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Index to European Embedded Value (EEV) basis results

Description of EEV basis reporting
The EEV basis results have been prepared in accordance with the EEV Principles issued by the European Insurance CFO Forum in 2016. All results are 
stated net of tax and converted using actual exchange rates (AER) unless otherwise stated. AER are actual historical exchange rates for the relevant 
accounting period. Constant exchange rate (CER) results are calculated by translating prior period results using current period foreign currency 
exchange rates, ie current period average rates for the income statement and current period closing rates for the balance sheet. Where appropriate, 
the EEV basis results include the effects of adoption of IFRS Standards.

The Directors are responsible for the preparation of the supplementary information in accordance with the EEV Principles. In preparing the EEV 
basis supplementary information, the Directors have satisfied themselves that the Group remains a going concern. Further information is provided 
in note A1 of the IFRS financial statements.
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European Embedded Value (EEV) basis results

Basis of preparation

IFRS profit for long-term business broadly reflects the aggregate of results on a traditional accounting basis. By contrast, EEV is a way of measuring 
the value of the in-force life insurance business. The value of future new business is excluded from the embedded value. The EEV Principles provide 
consistent definitions of the components of EEV, a framework for setting assumptions and an approach to the underlying methodology and 
disclosures. The EEV principles were designed to provide guidance and common principles that could be understood by both users and preparers 
alongside prescribing a minimum level of disclosures to enable users to understand an entity’s methodology, assumptions and key judgments as 
well as the sensitivity of an entity’s EEV to key assumptions. Results prepared under the EEV Principles represent the present value of the 
shareholders’ interest in the post-tax future profits (on a local statutory basis) expected to arise from the current book of long-term business, after 
sufficient allowance has been made for the aggregate risks in the business. The shareholders’ interest in the Group’s long-term business is the sum of 
the shareholders’ total net worth and the value of in-force business. The Group’s EEV has been prepared in accordance with the relevant regulatory 
regimes in place at 31 December 2021. It does not anticipate proposed future changes to these regimes. 

For the purposes of preparing EEV basis results, insurance joint ventures and associates are included at the Group’s proportionate share of their 
embedded value and not at their market value. Asset management and other non-insurance subsidiaries, joint ventures and associates are included 
in the EEV basis results at the Group’s proportionate share of IFRS basis shareholders’ equity, with central Group debt shown on a market value basis.

Key features of the Group’s EEV methodology include:

>	 Economic assumptions: The projected post-tax profits assume a level of future investment return and are discounted using a risk discount rate. 
Both the risk discount rate and the investment return assumptions are updated at each valuation date to reflect current market risk-free rates, 
such that changes in market risk-free rates impact all projected future cash flows. Risk-free rates, and hence investment return assumptions, are 
based on observable market data, with current market risk-free rates assumed to remain constant throughout the projection, with no trending 
or mean reversion to longer-term assumptions. Different products will be sensitive to different assumptions, for example, participating products 
or products with guarantees are likely to benefit disproportionately from higher assumed investment returns.

>	 Time value of financial options and guarantees: Explicit quantified allowances are made for the time value of financial options and guarantees 
(TVOG). The TVOG is determined by weighting the probability of outcomes across a large number of different economic scenarios and is typically 
less applicable to health and protection business that generally contains more limited financial options or guarantees. At 31 December 2021, the 
TVOG for continuing operations is $(784) million (31 December 2020: $(1,912) million). The magnitude of the TVOG at 31 December 2021 would 
be approximately equivalent to a 10 basis point (2020: 30 basis point) increase in the weighted average risk discount rate which has increased 
70 basis points since 31 December 2020.

>	 Allowance for risk in the risk discount rates: Risk discount rates are set equal to the risk-free rate at the valuation date plus product-specific 
allowances for market and non-market risks. Risks that are explicitly captured elsewhere, such as via the TVOG, are not included in the risk 
discount rates. The allowance for market risk is based on a product-by-product assessment of the sensitivity of shareholder cash flows to varying 
market returns. This approach reflects the inherent market risk in each product group and results in lower risk discount rates for products where 
the majority of shareholder profit is uncorrelated to market risk and appropriately higher risk discount rates for products where there is greater 
market exposure for shareholders. For example, for health and protection products, which represent about 61 per cent of the value of in-force 
business and 54 per cent of new business profit, the major sources of shareholder profits are underwriting profits or fixed shareholder charges 
which have very low market risk sensitivity. The construct of UK-style with-profits funds in some business units (representing 19 per cent of the 
value of in-force and 15 per cent of new business profit) reduce the market volatility of both policyholder and shareholder cash flows due to 
smoothed bonus declarations and for some markets the presence of an estate. Accordingly, 80 per cent of the value of in-force is products with 
low market risk sensitivity and this is reflected in the overall risk discount rate. For unit-linked products where fund management charges fluctuate 
with the investment return a portion of the profits will typically be more sensitive to market risk due to the higher proportion of equity-type assets 
in the investment portfolio resulting in a higher risk discount rate, this business represents 17 per cent of the value of in-force and 15 per cent of 
the value of new business profit which limits the impact on the overall risk discount rate. The remaining parts of the business (3 per cent of the 
value in-force and 16 per cent of the value of new business) relate to non-participating products not covered by the above. The allowance for 
non-market risk comprises a base Group-wide allowance of 50 basis points plus additional allowances for emerging market risk where 
appropriate. At 31 December 2021, the total allowance for non-market risk is equivalent to a $(3.7) billion (2020: $(3.2) billion) reduction, or 
around (8) per cent (2020: (7) per cent) of the embedded value.

Post the demerger of the Group’s US operations, Jackson Financial Inc. (Jackson), in September 2021, the Group’s retained interest in Jackson 
has been included at its fair value within other (central) operations. This is equivalent to its value within the Group’s IFRS financial statements. 
Further information is contained in note 5.
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European Embedded Value (EEV) basis results / continued

EEV results highlights for continuing operations

2021 2020

$m
note (ii)

AER CER

$m
note (i)

% change $m
note (i)

% change

New business profit note (v) 2,526 2,201 15% 2,240 13%
Annual premium equivalent (APE) note (v) 4,194 3,808* 10% 3,890* 8%
New business margin (APE) (%) 60% 58% +2pp 58% +2pp
Present value of new business premiums (PVNBP) 24,153 21,587 12% 22,041 10%

Operating free surplus generated notes (iii)(v) 2,071 1,888* 10% 1,928* 7%

EEV operating profit notes (iv)(v) 3,543 3,401 4% 3,444 3%
EEV operating profit, net of non-controlling interests 3,515 3,391 4% 3,434 2%
Operating return on average EEV shareholders’ equity,  

net of non-controlling interests (%) 8% 8%

Closing EEV shareholders’ equity, net of non-controlling interests 47,355 41,926 13% 41,350 15%
Closing EEV shareholders’ equity, net of non-controlling interests per share 

(in cents) 1,725¢ 1,607¢ 7% 1,585¢ 9%

*	 Re-presented to include amounts relating to Africa.

Notes
(i)	 The results above are for the Group’s continuing operations only, excluding results from the discontinued US operations which were demerged in September 2021. 
(ii)	 The Group has changed its operating segments from 2021, as discussed in note B1.3 of the IFRS financial statements, with Africa operations included in long-term business. New business 

profit for full year 2020 exclude contributions from Africa.
(iii)	 Operating free surplus generated is for long-term and asset management businesses only, before restructuring and IFRS 17 implementation costs, centrally incurred costs and eliminations. 
(iv)	 Group EEV operating profit is stated after restructuring and IFRS 17 implementation costs, centrally incurred costs and eliminations.
(v)	 Presented before deducting the amounts attributable to non-controlling interests. This presentation is applied consistently throughout this document, unless stated otherwise.

The supplementary information on pages 335 to 355 were approved by the Board of Directors on 8 March 2022. They were signed on its behalf by:

Shriti Vadera
Chair

Mike Wells
Group Chief Executive

Mark FitzPatrick
Group Chief Financial Officer 
and Chief Operating Officer
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Movement in Group EEV shareholders’ equity

Note

2021 $m 2020 $m

Insurance
 and asset

management
 operations

Other
(central)

operations
Discontinued
 US operations

note (i)

Group
total

Group
total

note (i)

Continuing operations:
New business profit 1 2,526 – – 2,526 2,201
Profit from in-force long-term business 2 1,630 – – 1,630 1,926

Long-term business 4,156 – – 4,156 4,127
Asset management 284 – – 284 253

Operating profit from long-term and asset management businesses 4,440 – – 4,440 4,380
Other income and expenditure 5 – (723) – (723) (826)

Operating profit (loss) before restructuring and IFRS 17 implementation costs 4,440 (723) – 3,717 3,554
Restructuring and IFRS 17 implementation costs (90) (84) – (174) (153)

Operating profit (loss) for the year 4,350 (807) – 3,543 3,401

Short-term fluctuations in investment returns 2 (1,015) (25) – (1,040) 1,937
Effect of changes in economic assumptions 2 412 – – 412 (996)
Loss attaching to corporate transactions – (35) – (35) (121)
Mark-to-market value movements on core structural borrowings 6 – 357 – 357 (247)

Non-operating profit (loss) (603) 297 – (306) 573

Profit (loss) for the year from continuing operations 3,747 (510) – 3,237 3,974
Loss for the year from discontinued US operations note (i) – – (10,852) (10,852) (3,941)

(Loss) profit for the year 3,747 (510) (10,852) (7,615) 33
Non-controlling interests share of profit from continuing operations (40) – – (40) (10)
Non-controlling interests share of loss from discontinued US operations – – 1,205 1,205 130

(Loss) profit for the year attributable to equity holders of the Company 3,707 (510) (9,647) (6,450) 153

Equity items from continuing operations:
Foreign exchange movements on operations (513) 53 – (460) 563
Intra-group dividends and investment in operations note (ii) (1,312) 1,312 – – –
Demerger dividend in specie from Jackson 5 – 493 (2,228) (1,735) –
Other external dividends – (421) – (421) (814)
New share capital subscribed note (iii) – 2,382 – 2,382 13
Other movements note (iv) (85) 323 – 238 (169)
Equity items from discontinued US operations net of non-controlling interest note (v) – – (206) (206) (450)

Net (decrease) increase in shareholders’ equity 1,797 3,632 (12,081) (6,652) (704)
Shareholders’ equity at beginning of year 44,317 (2,391) 12,081 54,007 54,711

Shareholders’ equity at end of year 46,114 1,241 – 47,355 54,007

Contribution to Group EEV:
At end of year:
Continuing operations:
Long-term business 2 44,646 – – 44,646 42,861
Asset management and other 5 690 1,241 – 1,931 (1,756)

Shareholders’ equity, excluding goodwill attributable to equity holders 45,336 1,241 – 46,577 41,105
Goodwill attributable to equity holders 778 – – 778 821

Total continuing operations 46,114 1,241 – 47,355 41,926
Discontinued US operations – – – – 12,081

Shareholders’ equity at end of year 7 46,114 1,241 – 47,355 54,007

At beginning of year:
Continuing operations:
Long-term business 2 42,861 – – 42,861 37,902
Asset management and other 5 635 (2,391) – (1,756) (355)

Shareholders’ equity, excluding goodwill attributable to equity holders 43,496 (2,391) – 41,105 37,547
Goodwill attributable to equity holders 821 – – 821 822

Total continuing operations 44,317 (2,391) – 41,926 38,369
Discontinued US operations – – 12,081 12,081 16,342

Shareholders’ equity at beginning of year 7 44,317 (2,391) 12,081 54,007 54,711
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European Embedded Value (EEV) basis results / continued

EEV shareholders’ equity per share (in cents) note (vi) 2021 2020

Insurance
 and asset

management
 operations

Other
(central)

operations
Discontinued
 US operations 

note (i)

Group
total

Group
total

note (i)

At end of year:
Continuing operations:
Based on shareholders’ equity, net of goodwill attributable to equity holders 1,651¢ 45¢ – 1,696¢ 1,576¢

Based on shareholders’ equity at end of year 1,680¢ 45¢ – 1,725¢ 1,607¢
Discontinued US operations – – – – 463¢

Group total 1,680¢ 45¢ – 1,725¢ 2,070¢

At beginning of year:
Continuing operations:
Based on shareholders’ equity, net of goodwill attributable to equity holders 1,668¢ (92)¢ – 1,576¢ 1,444¢

Based on shareholders’ equity at beginning of year 1,699¢ (92)¢ – 1,607¢ 1,475¢
Discontinued US operations – – 463¢ 463¢ 628¢

Group total 1,699¢ (92)¢ 463¢ 2,070¢ 2,103¢

EEV basis basic earnings per share in cents note (vii)

2021 2020

Before 
non-

controlling 
interests

$m

After non-
controlling

interests
$m

Basic
earnings
per share

cents

Basic
earnings
per share

cents

Based on operating profit from continuing operations after non-controlling interests 3,543 3,515 133.8¢ 130.6¢
Based on profit for the year attributable to equity holders of the Company:

From continuing operations 3,237 3,197 121.7¢ 152.6¢
From discontinued US operations (10,852) (9,647) (367.1)¢ (146.7)¢

Group total (7,615) (6,450) (245.4)¢ 5.9¢

Notes
(i)	 Discontinued operations represent the Group’s US business, Jackson, which was demerged in September 2021. The 2020 comparative results have been re-presented to show these 

operations as discontinued accordingly. The retained interest in Jackson is measured for EEV purposes at fair value, consistent with IFRS, and is included in other (central) operations post the 
demerger. Further information is provided in note 5. 

(ii)	 Intra-group dividends represent dividends that have been declared in the year. Investment in operations reflects movements in share capital.
(iii)	 New share capital subscribed primarily represents the issuance of new ordinary shares on the Hong Kong Stock Exchange in October 2021 as described in note C8 of the IFRS financial 

statements.
(iv)	 Other movements include reserve movements in respect of valuation movements on the retained interest in Jackson, share-based payments, treasury shares and intra-group transfers 

between operations that have no overall effect on the Group’s shareholders’ equity.
(v)	 Equity items from discontinued US operations include mark-to-market value movements on assets backing net worth of $(206) million for 2021 (2020: $552 million). In addition, 

2020 included a charge of $(1,112) million relating to the day one impact of the equity investment by Athene into the US business in July 2020.
(vi)	 Based on the number of issued shares at 31 December 2021 of 2,746 million shares (31 December 2020: 2,609 million shares).
(vii)	 Based on weighted average number of issued shares of 2,628 million shares in 2021 (2020: 2,597 million shares).
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Movement in Group free surplus

Operating free surplus generation is the financial metric we use to measure the internal cash generation of our business operations and for our life 
operations is generally based on (with adjustments) the capital regimes that apply locally in the various jurisdictions in which the Group operates. It 
represents amounts emerging from the in-force business during the year, net of amounts reinvested in writing new business. For asset management 
businesses, it equates to post-tax adjusted operating profit for the year.

For long-term business, free surplus is generally based on (with adjustments) the excess of the regulatory basis net assets for EEV reporting 
purposes (total net worth) over the capital required to support the covered business. In general, assets deemed to be inadmissible on a local 
regulatory basis are included in total net worth where considered recognisable on an EEV basis. For asset management and other non-insurance 
operations (including the Group’s central operations), free surplus is taken to be IFRS basis shareholders’ equity, net of goodwill attributable to 
shareholders, with central Group debt recorded as free surplus to the extent that it is classified as capital resources under the Group’s capital regime. 
Following the application of the Group-wide Supervision (GWS) Framework, both subordinated and senior debt are treated as capital for the 
purposes of free surplus at 31 December 2021.

A reconciliation of EEV free surplus to the GWS shareholder capital surplus over group minimum capital requirements is set out in note I(i) of the 
additional financial information. Further information is provided in note 5 and note 6.

Note

2021 $m 2020 $m

Insurance
and asset

management
operations

Other
(central)

operations
Discontinued
 US operations 

note (i)

Group
total

Group
total

note (i)

Continuing operations:
Expected transfer from in-force business 2,340 – – 2,340 1,878
Expected return on existing free surplus 157 – – 157 101
Changes in operating assumptions and experience variances (173) – – (173) 215

Operating free surplus generated from in-force long-term business 2 2,324 – – 2,324 2,194
Investment in new business note (ii) 2 (537) – – (537) (559)

Long-term business 1,787 – – 1,787 1,635
Asset management 284 – – 284 253

Operating free surplus generated from long-term and asset 
management businesses 2,071 – – 2,071 1,888

Other income and expenditure 5 – (723) – (723) (826)

Operating free surplus generated before restructuring and IFRS 17 
implementation costs 2,071 (723) – 1,348 1,062

Restructuring and IFRS 17 implementation costs (85) (84) – (169) (147)

Operating free surplus generated 1,986 (807) – 1,179 915
Non-operating free surplus generated note (iii) 142 (60) – 82 316

Free surplus generated from continuing operations 2,128 (867) – 1,261 1,231
Free surplus generated from discontinued US operations note (i) – – 770 770 (998)

Free surplus generated for the year 2,128 (867) 770 2,031 233

Equity items from continuing operations:
Net cash flows paid to parent company note (iv) (1,451) 1,451 – – –
Demerger dividend in specie from Jackson 5 – 493 (2,228) (1,735) –
Other external dividends – (421) – (421) (814)
Foreign exchange movements on operations (43) 53 – 10 136
New share capital subscribed note (v) – 2,382 – 2,382 13
Other movements and timing differences 54 184 – 238 (171)
Treatment of grandfathered debt instruments under the GWS Framework 5 – 1,995 – 1,995 –
Net subordinated debt issuance/redemption 5 – (232) – (232) –
Equity items from discontinued US operations note (vi) – – (206) (206) 751

Net movement in free surplus before amounts attributable  
to non-controlling interests 688 5,038 (1,664) 4,062 148

Change in amounts attributable to non-controlling interests (21) – (85) (106) 209

Balance at beginning of year 5,983 2,361 1,749 10,093 9,736
Balance at end of year note (vii) 6,650 7,399 – 14,049 10,093

Representing:
Free surplus excluding distribution rights and other intangibles 5,651 4,432 – 10,083 6,068
Distribution rights and other intangibles 999 2,967 – 3,966 4,025

Balance at end of year 6,650 7,399 – 14,049 10,093
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European Embedded Value (EEV) basis results / continued

Contribution to Group free surplus: Note

2021 $m 2020 $m

Insurance
and asset

management
operations

Other
(central)

operations
Discontinued
 US operations 

note (i)

Group
total

Group
total

note (i)

At end of year:
Continuing operations:
Long-term business 2 5,960 – – 5,960 5,348
Asset management and other 5 690 7,399 – 8,089 2,996

Total continuing operations 6,650 7,399 – 14,049 8,344
Discontinued US operations – – – – 1,749

Free surplus at end of year 6,650 7,399 – 14,049 10,093

At beginning of year:
Long-term business 2 5,348 – – 5,348 3,683
Asset management and other 5 635 2,361 – 2,996 4,276

Total continuing operations 5,983 2,361 – 8,344 7,959
Discontinued US operations – – 1,749 1,749 1,777

Free surplus at beginning of year 5,983 2,361 1,749 10,093 9,736

Notes
(i)	 Discontinued operations represent the Group’s US business, Jackson, which was demerged in September 2021. The free surplus generated of $770 million in 2021 represents the net effect of 

the result for the year up to demerger and the adjustment to reflect the fair value at the demerger date. It is not representative of the capital generation in the period for the US operations. 
The 2020 comparative results have been re-presented to show these operations as discontinued accordingly. The retained interest in Jackson is measured for EEV purposes at fair value, 
consistent with IFRS, and is included in other (central) operations post the demerger. Further information is provided in note 5.

(ii)	 Free surplus invested in new business primarily represents acquisition costs and amounts set aside for required capital.
(iii)	 Non-operating free surplus generation in 2020 included a reinsurance commission of $770 million received as part of a reinsurance transaction undertaken by our business in Hong Kong. 

During 2021, the treaty resulted in $(59) million being due to the reinsurer under the contract, which is included within non-operating free surplus generation. The surplus generated from the 
underlying in-force reinsured policies continued to be recognised as operating free surplus generated. Non-operating free surplus generated for other operations represents the post-tax 
IFRS basis short-term fluctuations in investment returns and gain or loss on corporate transactions for other entities.

(iv)	 Net cash flows to parent company reflect the cash remittances as included in the holding company cash flow at transaction rates. The difference to the intra-group dividends and investment 
in operations in the movement in EEV shareholders’ equity primarily relates to intra-group loans, foreign exchange and other non-cash items.

(v)	 New share capital subscribed primarily represents the issuance of new ordinary shares on the Hong Kong Stock Exchange in October 2021 as described in note C8 of the IFRS financial 
statements. 

(vi)	 Equity items from discontinued US operations include the mark-to-market value movements on assets backing net worth of $(206) million for 2021 (2020: $552 million). In addition, 
2020 included a credit of $63 million relating to the day-one impact of the equity investment by Athene into the US business in July 2020.

(vii)	 Free surplus at 31 December 2021 was utilised to redeem $1,725 million of debt in January 2022 as planned.
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1 Analysis of new business profit and EEV for long-term business operations

2021

New
business

profit
(NBP) 

note
$m

Annual
premium

equivalent
(APE)

$m

Present
value of new

 business
premiums

(PVNBP)
$m

New 
business

margin
(APE)

%

New
business 

margin
(PVNBP)

%

Closing EEV
shareholders’

equity,
excluding

goodwill
$m

CPL 352 776 3,761 45% 9% 3,114
Hong Kong 736 550 4,847 134% 15% 21,460
Indonesia 125 252 1,067 50% 12% 2,237
Malaysia 232 461 2,137 50% 11% 3,841
Singapore 523 743 6,214 70% 8% 7,732
Growth markets and other 558 1,412 6,127 40% 9% 6,262

Total continuing long-term operations 2,526 4,194 24,153 60% 10% 44,646

2020 (AER)

New
business

profit
(NBP) 

note
$m

Annual
premium

equivalent
(APE)

$m

Present
value of new

 business
premiums

(PVNBP)
$m

New business
margin

(APE)
%

New business
margin

(PVNBP)
%

Closing EEV
shareholders’

equity,
excluding

goodwill
$m

CPL 269 582 2,705 46% 10% 2,798
Hong Kong 787 758 5,095 104% 15% 20,156
Indonesia 155 267 1,154 58% 13% 2,630
Malaysia 209 346 2,023 60% 10% 4,142
Singapore 341 610 5,354 56% 6% 8,160
Growth markets and other 440 1,245* 5,256 35% 8% 4,975*

Total continuing long-term operations 2,201 3,808 21,587 58% 10% 42,861

*	 Re-presented to include amounts relating to Africa.

2020 (CER)

New
business

profit
(NBP) 

note
$m

Annual
premium

equivalent
(APE)

$m

Present
value of new

 business
premiums

(PVNBP)
$m

New business
margin

(APE)
%

New business
margin

(PVNBP)
%

Closing EEV
shareholders’

equity,
excluding

goodwill
$m

CPL 288 623 2,894 46% 10% 2,871
Hong Kong 786 757 5,083 104% 15% 20,046
Indonesia 158 271 1,174 58% 13% 2,592
Malaysia 212 351 2,051 60% 10% 3,999
Singapore 350 626 5,495 56% 6% 8,000
Growth markets and other 446 1,262* 5,344 35% 8% 4,852*

Total continuing long-term operations 2,240 3,890 22,041 58% 10% 42,360

*	 Re-presented to include amounts relating to Africa.

Note
The movement in new business profit from continuing long-term operations is analysed as follows:

$m

2020 new business profit 2,201

Foreign exchange movement 39
Sales volume 175
Effect of changes in interest rates and other economic assumptions (59)
Business mix, product mix and other items 170

2021 new business profit 2,526

EEV new business profit reflects the value of expected future profits from the new business sold in the year, and demonstrates the business written 
in the year is expected to be profitable. Information on the Group’s operating experience variances on the in-force business is shown in note 2.

Notes on the EEV basis results
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Notes on the EEV basis results / continued

2 Analysis of movement in net worth and value of in-force business for long-term 
business operations

Continuing operations:

2021 $m 2020 $m

Free
surplus

Required
capital

Net
worth

Value of
in-force 

business
Embedded

value
note (i)

Embedded
value

note (i)

Balance at beginning of year 5,348 3,445 8,793 34,068 42,861 37,902
New business contribution (537) 163 (374) 2,900 2,526 2,201
Existing business – transfer to net worth 2,340 (224) 2,116 (2,116) – –
Expected return on existing business note (ii) 157 79 236 1,525 1,761 1,401
Changes in operating assumptions, experience variances and other items note (iii) (173) (6) (179) 48 (131) 525

Operating profit before restructuring and IFRS 17 implementation costs 1,787 12 1,799 2,357 4,156 4,127
Restructuring and IFRS 17 implementation costs (77) – (77) (5) (82) (69)

Operating profit 1,710 12 1,722 2,352 4,074 4,058
Non-operating profit (loss) note (iv) 142 (179) (37) (566) (603) 822

Profit (loss) for the year 1,852 (167) 1,685 1,786 3,471 4,880
Non-controlling interests share of (profit) loss (11) – (11) (19) (30) 1

Profit (loss) for the year attributable to equity holders of the Company 1,841 (167) 1,674 1,767 3,441 4,881
Foreign exchange movements (30) (48) (78) (379) (457) 542
Intra-group dividends and investment in operations (1,115) – (1,115) – (1,115) (567)
Other movements note (v) (84) – (84) – (84) 103

Balance at end of year note (i) 5,960 3,230 9,190 35,456 44,646 42,861

Notes
(i)	 The total embedded value for continuing long-term business operations at the end of each year show below, excluding goodwill attributable to equity holders, can be analysed further 

as follows:
31 Dec 2021 $m 31 Dec 2020 $m

Value of in-force business before deduction of cost of capital and time value of options and guarantees 36,965 36,729
Cost of capital (725) (749)
Time value of options and guarantees* (784) (1,912)

Net value of in-force business 35,456 34,068

Free surplus 5,960 5,348
Required capital 3,230 3,445

Net worth 9,190 8,793

Embedded value from continuing operations 44,646 42,861

*	 The time value of options and guarantees (TVOG) arises from the variability of economic outcomes in the future and is, where appropriate, calculated as the difference between an average 
outcome across a range of economic scenarios, calibrated around a central scenario, and the outcome from the central economic scenario, as described in note 8(i)(d). At 31 December 2021, 
the TVOG for continuing operations is $(784) million, with the substantial majority arising in Hong Kong. The TVOG has decreased since 31 December 2020 reflecting the generally higher 
government bond yields at 31 December 2021 which mean guarantees are less likely to be in-the-money. The TVOG reflects the variability of guaranteed benefit pay-outs across the range 
of economic scenarios around interest rates at the valuation date and represents some of the market risk for the key products in Hong Kong. As this market risk is explicitly allowed for via the 
TVOG, no further adjustment is made for this within the EEV risk discount rate, as described in note 8(i)(h). The magnitude of the TVOG at 31 December 2021 would be approximately 
equivalent to a 10 basis point (2020: 30 basis point) increase in the weighted average risk discount rate which has increased 70 basis points since 31 December 2020. 

(ii)	 The expected return on existing business reflects the effect of changes in economic and operating assumptions in the current year, as described in note 8(ii)(c). The movement in this amount 
compared to the prior year is analysed as follows:

$m

2020 expected return on existing business 1,401

Foreign exchange movement 22
Effect of changes in interest rates and other economic assumptions 253
Growth in opening value of in-force business and other items 85

2021 expected return on existing business 1,761

(iii)	 The effect of changes in operating assumptions of $118 million in 2021 (2020: $390 million) principally reflects the outcome of the regular review of persistency, claims and expenses. 
Experience variances and other items of $(249) million (2020: $135 million) has been driven primarily by short-term persistency and claims impacts linked to Covid-19. There have been 
higher Covid-19-related claims in Indonesia and India, with high Covid-19 cases recorded in mid to late 2021. 2021 also began to see a more normalised level of medical reimbursement 
claims compared to 2020, when claims were more significantly reduced by customers either not seeking or deferring insured treatments. 

Prudential plc  
Annual Report 2021� prudentialplc.com342

http://prudentialplc.com


(iv)	 The EEV non-operating profit (loss) from continuing long-term operations can be summarised as follows:
2021 $m 2020 $m

Short-term fluctuations in investment returns note (a) (1,015) 1,909
Effect of change in economic assumptions note (b) 412 (996)
Loss attaching to corporate transactions note (c) – (91)

Non-operating profit (loss) from continuing operations (603) 822

(a)	 The charge of $(1,015) million in short-term fluctuations in investment returns mainly reflects lower than expected bond returns, following the rise in interest rates in many markets 
in the year, partially offset by better than expected equity returns.

(b)	 The credit of $412 million for the effect of change in economic assumptions primarily arises from increases in long-term interest rates, resulting in higher assumed fund earned rates 
that impact projected future cash flows, partially offset by the effect of higher risk discount rates. 

(c)	 In 2020, the loss attaching to corporate transactions of $(91) million arose on the reinsurance transaction undertaken by the Hong Kong business as described in movement in Group 
free surplus.

(v)	 Other movements include reserve movements in respect of share-based payments, treasury shares, intra-group loans and other intra-group transfers between operations that have no 
overall effect on the Group’s shareholders’ equity.

3 Sensitivity of results for long-term business operations to alternative economic assumptions

(i) Sensitivity analysis – economic assumptions
The tables below show the sensitivity of the embedded value and the new business profit for continuing long-term business operations to:

>	 1 per cent and 2 per cent increases in interest rates and 0.5 per cent decrease in interest rates. This allows for consequential changes in the 
assumed investment returns for all asset classes, market values of fixed interest assets, local statutory reserves, capital requirements and risk 
discount rates (but excludes changes in the allowance for market risk); 

>	 1 per cent rise in equity and property yields;
>	 1 per cent and 2 per cent increases in the risk discount rates. The main driver for changes in the risk discount rates from period to period is changes 

in interest rates, the impact of which is expected to be partially offset by a corresponding change in assumed investment returns, the effect of 
which is not included in the risk discount rate sensitivities. The impact of higher investment returns can be approximated as the difference 
between the sensitivity to increases in interest rates and the sensitivity to increases in risk discount rates; 

>	 20 per cent fall in the market value of equity and property assets (embedded value only); and
>	 Holding the group minimum capital requirements under the GWS Framework in contrast to EEV basis required capital (embedded value only). 

This reduces the level of capital and therefore the level of charge deducted from the embedded value for the cost of locked-in required capital. 
This has the effect of increasing EEV.

The sensitivities shown below are for the impact of instantaneous and permanent changes (with no trending or mean reversion) on the embedded 
value of long-term business operations and include the combined effect on the value of in-force business and net assets (including derivatives) 
held at the valuation dates indicated. The results only allow for limited management actions, such as changes to future policyholder bonuses, 
where applicable. If such economic conditions persisted, the financial impacts may differ to the instantaneous impacts shown below. In this case, 
management could also take additional actions to help mitigate the impact of these stresses. No change in the mix of the asset portfolio held 
at the valuation date is assumed when calculating sensitivities, while changes in the market value of those assets are recognised. The sensitivity 
impacts are expected to be non-linear. To aid understanding of this non-linearity, impacts of both a 1 per cent and 2 per cent increase to interest 
rates and risk discount rates are shown.

If the changes in assumptions shown in the sensitivities were to occur, the effects shown below would be recorded within two components of the 
profit analysis for the following period, namely the effect of changes in economic assumptions and short-term fluctuations in investment returns. 
In addition to the sensitivity effects shown below, the other components of the profit for the following period would be calculated by reference to 
the altered assumptions, for example new business profit and expected return on existing business.

New business profit from continuing long-term business

2021* $m 2020 $m

New business profit 2,526 2,201

Interest rates and consequential effects – 2% increase 88 107
Interest rates and consequential effects – 1% increase 70 78
Interest rates and consequential effects – 0.5% decrease (64) (98)
Equity/property yields – 1% rise 155 140
Risk discount rates – 2% increase (653) (626)
Risk discount rates – 1% increase (380) (372)

*	 2021 new business profit includes Africa operations following the change in the Group’s operating segments in 2021. In the context of the Group, Africa’s results are not materially impacted  
by the above sensitivities.
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Notes on the EEV basis results / continued

Embedded value of continuing long-term business 

31 Dec 2021* $m 31 Dec 2020 $m

Embedded value 44,646 42,861

Interest rates and consequential effects – 2% increase  (4,782)  (3,589)
Interest rates and consequential effects – 1% increase  (2,228)  (1,429)
Interest rates and consequential effects – 0.5% decrease 223 177
Equity/property yields – 1% rise 1,909 1,949
Equity/property market values – 20% fall  (1,959)  (1,912)
Risk discount rates – 2% increase  (9,717)  (9,225)
Risk discount rates – 1% increase  (5,443)  (5,286)
Group minimum capital requirements 136 150

*	 Embedded value includes Africa operations following the change in the Group’s operating segments in 2021. In the context of the Group, Africa’s results are not materially impacted by the 
above sensitivities.

Overall, the new business profit sensitivities at 31 December 2021 are in line with those at 31 December 2020.
For a 1 per cent increase in assumed interest rates, the $(2,228) million negative effect comprises a $(5,443) million negative impact of 

increasing the risk discount rate by 1 per cent, partially offset by a $3,215 million benefit from assuming 1 per cent higher investment returns. 
Similarly, for a 2 per cent increase in assumed interest rates the $(4,782) million negative effect comprises a $(9,717) million negative impact of 
increasing the risk discount rates by 2 per cent, partially offset by a $4,935 million benefit from higher assumed investment returns. Finally, for a 
0.5 per cent decrease in assumed interest rates, there would be a $223 million positive effect reflecting the benefit of a 0.5 per cent reduction in risk 
discount rates being partially offset by lower assumed investment returns. These offsetting impacts are sensitive to economics and the net impact 
can therefore change from period to period depending on the current level of interest rates. At the current and higher interest rates at 31 December 
2021, there is a reduced benefit from further increases in investment returns compared to 31 December 2020, as guarantees written to 
policyholders are less likely to be in-the-money at current levels. This contrasts with the adverse effect of higher risk discount rates which tends to be 
more stable from period to period, all other things being equal.

In order to illustrate the impact of varying specific economic assumptions, all other assumptions are held constant in the sensitivities above and 
therefore, the actual changes in embedded value were these economic effects to materialise may differ from the sensitivities shown. For example, 
market risk allowances would likely be increased within the risk discount rate if interest rates increased by 1 per cent, leading to a reduction of 
$(2,583) million (compared with the $(2,228) million impact shown above). However, if interest rates actually decreased by 0.5 per cent, it would 
lead to a $409 million increase (compared with the $223 million increase shown above).

(ii) Sensitivity analysis – non-economic assumptions
The tables below show the sensitivity of the embedded value and the new business profit for continuing long-term business operations to:

>	 10 per cent proportionate decrease in maintenance expenses (for example, a 10 per cent sensitivity on a base assumption of $10 per annum 
would represent an expense assumption of $9 per annum);

>	 10 per cent proportionate decrease in lapse rates (for example, a 10 per cent sensitivity on a base assumption of 5.0 per cent would represent 
a lapse rate of 4.5 per cent per annum); and

>	 5 per cent proportionate decrease in base mortality (ie increased longevity) and morbidity rates. 

New business profit from long-term business

2021* $m 2020 $m

New business profit 2,526 2,201

Maintenance expenses – 10% decrease 60 47
Lapse rates – 10% decrease 190 156
Mortality and morbidity – 5% decrease 143 106

*	 2021 new business profit includes Africa operations following the change in the Group’s operating segments in 2021. In the context of the Group, Africa’s results are not materially impacted  
by the above sensitivities.
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Embedded value of long-term business

31 Dec 2021* $m 31 Dec 2020 $m

Embedded value 44,646 42,861

Maintenance expenses – 10% decrease 455 476
Lapse rates – 10% decrease 1,901 1,774
Mortality and morbidity – 5% decrease 1,596 1,689

*	 Embedded value includes Africa operations following the change in the Group’s operating segments in 2021. In the context of the Group, Africa’s results are not materially impacted by the 
above sensitivities.

4 Expected transfer of value of in-force business and required capital to free surplus  
for long‑term business operations on a discounted basis

The table below shows how the value of in-force business (VIF) and the associated required capital for long-term business operations are projected 
as emerging into free surplus over future years. Cash flows are projected on a deterministic basis and are discounted at the appropriate risk discount 
rate. The modelled cash flows use the same methodology underpinning the Group’s EEV reporting and so are subject to the same assumptions 
and sensitivities. The projected emergence of VIF and required capital into free surplus in 2021 will be the starting point for expected free surplus 
generation next year, after updating for operating and economic assumption changes. See note I(vi) of the additional financial information for 
further detail.

Total
expected 

emergence

Expected period of conversion of future post-tax distributable earnings  
and required capital flows to free surplus at 31 Dec

1-5 years 6-10 years 11-15 years 16-20 years 21-40 years 40+ years

2021 ($m) 38,922 9,520 6,824 5,160 4,190 9,588 3,640

(%) 100% 24% 18% 13% 11% 25% 9%

2020 ($m) 38,594 9,112 6,932 5,511 4,234 9,193 3,612

(%) 100% 24% 18% 14% 11% 24% 9%

The required capital and value of in-force business for long-term business operations can be reconciled to the total discounted emergence of future 
free surplus shown above as follows:

31 Dec 2021* $m 31 Dec 2020 $m

Required capital note 2 3,230 3,445
Value of in-force business (VIF) note 2 35,456 34,068
Other items** 236 1,081

Continuing long-term business operations 38,922 38,594

*	 2021 amounts include Africa operations following the change in the Group’s operating segments in 2021.
**	‘Other items’ represent the impact of the TVOG and amounts incorporated into VIF where there is no definitive time frame for when the payments will be made or receipts received.  

These items are excluded from the expected free surplus generation profile above.
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Notes on the EEV basis results / continued

5 EEV basis results for other operations

EEV basis other income and expenditure represents the post-tax IFRS basis results for other operations (before restructuring and IFRS 17 
implementation costs), together with an adjustment to deduct the unwind of expected margins on the internal management of the assets of the 
continuing covered business, as shown in the table below. It mainly includes interest costs on core structural borrowings and corporate expenditure 
for head office functions in London and Hong Kong that are not recharged/allocated to the insurance operations.

In line with the EEV Principles, the allowance for the future costs of internal asset management services within the EEV basis results for long-term 
insurance operations excludes the projected future profits or losses generated by any non-insurance entities within the Group in providing those 
services (ie the EEV for long-term insurance operations assumes that the cost of internal asset management services will be that incurred by the 
Group as a whole, not the cost that will be borne by the insurance business). The results of the Group’s asset management operations include the 
current period profit from the management of both internal and external funds, consistent with their presentation within the Group’s IFRS basis 
reporting. An adjustment is accordingly made to Group EEV operating profit, within the EEV basis results for other operations, to deduct the 
expected profit anticipated to arise in the current period in the opening value of in-force business from internal asset management services, 
such that Group EEV operating profit includes the actual profit earned in respect of the management of these assets.

Any costs incurred within the head office functions in London and Hong Kong that are deemed attributable to the long-term insurance (covered) 
business are recharged/allocated to the insurance operations and recorded within the results for those operations. The assumed future expenses 
within the value of in-force business for long-term insurance operations allow for amounts expected to be recharged/allocated by the head office 
functions. Other costs that are not recharged/allocated to the insurance operations are shown as part of other income and expenditure for the 
current period, and are not included within the projection of future expenses for in-force insurance business.

2021 $m  2020 $m

IFRS basis other income and expenditure (as recorded in note B1.1 of the IFRS financial statements) (605) (743)
Tax effects on IFRS basis results (37) (15)
Less: unwind of expected profit on internal management of the assets of continuing long-term business (81) (68)

EEV basis other income and expenditure (723) (826)

The EEV basis shareholders’ equity for other operations is taken to be IFRS basis shareholders’ equity, with central Group debt shown on a market 
value basis. Free surplus for other operations is taken to be IFRS basis shareholders’ equity, net of goodwill attributable to equity holders, with central 
Group debt recorded as free surplus to the extent that it is classified as capital resources under the Group’s capital regime. Under the GWS 
Framework, all debt instruments issued by Prudential plc at the 31 December 2021 are included as capital resources.

Shareholders’ equity for other operations can be compared across metrics as shown in the table below.

2021 $m 2020 $m

IFRS basis shareholders’ equity (as recorded in note C1 of the IFRS financial statements) 1,679 (1,596)
Mark-to-market value adjustment on central borrowings note 6 (438) (795)

EEV basis shareholders’ equity 1,241 (2,391)
Debt instruments treated as capital resources 6,158 4,752

Free surplus of other (central) operations 7,399 2,361

Treatment of discontinued US operations following the demerger
On completion of the demerger of the Group’s US operations (Jackson) in September 2021, the Group’s pre-demerger interest in Jackson was 
remeasured to its observable fair value at that date, with any remeasurement gain or loss recognised in the results of discontinued operations. 
At the same time, the fair value of the interest in Jackson distributed to the Group’s shareholders was recognised directly as a reduction in Group 
equity. The Group retained a 19.7 per cent economic interest (19.9 per cent voting interest) of Jackson immediately following the demerger, which 
was valued at $493 million at that time. In December 2021, Jackson repurchased 2,242,516 shares of its Class A common stock from Prudential 
which reduced Prudential’s economic interest to 18.4 per cent as at 31 December 2021 (18.5 per cent voting interest) and realised a gain of 
$23 million which is included in corporate transactions. The remaining 18.4 per cent economic interest is measured at fair value within the EEV 
results at 31 December 2021. Unrealised changes in fair value since the date of demerger have been included in other movements in equity items 
from continuing operations as part of the EEV basis results for other operations. This treatment is consistent with the approach adopted for IFRS 
as discussed in note D1.2 of the IFRS financial statements.
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6 Net core structural borrowings of shareholder-financed businesses

31 Dec 2021 $m 31 Dec 2020 $m

IFRS
basis

note (ii)

Mark-to-
market 

value 
adjustment

note (iii)

EEV
basis at 
market 

value
IFRS
basis

note (ii)

Mark-to-
market 

value 
adjustment

note (iii)

EEV
basis at 
market 

value

Holding company cash and short-term investments note (i) (3,572) – (3,572) (1,463) – (1,463)
Central borrowings:

Subordinated debt 4,075 196 4,271 4,332 420 4,752
Senior debt 1,702 242 1,944 1,701 375 2,076
Bank loan 350 – 350 350 – 350

Total central borrowings 6,127 438 6,565 6,383 795 7,178

Total net central funds from continuing operations 2,555 438 2,993 4,920 795 5,715

Discontinued US operations (Jackson Surplus Notes) 250 90 340

Net core structural borrowings of shareholder-financed businesses 5,170 885 6,055

Notes
(i)	 Holding company includes centrally managed group holding companies. $1,725 million of the cash held at the year-end was used in January 2022 to complete the planned debt redemptions.
(ii)	 As recorded in note C5.1 of the IFRS financial statements.
(iii)	 The movement in the value of core structural borrowings includes foreign exchange effects for pounds sterling denominated debts. The movement in the mark-to-market value adjustment 

from continuing operations can be analysed as follows:
2021 $m 2020 $m

Balance at beginning of year 795 548
(Credit) charge included in the income statement from continuing operations (357) 247

Balance at end of year 438 795

	 The movement in the value of the Jackson Surplus Notes is included in the results of the discontinued US operations.
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Notes on the EEV basis results / continued

7 Comparison of EEV basis shareholders’ equity with IFRS basis shareholders’ equity

31 Dec 2021 $m 31 Dec 2020 $m

Assets less liabilities before deduction of insurance funds 164,810 421,987
Less insurance funds (including liabilities in respect of insurance products classified as investment contracts under IFRS 4):

Policyholder liabilities (net of reinsurers’ share) and unallocated surplus of with-profits funds note (i) (147,546) (399,868)
Shareholders’ accrued interest in the long-term business 30,267 33,129

(117,279) (366,739)
Less non-controlling interests (176) (1,241)

Total net assets attributable to equity holders of the Company 47,355 54,007

Share capital 182 173
Share premium 5,010 2,637
IFRS basis shareholders’ reserves 11,896 18,068

IFRS basis shareholders’ equity, net of non-controlling interests 17,088 20,878
Shareholders’ accrued interest in the long-term business 30,267 33,129

EEV basis shareholders’ equity, net of non-controlling interests note (ii) 47,355 54,007

Analysed as:
Continuing operations 41,926
Discontinued US operations 12,081

EEV basis shareholders’ equity, net of non-controlling interests 54,007

Notes
(i)	 The 2020 “policyholder liabilities (net of reinsurers’ share) and unallocated surplus of with-profits funds” included amounts relating to the discontinued US operations.
(ii)	 The 31 December 2021 amount includes the Group’s retained 18.4 per cent economic interest (18.5 per cent voting interest) in Jackson post demerger at fair value.
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8 Methodology and accounting presentation

The methodology and accounting presentation below are stated for the Group’s continuing business operations only. Following Jackson’s 
demerger, the Group’s US operations are no longer included in covered business with comparatives being re-presented. Methodology applied 
for the discontinued US operations in the comparative results is provided in note 8 of the Group’s EEV financial statements for the year ended 
31 December 2020.

(i) Methodology
(a) Covered business
The EEV basis results for the Group’s continuing operations are prepared for ‘covered business’ as defined by the EEV Principles. Covered business 
represents the Group’s long-term insurance business (including the Group’s investments in joint venture and associate insurance operations), for 
which the value of new and in-force contracts is attributable to shareholders. The definition of long-term insurance business comprises those 
contracts falling under the definition for regulatory purposes. Africa operations are included within the covered business from 2021 following the 
change in the Group’s operating segments. Further details on the Group’s segments are provided in note B1.2 of the IFRS basis results. The amounts 
are shown within the continuing insurance segment for all periods.

The EEV basis results for the Group’s covered business are then combined with the post-tax IFRS basis results of the Group’s asset management 
and other operations (including interest costs on core structural borrowings and corporate expenditure for head office functions in London and 
Hong Kong that is not recharged/allocated to the insurance operations), with an adjustment to deduct the unwind of expected margins on the 
internal management of the assets of the covered business. Under the EEV Principles, the results for covered business incorporate the projected 
margins of attaching internal asset management, as described in note (g) below.

(b) Valuation of in-force and new business
The EEV basis results are prepared incorporating best estimate assumptions about all relevant factors including levels of future investment returns, 
persistency, mortality, morbidity and expenses, as described in note 9(iii). These assumptions are used to project future cash flows. The present 
value of the projected future cash flows is then calculated using a discount rate, as shown in note 9(i), which reflects both the time value of money 
and all other non-diversifiable risks associated with the cash flows that are not otherwise allowed for.

The total profit that emerges over the lifetime of an individual contract as calculated under the EEV basis is the same as that calculated under 
the IFRS basis. Since the EEV basis reflects discounted future cash flows, under the EEV methodology the profit emergence is advanced, thus more 
closely aligning the timing of the recognition of profit with the efforts and risks of current management actions, particularly with regard to business 
sold during the period.

New business
In determining the EEV basis value of new business, premiums are included in projected cash flows on the same basis of distinguishing regular and 
single premium business as set out in the Group’s new business sales reporting.

New business premiums reflect those premiums attaching to the covered business, including premiums for contracts classified as investment 
contracts under IFRS 4. New business premiums for regular premium products are shown on an annualised basis. 

New business profit represents profit determined by applying operating and economic assumptions as at the end of the period. New business 
profitability is a key metric for the Group’s management of the development of the business. In addition, new business margins are shown by 
reference to annual premium equivalent (APE) and the present value of new business premiums (PVNBP). These margins are calculated as the 
percentage of the value of new business profit to APE and PVNBP. APE is calculated as the aggregate of regular premiums on new business written 
in the period and one-tenth of single premiums. PVNBP is calculated as the aggregate of single premiums and the present value of expected future 
premiums from regular premium new business, allowing for lapses and the other assumptions made in determining the EEV new business profit. 

Valuation movements on investments
Investment gains and losses during the period (to the extent that changes in capital values do not directly match changes in liabilities) are included 
directly in the profit or loss for the period and shareholders’ equity as they arise.

The results for the covered business conceptually reflect the aggregate of the post-tax IFRS basis results and the movements in the additional 
shareholders’ interest recognised on an EEV basis. Therefore, the starting point for the calculation of the EEV basis results reflects the market value 
movements recognised on an IFRS basis.
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Notes on the EEV basis results / continued

(c) Cost of capital
A charge is deducted from the embedded value for the cost of locked-in required capital supporting the Group’s long-term business. The cost is the 
difference between the nominal value of the capital held and the discounted value of the projected releases of this capital, allowing for post-tax 
investment earnings on the capital.

The EEV results are affected by the movement in this cost from period to period, which comprises a charge against new business profit and 
generally a release in respect of the reduction in capital requirements for business in force as this runs off. 

Where required capital is held within a with-profits long-term fund, the value placed on surplus assets within the fund is already adjusted to reflect 
its expected release over time and so no further adjustment to the shareholder position is necessary.

(d) Financial options and guarantees
Nature of financial options and guarantees
Participating products, principally written in Hong Kong, Singapore and Malaysia, have both guaranteed and non-guaranteed elements. These 
products provide returns to policyholders through bonuses that are smoothed. There are two types of bonuses: regular and final. Regular bonuses 
are declared once a year and, once credited, are guaranteed in accordance with the terms of the particular products. Final bonuses are guaranteed 
only until the next bonus declaration.

There are also various non-participating long-term products with guarantees. The principal guarantees are those for whole-of-life contracts with 
floor levels of policyholder benefits that typically accrue at rates set at inception and do not vary subsequently with market conditions. Similar to 
participating products, the policyholder charges incorporate an allowance for the cost of providing these guarantees, which, for certain whole-of-
life products in Hong Kong, remains constant throughout varying economic conditions, rather than reducing as the economic environment 
improves and vice versa.

Time value
The value of financial options and guarantees comprises the intrinsic value (arising from a deterministic valuation on best estimate assumptions) 
and the time value (arising from the variability of economic outcomes in the future). 

Where appropriate, a full stochastic valuation has been undertaken to determine the time value of financial options and guarantees. The 
economic assumptions used for the stochastic calculations are consistent with those used for the deterministic calculations. Assumptions specific 
to the stochastic calculations reflect local market conditions and are based on a combination of actual market data, historic market data and an 
assessment of long-term economic conditions. Common principles have been adopted across the Group for the stochastic asset models, such as 
separate modelling of individual asset classes with an allowance for correlations between various asset classes. Details of the key characteristics 
of each model are given in note 9(ii).

In deriving the time value of financial options and guarantees, management actions in response to emerging investment and fund solvency 
conditions have been modelled. Management actions encompass, but are not confined to, investment allocation decisions, levels of regular and 
final bonuses and credited rates. Bonus rates are projected from current levels and varied in accordance with assumed management actions 
applying in the emerging investment and fund solvency conditions. In all instances, the modelled actions are in accordance with approved local 
practice and therefore reflect the options available to management.

(e) Level of required capital
In adopting the EEV Principles, Prudential has based required capital on the applicable local statutory regulations, including any amounts 
considered to be required above the local statutory minimum requirements to satisfy regulatory constraints. 

For shareholder-backed businesses, the level of required capital has generally been set to an amount at least equal to local statutory notification 
requirements.

For CPL life operations, the level of required capital follows the approach for embedded value reporting issued by the China Association of 
Actuaries (CAA) reflecting the C-ROSS regime. For Singapore life operations, the level of net worth and required capital is based on the Tier 1 Capital 
position under the risk-based capital framework (RBC2), which removes certain negative reserves permitted to be recognised in the full RBC2 
regulatory position applicable to the Group’s GWS capital position, in order to better reflect free surplus and its generation.

(f) With-profits business and the treatment of the estate
For the Group’s relevant operations, the proportion of surplus allocated to shareholders from the with-profits funds has been based on the 
applicable profit distribution between shareholders and policyholders. The EEV methodology includes the value attributed to the shareholders’ 
interest in the residual estate of the in-force with-profits business. In any scenarios where the total assets of the life fund are insufficient to meet 
policyholder claims in full, the excess cost is fully attributed to shareholders. As required, adjustments are also made to reflect any capital 
requirements for with-profits business in excess of the capital resources of the with-profits funds.
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(g) Internal asset management
In line with the EEV Principles, the in-force and new business results from long-term business include the projected future profit or loss from asset 
management and service companies that support the Group’s covered insurance businesses. The results of the Group’s asset management 
operations include the current period profit from the management of both internal and external funds. EEV basis shareholders’ other income and 
expenditure is adjusted to deduct the expected profit anticipated to arise in the current period in the opening VIF from internal asset management 
and other services. This deduction is on a basis consistent with that used for projecting the results for covered insurance business. Accordingly, Group 
operating profit includes the actual profit earned in respect of the management of these assets.

(h) Allowance for risk and risk discount rates
Overview
Under the EEV Principles, discount rates used to determine the present value of expected future cash flows are set by reference to risk-free rates plus 
a risk margin. 

The risk-free rates are largely based on local government bond yields at the valuation date and are assumed to remain constant throughout the 
projection, with no trending or mean reversion to longer-term assumptions that cannot be observed in the current market.

The risk margin reflects any non-diversifiable risk associated with the emergence of distributable earnings that is not allowed for elsewhere in the 
valuation. In order to better reflect differences in relative market risk volatility inherent in each product group, Prudential sets the risk discount rates 
to reflect the expected volatility associated with the expected future shareholder cash flows for each product group in the embedded value model, 
rather than at a Group level.

Since financial options and guarantees are explicitly valued under the EEV methodology, risk discount rates exclude the effect of these product 
features.

The risk margin represents the aggregate of the allowance for market risk and allowance for non-diversifiable non-market risk. No allowance is 
required for non-market risks where these are assumed to be fully diversifiable. 

Market risk allowance
The allowance for market risk represents the beta multiplied by the equity risk premium. 

The beta of a portfolio or product measures its relative market risk. The risk discount rates reflect the market risk inherent in each product group 
and hence the volatility of product-specific cash flows. These are determined by considering how the profit from each product is affected by 
changes in expected returns across asset classes. By converting this into a relative rate of return, it is possible to derive a product-specific beta. This 
approach contrasts with a top-down approach to market risk where the risks associated with each product are not directly reflected in the valuation 
basis.

The Group’s methodology allows for credit risk in determining the best estimate returns and through the market risk allowance, which covers 
expected long-term defaults, a credit risk premium (to reflect the volatility in downgrade and default levels) and short-term downgrades and 
defaults.

Allowance for non-diversifiable non-market risks 
The majority of non-market and non-credit risks are considered to be diversifiable. An allowance for non-diversifiable non-market risks is estimated 
as set out below. 

A base level allowance of 50 basis points is applied to cover the non-diversifiable non-market risks associated with the Group’s covered business. 
For the Group’s businesses in less mature markets (such as the Philippines, Thailand and Africa) additional allowances of 250 basis points are 
applied. The level and application of these allowances are reviewed and updated based on an assessment of the Group’s exposure and experience 
in the markets. For the Group’s business in more mature markets, no additional allowance is necessary. At 31 December 2021, the total allowance 
for non-diversifiable non-market risk is equivalent to a $(3.7) billion (or (8) per cent) reduction to the embedded value of continuing long-term 
business operations.

(i) Foreign currency translation
Foreign currency profits and losses have been translated at average exchange rates for the period. Foreign currency transactions are translated 
at the spot rate prevailing at the date of the transactions. Foreign currency assets and liabilities have been translated at closing exchange rates. 
The principal exchange rates are shown in note A1 of the Group IFRS financial statements.

(j) Taxation
In determining the post-tax profit for the period for covered business, the overall tax rate includes the impact of tax effects determined on a local 
regulatory basis. Tax payments and receipts included in the projected future cash flows to determine the value of in-force business are calculated 
using tax rates that have been announced and substantively enacted by the end of the reporting period. 
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Notes on the EEV basis results / continued

(ii) Accounting presentation
(a) Analysis of post-tax profit
To the extent applicable, the presentation of the EEV basis profit or loss for the period from continuing operations is consistent with the classification 
between operating and non-operating results that the Group applies for the analysis of IFRS basis results. Operating results are determined as 
described in note (b) below and incorporate the following:

>	 New business profit, as defined in note (i)(b) above;
>	 Expected return on existing business, as described in note (c) below;
>	 The impact of routine changes of estimates relating to operating assumptions, as described in note (d) below; and 
>	 Operating experience variances, as described in note (e) below. 

In addition, operating results include the effect of changes in tax legislation, unless these changes are one-off and structural in nature, or primarily 
affect the level of projected investment returns, in which case they are reflected as a non-operating result. 

Non-operating results comprise:
>	 Short-term fluctuations in investment returns; 
>	 Mark-to-market value movements on core structural borrowings;
>	 Effect of changes in economic assumptions; and
>	 The impact of corporate transactions, if any, undertaken in the year.

Total profit or loss in the period attributable to shareholders and basic earnings per share include these items, together with actual investment 
returns. The Group believes that operating profit, as adjusted for these items, better reflects underlying performance.

(b) Investment returns included in operating profit
For the investment element of the assets covering the total net worth of long-term insurance business, investment returns are recognised in 
operating results at the expected long-term rates of return. These expected returns are calculated by reference to the asset mix of the portfolio. 

(c) Expected return on existing business
Expected return on existing business comprises the expected unwind of discounting effects on the opening value of in-force business and required 
capital and the expected return on existing free surplus. The unwind of discount and the expected return on existing free surplus are determined 
after adjusting for the effect of changes in economic and operating assumptions in the current period on the embedded value at the beginning of 
the period, for example the unwind of discount on the value of in-force business and required capital is determined after adjusting both the opening 
value and the risk discount rates for the effect of changes in economic and operating assumptions in the current period.

(d) Effect of changes in operating assumptions
Operating profit includes the effect of changes to operating assumptions on the value of in-force business at the end of the reporting period. For 
presentational purposes the effect of changes is delineated to show the effect on the opening value of in-force business as operating assumption 
changes, with the experience variances subsequently being determined by reference to the assumptions at the end of the reporting period, 
as discussed below.

(e) Operating experience variances
Operating profit includes the effect of experience variances on operating assumptions, such as persistency, mortality, morbidity, expenses and other 
factors, which are calculated with reference to the assumptions at the end of the reporting period. 

(f) Effect of changes in economic assumptions
Movements in the value of in-force business at the beginning of the period caused by changes in economic assumptions, net of the related changes 
in the time value of financial options and guarantees, are recorded in non-operating results.
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9 Assumptions

(i) Principal economic assumptions
The EEV basis results for the Group’s covered business are determined using economic assumptions where both the risk discount rates and 
long-term expected rates of return on investments are set with reference to risk-free rates of return at the end of the reporting period. Both the risk 
discount rate and expected rates of return are updated at each valuation date to reflect current market risk-free rates, with the effect that changes 
in market risk-free rates impact all projected future cash flows. The risk-free rates of return are largely based on local government bond yields and 
are assumed to remain constant throughout the projection, with no trending or mean reversion to longer-term assumptions that cannot be 
observed in the current market. The risk-free rates of return are shown below for each of the Group’s insurance operations. Expected returns on 
equity and property assets and corporate bonds are derived by adding a risk premium to the risk-free rate based on the Group’s long-term view. 

As described in note 8(i)(h), risk discount rates are set equal to the risk-free rate at the valuation date plus allowances for market risk and 
non‑diversifiable non-market risks appropriate to the features and risks of the underlying products and markets. Risks that are explicitly allowed 
for elsewhere in the EEV basis, such as via the cost of capital and the time value of options and guarantees, as set out in note 2(i), are not included 
in the risk discount rates.

Risk discount rate %
10-year government 

bond yield %
Equity return
(geometric) %New business In-force business

31 Dec
2021

31 Dec
2020

31 Dec
2021

31 Dec
2020

31 Dec
2021

31 Dec
2020

31 Dec
2021

31 Dec
2020

CPL 7.3 7.7 7.3 7.7 2.8 3.2 6.8 7.2
Hong Kong note (a) 2.5 2.0 2.8 2.1 1.5 0.9 5.0 4.4
Indonesia 9.9 8.9 10.5 10.0 7.0 6.5 11.3 10.8
Malaysia 5.7 4.4 6.1 4.9 3.7 2.6 7.2 6.1
Philippines 12.0 10.3 12.0 10.3 4.8 3.1 9.0 7.3
Singapore 3.4 2.3 3.8 2.9 1.7 0.9 5.2 4.4
Taiwan 3.5 3.0 3.1 2.5 0.7 0.3 4.7 4.3
Thailand 9.3 8.5 9.3 8.5 2.0 1.3 6.3 5.5
Vietnam 4.0 4.3 4.1 4.5 2.2 2.6 6.4 6.8
Total weighted average (new business) note (b) 5.0 4.1 n/a n/a 2.7 2.1 6.1 5.8
Total weighted average (in-force business) note (b) n/a n/a 4.3 3.6 2.3 1.7 5.8 5.3

Notes 
(a)	 For Hong Kong, the assumptions shown are for US dollar denominated business. For other businesses, the assumptions shown are for local currency denominated business.
(b)	 Total weighted average assumptions have been determined by weighting each business’s assumptions by reference to the EEV basis new business profit and the closing net value of in-force 

business. The 2021 weighted average assumptions include Africa operations following the change in the Group’s operating segments in 2021. The changes in the risk discount rates for 
individual businesses reflect the movements in the local government bond yields, changes in the allowance for market risk (including as a result of changes in asset mix) and changes in 
product mix.

(c)	 Expected long-term inflation assumptions range from 1.5 per cent to 5.5 per cent (31 December 2020: 1.5 per cent to 5.5 per cent).

(ii) Stochastic assumptions
Details are given below of the key characteristics of the models used to determine the time value of financial options and guarantees as referred 
to in note 8(i)(d).

>	 The stochastic cost of guarantees is primarily of significance for the Hong Kong, Malaysia, Singapore, Taiwan and Vietnam businesses;
>	 The principal asset classes are government bonds, corporate bonds and equity;
>	 Interest rates are projected using a stochastic interest rate model calibrated to the current market yields;
>	 Equity returns are assumed to follow a log-normal distribution;
>	 The corporate bond return is calculated based on a risk-free return plus a mean-reverting spread;
>	 The volatility of equity returns ranges from 18 per cent to 35 per cent for both years; and
>	 The volatility of government bond yields ranges from 1.1 per cent to 2.0 per cent for both years.
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Notes on the EEV basis results / continued

(iii) Operating assumptions
Best estimate assumptions are used for projecting future cash flows, where best estimate is defined as the mean of the distribution of future 
possible outcomes. The assumptions are reviewed actively and changes are made when evidence exists that material changes in future experience 
are reasonably certain.

Assumptions required in the calculation of the time value of financial options and guarantees, for example relating to volatilities and correlations, 
or dynamic algorithms linking liabilities to assets, have been set equal to the best estimates and, wherever material and practical, reflect any 
dynamic relationships between the assumptions and the stochastic variables. 

Demographic assumptions
Persistency, mortality and morbidity assumptions are based on an analysis of recent experience, and reflect expected future experience. When 
projecting future cash flows for medical reimbursement business that is repriced annually, explicit allowance is made for expected future premium 
inflation and separately for future medical claims inflation. 

Expense assumptions
Expense levels, including those of the service companies that support the Group’s long-term business, are based on internal expense analysis and 
are appropriately allocated to acquisition of new business and renewal of in-force business. For mature business, it is Prudential’s policy not to take 
credit for future cost reduction programmes until the actions to achieve the savings have been delivered. Expense overruns are reported where 
these are expected to be short-lived, including businesses that are growing rapidly or are sub-scale.

Expenses comprise costs borne directly and costs recharged/allocated from the Group head office functions in London and Hong Kong that are 
attributable to the long-term insurance (covered) business. The assumed future expenses for the long-term insurance business allow for amounts 
expected to be recharged/allocated by the head office functions. Development expenses are allocated to covered business and are charged as 
incurred.

Corporate expenditure, which is included in other income and expenditure, comprises expenditure of the Group head office functions in London 
and Hong Kong that is not recharged/allocated to the long-term insurance or asset management operations, primarily for corporate related 
activities that are charged as incurred, together with restructuring and IFRS 17 implementation costs incurred across the Group.

Tax rates
The assumed long-term effective tax rates for operations reflect the expected incidence of taxable profit or loss in the projected future cash flows 
as explained in note 8(i)(j). The local standard corporate tax rates applicable are as follows:

%

CPL 25.0
Hong Kong 16.5 per cent on 5 per cent of premium income 
Indonesia 22.0
Malaysia 24.0
Philippines Up to 30 June 2020: 30.0; from 1 July 2020: 25.0
Singapore 17.0
Taiwan 20.0
Thailand 20.0
Vietnam 20.0
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10 Insurance new business

Single premiums Regular premiums
Annual premium 
equivalents (APE)

 Present value of new 
business premiums (PVNBP)

2021 $m 2020 $m 2021 $m 2020 $m 2021 $m 2020 $m 2021 $m 2020 $m

CPL note (a) 1,760 1,068 600 475 776 582 3,761 2,705
Hong Kong 808 184 469 741 550 758 4,847 5,095
Indonesia 258 226 226 244 252 267 1,067 1,154
Malaysia 74 90 453 337 461 346 2,137 2,023
Singapore 2,412 1,496 502 460 743 610 6,214 5,354
Growth markets:

Africa note (b) 15 17 133 110 134 112 288 –
Cambodia – – 14 10 14 10 59 45
India note (c) 285 225 200 154 228 177 1,172 902
Laos – – 1 1 1 1 2 3
Myanmar – – 1 – 1 – 3 1
Philippines 89 49 168 134 177 139 655 528
Taiwan 172 201 379 367 397 387 1,417 1,445
Thailand 142 122 204 171 218 183 882 768
Vietnam 55 21 237 234 242 236 1,649 1,564

Total continuing operations note (d) 6,070 3,699 3,587 3,438 4,194 3,808 24,153 21,587

Notes
(a)	 New business in CPL is included at Prudential’s 50 per cent interest in the joint venture.
(b)	 2021 new business includes Africa operations following the change in the Group’s operating segments in 2021.
(c)	 New business in India is included at Prudential’s 22 per cent interest in the associate.
(d)	 The table above is provided as an indicative volume measure of transactions undertaken in the reporting period that have the potential to generate profit for shareholders. The amounts 

shown are not, and not intended to be, reflective of premium income recorded in the Group IFRS income statement.

11 Post balance sheet events

Dividends
The 2021 second interim ordinary dividend approved by the Board of Directors after 31 December 2021 is as described in note B5 of the IFRS 
financial statements.

Debt redemption
On 20 January 2022, US$1,725 million of notes in core structural borrowings of shareholder-financed businesses, as shown in note C5.1 of the IFRS 
financial statements, were redeemed.
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The directors have chosen to prepare supplementary information in 
accordance with the European Embedded Value Principles issued by 
the European Insurance CFO Forum in 2016 (‘the EEV Principles’) using 
the methodology and assumptions set out in the Notes on the EEV 
basis results.

When compliance with the EEV Principles is stated, those principles 
require the directors to prepare supplementary information in 
accordance with the Embedded Value Methodology (EVM) contained 
in the EEV Principles and to disclose and explain any non-compliance 
with the EEV guidance included in the EEV Principles.

In preparing the EEV supplementary information, the directors have:

>	 Prepared the supplementary information in accordance with the 
EEV Principles; 

>	 Identified and described the business covered by the EVM; 
>	 Applied the EVM consistently to the covered business; 
>	 Determined assumptions on a realistic basis, having regard to past, 

current and expected future experience and to any relevant 
external data, and then applied them consistently; 

>	 Made estimates that are reasonable and consistent; and 
>	 Described the basis on which business that is not covered business 

has been included in the supplementary information, including any 
material departures from the accounting framework applicable to 
the Group’s financial statements. 

Statement of Directors’ responsibilities in respect of the  
European Embedded Value (EEV) basis supplementary information
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Independent auditor’s report to Prudential plc on the  
European Embedded Value (EEV) basis supplementary information

Opinion
We have audited the EEV basis supplementary information of 
Prudential plc (‘the Company’) for the year ended 31 December 2021 
which comprise the EEV results highlights, movement in Group EEV 
shareholders’ equity, movement in Group free surplus and related 
notes, including the basis of preparation on page 335. The EEV basis 
supplementary information should be read in conjunction with the 
Group financial statements. 

In our opinion, the EEV basis supplementary information of the 
Company for the year ended 31 December 2021 has been properly 
prepared, in all material respects, in accordance with the European 
Embedded Value Principles issued by the European Insurance CFO 
Forum in 2016 (‘the EEV Principles’) using the methodology and 
assumptions set out in the Notes on the EEV basis results.

Basis for opinion
We conducted our audit in accordance with International Standards 
on Auditing (UK) (“ISAs (UK)”), including ISA (UK) 800, and the terms 
of our engagement. Our responsibilities are described below. We have 
fulfilled our ethical responsibilities under, and are independent of the 
Company in accordance with, UK ethical requirements including the 
FRC Ethical Standard. We believe that the audit evidence we have 
obtained is a sufficient and appropriate basis for our opinion. 

Emphasis of matter – special purpose basis of preparation
We draw attention to page 335 of the EEV basis supplementary 
information. As explained on that page, the EEV basis supplementary 
information is prepared to provide additional information to users of 
the Group financial statements. As a result, the EEV basis 
supplementary information may not be suitable for another purpose. 
Our opinion is not modified in respect of this matter. 

Going Concern
The Directors have prepared the EEV basis supplementary 
information on the going concern basis as they do not intend to 
liquidate the Group or to cease their operations, and as they have 
concluded that the Group’s financial position means that this is 
realistic. They have also concluded that there are no material 
uncertainties that could have cast significant doubt over their ability to 
continue as a going concern for at least a year from the date of 
approval of the EEV basis supplementary information (“the going 
concern period”). 

We used our knowledge of the Group, its industry, and the general 
economic environment in which it operates to identify the inherent 
risks to its business model and analysed how those risks might affect 
the Group’s financial resources or ability to continue operations over 
the going concern period. The risks that were considered most likely 
to adversely affect the Group’s available financial resources over this 
period were:

>	 Adverse impacts arising from fluctuations or negative trends in the 
economic environment which affect the valuations of the Group’s 
investments, wider credit spreads and defaults and valuation of EEV 
shareholders’ equity due to the impact of these market movements;

>	 The impact on regulatory capital solvency margins from 
movements in interest rates; and

>	 Severely adverse policyholder lapse or claims experience.

We also considered less predictable but realistic second order impacts, 
such as failure of some of the Group’s counterparties (such as banks 
and reinsurers) to meet commitments, which could give rise to a 
negative impact on the Group’s financial position and liquidity, and 
wider economic factors such as the Coronavirus pandemic’s impact on 
economic volatility and market uncertainty in the period, and other 
such macroeconomic events.

We considered whether these risks could plausibly affect the liquidity 
or solvency in the going concern period by assessing the Directors’ 
sensitivities over the level of available financial resources indicated by 
the Group’s cash flow forecasts taking account of severe but plausible 
adverse effects that could arise from these risks individually and 
collectively.

We assessed the completeness of the going concern disclosure.

Our conclusions based on this work:

>	 we consider that the directors’ use of the going concern basis of 
accounting in the preparation of the EEV basis supplementary 
information is appropriate;

>	 we have not identified, and concur with the directors’ assessment 
that there is not, a material uncertainty related to events or 
conditions that, individually or collectively, may cast significant 
doubt on the Group’s ability to continue as a going concern for the 
going concern period; and 

>	 we found the going concern disclosure to be acceptable.

However, as we cannot predict future events or conditions and as 
subsequent events may result in outcomes that are inconsistent with 
judgements that were reasonable at the time they were made, the 
above conclusions are not a guarantee that the Group will continue in 
operation.

Fraud and breaches of laws and regulations – ability to detect
Identifying and responding to risks of material misstatement 
due to fraud
To identify risks of material misstatement due to fraud (“fraud risks”) 
we assessed events or conditions that could indicate an incentive or 
pressure to commit fraud or provide an opportunity to commit fraud. 
Our risk assessment procedures included:

>	 	Enquiring of directors, the audit committee, internal audit, group 
security, and inspecting key papers provided to those charged with 
governance as to the high-level policies and procedures to prevent 
and detect fraud, including the Group’s channel for “whistleblowing” 
and process for engaging local management to identify fraud risks 
specific to their business units, as well as whether they have 
knowledge of any actual, suspected, or alleged fraud. 

>	 Reading board and audit committee minutes. 
>	 Considering remuneration incentive schemes and performance 

targets for directors. 
>	 Consulted with professionals with forensic knowledge to assist us in 

identifying fraud risks based on discussions of the circumstances of 
the Group.

We communicated identified fraud risks throughout the audit team 
and remained alert to any indications of fraud throughout the audit. 
This included communication from the group team to all component 
audit teams in scope of relevant fraud risks identified at the Group 
level and requests to these audit teams to report to the Group audit 
team any instances of fraud that could give rise to a material 
misstatement at group. 
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Independent auditor’s report to Prudential plc on the European Embedded Value (EEV) basis supplementary information / continued

As required by auditing standards, and taking into account possible 
pressures to meet profit targets, we perform procedures to address 
the risks of management override of controls, in particular the risk that 
group and component management may be in a position to make 
inappropriate accounting entries and the risk of bias in accounting 
estimates and judgements. Accordingly, we identified a fraud risk 
related to the selection of EEV operating assumptions given their 
direct impact on the Group’s embedded value, the opportunity for 
management to manipulate assumptions due to the subjectivity 
involved and given the long-term nature of these assumptions which 
are more difficult to corroborate. 

On this audit we do not consider there is a fraud risk related to revenue 
recognition as there is limited management judgement involved in the 
determination of all material revenue streams as the amounts are 
contractually derived. 

In determining the audit procedures to address the identified fraud 
risks, we took into account the results of our evaluation and testing of 
the operating effectiveness of the group-wide anti-fraud risk controls. 
In order to address the risk of fraud specifically as it relates to the EEV 
operating assumptions, we involved actuarial specialists to assist in 
our challenge of management. We challenged management in 
relation to the selection of assumptions and the appropriateness 
of the rationale for any changes, the consistency of the selected 
assumptions across different aspects of the financial reporting process 
and comparison to our understanding of the product portfolio, trends 
in experience, policyholder behaviour and economic conditions and 
also by reference to market practice. 

To address the pervasive risk as it relates to management override, 
we also performed procedures including:

>	 Identifying journal entries based on risk criteria and comparing 
the identified entries to supporting documentation. These include 
journal entries related to non-recurring transactions. 

>	 Evaluating the business purpose of non-recurring transactions. 
>	 Assessing significant accounting estimates for bias.

Identifying and responding to risks of material misstatement 
due to non-compliance with laws and regulations
We identified areas of laws and regulations that could reasonably be 
expected to have a material effect on the EEV basis supplementary 
information from our general commercial and sector experience, 
through discussion with the directors, and from inspection of the 
Group’s regulatory and legal correspondence. We discussed with 
the directors and other management the policies and procedures 
regarding compliance with laws and regulation. 

As the Group is regulated, our assessment of risks involved gaining 
an understanding of the control environment including the entity’s 
procedures for complying with regulatory requirements. 

We communicated identified laws and regulations throughout our 
team and remained alert to any indications of non-compliance 
throughout the audit. This included communication from the group to 
all in-scope component audit teams of relevant laws and regulations 
identified at the group level, and a request for these teams to report 
to the group any instances of non-compliance with said laws and 
regulations, or any identified local laws and regulations, that could 
give rise to a material misstatement at group.

The potential effect of these laws and regulations on the EEV basis 
supplementary information varies considerably.

Firstly, the Group is subject to laws and regulations that directly affect 
the EEV basis supplementary information including taxation 
legislation and we assessed the extent of compliance with these laws 
and regulations as part of our procedures on the related EEV basis 
supplementary information items.

Secondly, the Group is subject to many other laws and regulations 
where the consequences of non-compliance could have a material 
effect on amounts or disclosures in the EEV basis supplementary 
information, for instance through the imposition of fines or litigation 
or the loss of the Group’s licence to operate. We identified the area 
of regulatory capital as that most likely to have such an effect 
recognising the financial and regulated nature of the Group’s 
activities. Auditing standards limit the required audit procedures to 
identify non-compliance with these laws and regulations to enquiry 
of the directors and other management and inspection of regulatory 
and legal correspondence, if any. Therefore, if a breach of operational 
regulations is not disclosed to us or evident from relevant 
correspondence, an audit will not detect that breach.

Context of the ability of the audit to detect fraud or breaches 
of law or regulation
Owing to the inherent limitations of an audit, there is an unavoidable 
risk that we may not have detected some material misstatements 
in the EEV basis supplementary information, even though we have 
properly planned and performed our audit in accordance with 
auditing standards. For example, the further removed non-compliance 
with laws and regulations (irregularities) is from the events and 
transactions reflected in the EEV basis supplementary information, 
the less likely the inherently limited procedures required by auditing 
standards would identify it. 

In addition, as with any audit, there remained a higher risk of 
non-detection of fraud, as these may involve collusion, forgery, 
intentional omissions, misrepresentations, or the override of internal 
controls. We are not responsible for preventing non-compliance or 
fraud and cannot be expected to detect non-compliance with all laws 
and regulations.

Other information
The directors are responsible for the other information presented 
in the Annual Report together with the EEV basis supplementary 
information. Our opinion on the EEV basis supplementary information 
does not cover the other information and, accordingly, we do not 
express an audit opinion or any form of assurance conclusion thereon. 

Our responsibility is to read the other information and, in doing so, 
consider whether, based on our EEV basis supplementary information 
audit work, the information therein is materially misstated or 
inconsistent with the EEV basis supplementary information or our 
audit knowledge. Based solely on that work, we have not identified 
material misstatements in the other information.
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Directors’ responsibilities 
As explained more fully in their statement set out on page 356, 
the directors are responsible for the preparation of the EEV basis 
supplementary information in accordance with the with the European 
Embedded Value Principles issued by the European Insurance CFO 
Forum in 2016 (‘the EEV Principles’) using the methodology and 
assumptions set out in the Notes on the EEV basis results. They are 
also responsible for: such internal control as they determine is 
necessary to enable the preparation of EEV basis supplementary 
information that is free from material misstatement, whether due to 
fraud or error; determining that the basis of preparation is acceptable 
in the circumstances; assessing the Group’s ability to continue as a 
going concern, disclosing, as applicable, matters related to going 
concern; and using the going concern basis of accounting unless they 
either intend to liquidate the Group or to cease operations, or have no 
realistic alternative but to do so.

Auditor’s responsibilities 
Our objectives are to obtain reasonable assurance about whether the 
EEV basis supplementary information as a whole is free from material 
misstatement, whether due to fraud or error, and to issue our opinion 
in an auditor’s report. Reasonable assurance is a high level of 
assurance, but does not guarantee that an audit conducted in 
accordance with ISAs (UK) will always detect a material misstatement 
when it exists. Misstatements can arise from fraud or error and are 
considered material if, individually or in aggregate, they could 
reasonably be expected to influence the economic decisions of users 
taken on the basis of the EEV basis supplementary information. 

A fuller description of our responsibilities is provided on the FRC’s 
website at www.frc.org.uk/auditorsresponsibilities.

The purpose of our audit work and to whom we 
owe our responsibilities
This report is made solely to the Company in accordance with the 
terms of our engagement. Our audit work has been undertaken so 
that we might state to the Company those matters we have been 
engaged to state to it in this report and for no other purpose. To the 
fullest extent permitted by law, we do not accept or assume 
responsibility to anyone other than the Company for our audit work, 
for this report, or for the opinions we have formed.

Philip Smart
for and on behalf of KPMG LLP  
Chartered Accountants  
London 

8 March 2022
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