particular regarding guarantees, the with-profits fund�s investment strategy
emphasises a well-diversified equity portfolio (containing some international equities), real estate (predominantly in
the UK), UK and international fixed income securities and cash.

For Prudential�s UK pension annuities business and other non-participating business the objective is to maximise
profits while ensuring stability by closely matching the cash flows of assets and liabilities. To achieve this matching,
the strategy is to invest in fixed income securities of appropriate maturity dates.

For Prudential�s unit-linked business, the primary objective is to maximise investment returns subject to following an
investment policy consistent with the representations Prudential has made to its unit-linked product policyholders.

Investments

The following table summarises the total investments, net of derivative liabilities, of the UK insurance business at
31 December 2015.

At 31 December 2015 £m
SAIF PAC

with-
Other Total Less: assets Total
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profits
fund

to cover

linked

liabilities

and
external

unit
holders(a)

excluding

assets to

cover linked

liabilities and

external unit

holders
Investment properties 358 10,757 2,297 13,412 (3,026) 10,386
Investment accounted for using
the equity method - 434 - 434 - 434
Financial investments:
Loans 61 1,998 1,512 3,571 - 3,571
Equity securities 2,530 29,804 15,259 47,593 (11,394) 36,199
Debt securities 2,331 42,204 38,566 83,101 (8,930) 74,171
Other investments 210 4,807 469 5,486 (174) 5,312
Deposits 399 8,383 2,444 11,226 (835) 10,391
Total financial investments 5,531 87,196 58,250 150,977 (21,333) 129,644
Total investments 5,889 98,387 60,547 164,823 (24,359) 140,464
Derivative liabilities (76) (1,436) (613) (2,125) 89 (2,036)
Total investment, net of
derivative liabilities 5,813 96,951 59,934 162,698 (24,270) 138,428

(a) Please refer to the notes in the total Group investments table within the �Prudential�s Total Investments� section
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The following table shows additional analysis of the investments relating to Prudential�s UK insurance business,
excluding assets to cover linked liabilities and those attributable to external unit holders of consolidated unit trusts and
similar funds, at 31 December 2015. The �Other� column includes investments relating to solvency capital of
unit-linked funds and investments relating to non-life long-term business.

At 31 December 2015 £m
With-

Profits PRIL SAIF Other Total Total %
Investment properties 8,436 1,383 358 209 10,386 7.5
Investments accounted for using the equity
method 434 - - - 434 0.3
Financial investments:
Loans:
Mortgage loans 727 290 - 1,218 2,235
Policy loans 5 - 3 - 8
Other loans 1,266 4 58 - 1,328
Total loans and receivables
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