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Prudential Annuities Limited

Directors’ report for the year ended 31 December 208

Principal activity

The principal activity of Prudential Annuities Litad (the Company) is the writing of pension annuity
long term insurance business.

The Company ceased to accept annuity businessuredsom group companies during 2004. This
represented the majority of the Company’s new lmssin The amount of new business in 2008 was
negligible and in future years is expected to lggigible.

Business review

The results of the Company for the year as sebouiages 6 and 7, show a loss on ordinary acsvitie
before tax of £243m (2007: profit £117m).

The losses during 2008 have mainly arisen fromsthengthening of the assumption for asset default.
This has been partially offset by the profits frahe in-force business arising primarily from the
rebalancing of the assets portfolio in 2008.

The Shareholders’ capital of the Company totalle®d£9m (2007: £1,722m).

The assets and liabilities of the Company haveaedwauring 2008 as a result of an increase inigid y
on the underlying assets and the payment of anolaityns.

The Company’s conventional annuities include leided increase and retail price index (RPI)

annuities. The fixed increase annuities incorpoettomatic increases in annuity payments by fixed
amounts over the policyholder’s life. The RPI atiesi that the Company offers provide for a regular
annuity payment which changes periodically basetherchange in the UK RPI.

The Company remained in a satisfactory financiaitpmm at 31 December 2008.

The Company does not report against Key Performaémdieators in its Business Review. This is
because the Company is part of the wider Prude@tialp and the Group’s business is managed on a
divisional basis such as UK Insurance Operationkey Performance Indicators exist for the
management of the divisions, of which this Companyusiness forms a part. The divisional Key
Performance Indicators can be found in the Annegdd®t of Prudential plc.

Corporate responsibility

The Company is a wholly owned subsidiary withind@mtial plc and corporate responsibility (CR) is a
philosophy that is firmly embedded in Prudentiadgerations around the world and has become a
fundamental and integral part of how the Compargsduusiness. Strong commitment to CR reflects the
recognition that stakeholdefs including customers, employees, shareholders amimzinities(]
increasingly favour companies that embrace and béxisound values around trust, ethics and
environmental responsibility. As the Company stsivo meet this need, it is helped by the fact that
these values have been fundamental to Prudentalghout the past 160 years, underpinning the long-
established brand values of reliability and stapilAt the same time, it is recognised that perfamce

in key areas of CR such as corporate governangegpamental management and employment practices
can have a significant and positive impact on faia@rperformance.



Prudential Annuities Limited

Directors’ report for the year ended 31 December 2UB (continued)
Corporate responsibility (continued)

The Group, of which the Company is a part, has ldpeel a Group Governance Framework which is
underpinned by a Group Governance Manual and agedcprocesses. This encompasses all key
policies and procedures for example the Group Gddeusiness Conduct, the CR policy and Health
and Safety Policy. The Company remains committegrtviding a high level of customer service,
communicating openly with customers, providing cleaformation and to monitoring levels of
satisfaction.

There is a Responsibility Committee is a specigisbup-wide committee and has responsibility for
reviewing Prudential’s business conduct and sauial environmental policy, and ensures consistency
of approach across the Group’s international bssie® The CR team develops Prudential’'s CR
strategy and works closely with individual businesgs to provide advice. The team also assistis wi
the development and adaptation of Group-wide imnits so that they not only fit with overall Group
principles but are also adapted to meet local needs

Results and dividends

The state of affairs of the Company at 31 Decerg2Bé8 is shown in the balance sheet on pages 8 and
9. The profit and loss account appears on pages G.aNo dividend for 2008 is proposed (2007: £Nil)

Post balance sheet events
There have been no significant events affectingCtvapany since the balance sheet date.
Payment policy

The Company does not have any trade creditors taaréfore codes or standards on payment practice
and disclosure of trade creditor days are not egbple.

Share Capital

The authorised share capital of the Company is £800000 (2007: £800,000,000). There were no
changes to the issued share capital in the year.

Directors
The present directors are shown on page 2.

Mr G P J Shaughnessy resigned as a director onepte®@ber 2008. There were no other changes
during the year. Mr F A O'Dwyer was appointed agctior on 16 January 2009.

Financial risk management objectives, policies anexposure

The Company is a wholly owned subsidiary of theu@rd’rudential plc and as such forms a part of the
overall risk management process of the Group. ghificant part of the Group’s business involves the
managed acceptance of risk. The Group has a Riskr@ance Framework requiring all businesses and
functions within the Group i.e. including the Compato establish processes for identifying, evahgat
and managing key risks. The system of internakrobms an essential and integral part of the risk
management process. As part of the annual préparaf its business plan, all of the Group’s
businesses and functions are required to carryaotview of risks including an assessment of the
impact and likelihood of key risks and effectivemed the controls in place to manage them. The
assessment is reviewed regularly throughout the aned all businesses and functions within the Group
are required to confirm annually that they haveeantaken risk management. Actual performance is
regularly monitored against the business plansail®et procedures are laid down in financial and
actuarial procedure manuals. The insurance opesatf the Group, such as the Company, also prepare
a financial condition report.
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Prudential Annuities Limited

Directors’ report for the year ended 31 December 2UB (continued)

Financial risk management objectives, policies andxposure (continued)

The Company’s objectives and policy in relatiortiie management of financial risk resulting from its
financial assets and liabilities are to minimisey aisk. The Company’s exposure to financial risk
through its financial assets and liabilities isvided in detail in note 7 of the notes to the ficiah
statements.

Disclosure of information to auditors

The directors who held the office at the date gfrapal of this directors’ report confirm that, sar fas
they are each aware, there is no relevant auditrivdtion of which the Company’s auditor is unaware;
and each director has taken all the steps thatdbgit to have taken as a director to make themselv
aware of any relevant audit information and to ldih that the Company’s auditor is aware of that
information. This confirmation is given and sholle interpreted in accordance with the provisions of
section 234ZA of the Companies Act 1985.

Auditors

In accordance with section 487(2) of the Companiets2006, KPMG Audit Plc will be deemed to be
re-appointed auditors of the Company for the curfieancial year.

Directors’ and officers’ protection

Prudential plc has arranged appropriate insurangerdn respect of legal action against directard a
senior managers of companies within the Prude@ialp. In addition, the Articles of Association of
the Company permit for the directors, officers @amdployees of the Company to be indemnified in
respect of liabilities incurred as a result of theifice. Prudential plc also provides protectidos
directors and senior managers of companies witiéenGroup against personal financial exposure they
may incur in their capacity as such. These inclgdelifying third party indemnity provisions (as
defined by the relevant Companies Act) for the fieref directors of Prudential plc (being Mr
Prettejohn) including, where applicable, in theapacity as a director of the Company and other
companies within the Group. These indemnities weferce during 2008 and remain in force.

On behalf of the board of directors.

Prudential Group Secretarial Services Limited
Company Secretary
27 March 2009



Prudential Annuities Limited

Profit and Loss Account for the year ended 31 Decedmer 2008

Long Term Business - Technical Account Note 2008 £m 2007 £m
Earned premiums, net of reinsurance
Gross premiums written 1(a) 3) 2
3) 2
Investment income 2 800 839
Unrealised losses on investments (1,254) (659)
(454) 180
Claims incurred, net of reinsurance
Claims paid (913) (894)
Change in other technical provisions, net of reingance
Long term business provision, net of reinsurance 10 929 795
Technical provision for linked liabilities, net cdinsurance 10 156 5
1,085 800
Net operating expenses
Acquisition costs - Q)
Administrative expenses (13) (14)
Investment expenses and charges (15) (10)
(28) (25)
Tax attributable to the long term business 89 (4)
Balance on the technical account — long term busies (224) 59

The amounts shown above are in respect of contimperations.

The accounting policies and notes on pages 10 for82 an integral part of these financial stateraent



Prudential Annuities Limited

Profit and Loss Account for the year ended 31 Decdmer 2008 (continued)

Non-Technical Account Note 2008 £m 2007 £m
Balance on the long term business technical account (224) 59

Tax attributable to the balance on the long tersirmss technical

account (89) 4

Investment income 2 53 47

Unrealised gains on investments 18 8

Investment expenses and charges (8] (2)

(Loss) / profit on ordinary activities before tax (243) 117

Tax on (loss) / profit on ordinary activities 4 70 (20)
Retained (loss) / profit for the financial year transferred to 10 (173) 97

reserves

Statement of total recognised gains and losses

Year ended 31 December 2008
2008 £m 2007 £m

Retained (loss) / profit for the financial year (173) 97

Total gains and losses recognised since the lashanal report (173) 97

Reconciliation of movement in Shareholders’ Funds

Year ended 31 December 2008
2008 £m 2007 £m

Shareholders’ capital and reserves at beginnirygaf 1,722 1,625
Retained (loss) / profit for the financial year (173) 97
Shareholders’ capital and reserves at end of year 1,549 1,722

The amounts shown above are in respect of conimyperations.

The accounting policies and notes on pages 10 forg2 an integral part of these financial stateraent
7



Prudential Annuities Limited

Balance sheet as at 31 December 2008

ASSETS Note 2008 £m 2007 £m
Investments
Land and buildings 580 480
Other financial investments 10,860 12,032
7 11,440 12,512
Assets held to cover linked liabilities 9 1,870 2,026
Reinsurers’ share of technical provisions
Long term business provision 10 4 4
Technical provision for linked liabilities 10 2 2
6 6
Debtors
Tax recoverable 12 3
Other debtors 106 24
118 27
Other assets
Cash at bank and in hand 14 183 56
Prepayments and accrued income
Accrued interest and rent 233 231
Total assets 1(b) 13,850 14,858

The accounting policies and notes on pages 10 tor82 an integral part of these financial stateraent



Prudential Annuities Limited

Balance sheet as at 31 December 2008 (continued)

LIABILITIES Note 2008 £m 2007 £m

Capital and reserves

Called up share capital 15 550 550
Profit and loss account 10 999 1,172
Total shareholders’ funds 1,549 1,722
Technical provisions
Long term business provision 10 9,599 10,528
Claims outstanding 10 7 8
Technical provisions for linked liabilities 10 1,872 2,028
Provision for other risks and charges
Deferred tax 12 197 227
Creditors
Derivative liabilities 7 280 a7
Amounts owed to credit institutions 314 275
Creditors arising out of reinsurance operations 6 -
Other creditors including taxation and social ségur 13 26 23
626 345
Total liabilities 13,850 14,858

The financial statements on pages 6 to 32 wereoapgrby the board of directors on 27 March 2009.

A M Crossley
Director

The accounting policies and notes on pages 10 for82 an integral part of these financial stateraent



Prudential Annuities Limited

Accounting Policies

(@)

(b)

(©)

Change in accounting policies

The Company has implemented the following accogrgtandard and amendment in preparing its
results for the year ended 31 December 2008. Tstaselards closely reflect the requirements of
International Financial Reporting Standards (IFR&) form part of the continuing implementation
of IFRS in the UK.

Amendments to FRS 26 (IAS 39) and FRS 29 (IFRRRe&tlassification of Financial Assets

In October 2008, the Accounting Standard Board (A§Bproved the “Amendments to FRS 26
(IAS 39) and FRS 29 (IFRS 7): Reclassification dhdrcial Assets” that permit the
reclassification of certain “held for trading” arfdvailable-for-sale” financial assets into the
“loans and receivables” category carried at amexdtisost if specific conditions are met and
additional disclosures are made regarding any sassetreclassified. The adoption of these
amendments to FRS 26 and FRS 29 did not have aacitnop the balance sheet or profit and loss
account of the Company as the Company has not magesuch reclassification of financial
assets as permitted by the amendments.

Basis of preparation

The financial statements have been prepared ordaace with the provisions of Section 255 of,
and Schedule 9A to, the Companies Act 1985, whisfeicthe disclosures applicable to insurance
companies.

The financial statements have been prepared iorda&sce with applicable accounting standards
and with the Statement of Recommended Practice cmounting for Insurance Business issued
by the Association of British Insurers in Decemb@®s.

The Company has not presented a capital positetersent with supporting disclosures under
FRS 27 on the basis that the Company is more thape® cent owned within a group and the
Company is included in the publicly available Pmitkd group financial statements which

provide information on a group basis complying vitils requirement. The process for setting
assumptions and determining liabilities, as requi@ be disclosed by FRS 27, is described in
note 11 of the financial statements (together ‘@ assumptions).

Long term business

Under FRS 26, the measurement basis of assetdadniltiés of long term business contracts is
dependent upon the classification of the contrastsither insurance contracts, if the level of
insurance risk is significant, or investment cocisaf the risk is insignificant. The Company’s
contracts are all classed as insurance contracts.

Annuity considerations are accounted for when dumgwities are accounted for when the annuity
becomes due for payment. Surrenders are accounteshen paid. Death claims and all other
claims are accounted for when notified. Indexéidlbusiness has been disclosed as linked for the
purposes of these financial statements.

Investment income and realised and unrealisedsiment gains attributable to long term business
are credited to the long term business technicaat.

The costs of acquiring new business, principatynmission and certain costs associated with
policy issue and underwriting which are not matchggbolicy charges, are written off in the year
they are incurred.

10



Prudential Annuities Limited

Accounting Policies (continued)

(d)

Investments

(i)

(ii)

(iif)

(iv)

Land and buildings

Land and buildings are valued annually by pratesd external valuers on a Market Value

basis, as defined in the Appraisal and Valuatiomiéé issued by the Royal Institute of

Chartered Surveyors, in particular Practice Statgr8¢2. No depreciation is provided on

land and buildings, held for investment purposesdcordance with Statement of Standard
Accounting Practice 19, Accounting for Investmerdgerties.

On a historical cost basis buildings are deprediateer 40 years. Leasehold buildings are
depreciated over the 40 years or if the leasess fean 40 years over the length of the
lease.

Other financial investments valuation

Listed investments are shown at fair value. Wedlsnvestments are valued on quotations
provided by external fund managers, brokers, indéest pricing services or values as
determined by the directors.

Realised gains and losses on investments
Realised gains and losses on investments représedifference between net proceeds on
disposal and the purchase price.

Unrealised gains and losses on investments

Unrealised gains and losses on investments reprédsedifference between the change in
the value of investments held at the balance stlatt and the reversal of unrealised
investment gains and losses recognised in earkeoumting periods in respect of
investment disposals.

An impact arising from FRS 26 is in relation to agoition and measurement of financial
instruments (other than long term business comstreassified as financial instrument as described
above). Upon initial recognition, financial invesnts are measured at fair value. Subsequently, the
Company is permitted, subject to specific critetiadesignate its investments as either financial
investments at fair value through profit and Idsgncial investments held on an available-for-sale
basis, financial investments held to maturity,aams and receivables. The Company holds financial
investments on the following bases:

(v)

(vi)

Financial investments at fair value through prefitd loss

This comprises assets designated by managemeairaaliue through profit and loss on
inception. These investments, including all defxed, are valued at fair value with all
changes thereon being recognised in the profil@sslaccount.

The Company uses bid prices to value its quotedntiial investments. Actively traded
investments without quoted prices are valued uskigrnal broker bid prices. If there is no
active established market for an investment, thegamy applies an appropriate valuation
technique such as discounted cash flow technique.

Loans and receivables

This comprises investments that have fixed or dd@teble payments and are not

designated as fair value through profit and losaailable-for-sale. These investments
include loans secured by mortgages, deposits dml oinsecured loans and receivables.
These investments are carried at amortised cosy ubie effective interest method and

subject to impairment reviews. The Company measinesmount of the impairment loss

by comparing the amortised cost with the presehtevaf its estimated future cash flows

discounted at the original effective interest rate.

11



Prudential Annuities Limited

Accounting Policies (continued)

(e)

(f)

(9)

(h)

Long term business provision

The long term business provision is determinediiey@ompany’s directors based on advice from
the Company’s Actuarial Function Holder, who detewd the provision using recognised
actuarial methods, with due regard to the actuanakiples laid down in Directive 2002/83/EC.
It is calculated initially on a statutory solvenigsis to comply with the reporting requirements
under the Financial Services and Markets Act 200 valuation is then modified to remove
certain resilience, contingency and other reseregsiired by the Prudential Sourcebook for
Insurers and the General Prudential Sourcebookdsisy the Financial Services Authority.

The technical provisions are the discounted val@igfuture claim payments, adjusted for
investment expenses and future administration c&@tsm payments allow for the effects of
mortality in line with the bases set out in Note These bases have been derived from an analysis
of recent population and internal mortality expecie and include an allowance for improvements
in mortality in the future.

The interest rates used for discounting claim paymare derived from the yield on the assets
held and make allowance for potential defaults lbosé assets. Long term rates of default
appropriate to the assets held have been set basaul investigation into historic rates of default
by credit rating, term to redemption and secury. additional short term default provision is
held to reflect market conditions at the valuatitate, particularly credit spreads over swaps on
corporate bonds (See Note 11).

Cash flow statement

The Company has availed itself of the exempti@mfipreparing a cash flow statement allowed
under section 5(a) of FRS 1, “Cash Flow Statememts”the grounds that it is a wholly owned
subsidiary of Prudential plc which publishes a odidated cash flow statement incorporating the
cash flows of the Company.

Taxation
Tax is charged on all taxable profits arising ie #tcounting period.

Except where otherwise required by accountingdstads, full provision for deferred tax without
discounting is made for all timing differences whicave arisen but not reversed at the balance
sheet date.

Foreign Currencies

Foreign currency revenue transactions are tramsktt¢he rate applied at the time of execution.
Monetary foreign currency assets and liabilitiee #@manslated at year end exchange rates.
Exchange differences are included in the profit lasd account.

12



Prudential Annuities Limited

Notes to the financial statements for the year ende31 December 2008

1. Segmental analysis

(a) Gross premiums written 2008 £m 2007 £m

Pension annuities:

- Non-participating 3) 1
- Linked - 1
3) 2
Comprising:
External direct premiums:
- Immediate annuities - 2
- Deferred annuities (1) -
1) 2
Reinsurance from a related party:
- Immediate annuities (2) -
Total (3) 2

All premiums are single premium business writterthie United Kingdom. Group pension scheme
buyouts included in external premiums are £1m fafirés (2007: £1m).

(b)  Assets attributable to the long term businesauhd
Of the total assets shown on page 8, £13,122m (2003,743m) is attributable to the long term
business fund.
2. Investment income
Long term business Non technical

technical account account
2008 £Em 2007 £m 2008 £m 2007 £m

Income from equity securities 22 21 - 1
Income from land and buildings 44 24 -
Income from debt securities 685 695 50 53
Income from mortgage loans and other loans 10 4 - -
Income from deposits with credit institutions 4 4 1 1
Income from other investments 7 2 - -
Gains/(losses) on the realisation of investmeritsrot 6 25 2 (8)
than derivatives
Gains on the realisation of derivatives 18 56 - -
Realised gains on assets not at FVTPL - 8 - -
Exchange gains 4 - - -
800 839 53 47

13



Prudential Annuities Limited

Notes to the financial statements for the year ende31 December 2008 (continued)

3. Staff costs

The Company has no employees (2007: Nil). Inclugdédin net operating expenses are amounts paid
in return for management services provided to th@any by other group companies.

4. Tax on profit on ordinary activities

(a) Analysis of charge in the period

2008 £m 2007 £m

Current Tax

UK Corporation tax on (losses) / profits of theipeé (40) 7
Adjustments in respect of previous periods - 2
(40) 9

Deferred Tax
Origination and reversal of timing differences (30) 11
Tax on (losses) / profits on ordinary activities (70) 20

(b) Factors affecting tax charge for the period

2008 £m 2007 £m

(Loss) / profit on ordinary activities before tax (243) 117
(Loss) / profit on ordinary activities multiplied leffective rate of
corporation tax in the UK of 28.5% (2007: 30%) (69) 35
Effects of
Adjustments in respect of previous periods - 2
Timing differences
- Transfer from / (to) the non-technical accouneitess of the statutory 29 (28)
surplus
Current tax (credit) / charge for the period (40) 9

The rate of corporation tax in the UK fell to 28%tlweffect from 1 April 2008. The effective rate
applying for the year to 31 December 2008 is tloeee28.5%.

14



Prudential Annuities Limited

Notes to the financial statements for the year ende31 December 2008 (continued)
5. Auditors’ remuneration

Fees payable to KPMG for the audit of the Compaagsounts were £46,83@2007: £51,387). Fees
payable to KPMG for other services pursuant toslagjon, including the audit of the regulatory retu
were £19,131 (2007: £19,293).

6. Directors’ emoluments

During the year, the directors received the follayvemoluments in respect of work on behalf of the
Company.

2008 £ 2007 £

Aggregate emoluments and non-pension benefits 215,769 292,239

Six (2007: six) directors were entitled to sharedar the Prudential’s main long term incentive sohe
Four directors are entitled to retirement benefitgler defined benefit schemes and two directors
participate in the defined contribution scheme.

The aggregate of emoluments and amounts receivabler long term incentive schemes of the highest
paid director included in the above figure was 688, During the year the highest paid directorrdit
receive shares under a long term incentive scheme.

7. Investments

Cost Current Value
2008 £m 2007 £m 2008 £m 2007 £m

Freehold land and buildings 332 345 315 383
Leasehold land and buildings 293 81 265 97
Equity securities 328 330 275 348
Debt securities and other fixed income securities 10,358 10,668 10,158 11,172
Derivative assets - (6) 133 71
Loans secured by mortgages 127 134 127 134
Other loans 13 15 13 15
Deposits with credit institutions 154 292 154 292

11,605 11,859 11,440 12,512

The change in current value of investments includete profit and loss account was a loss of £An05
(2007: loss of £656m) analysed between a loss ®78In(2007: loss of £664m) included in the Long
term business technical account and a gain of £28®7: gain of £8m) included in the Non-technical
account. The change in current value of £1,073r@{2dss of £664m) included a loss of £10&007:
loss of £49m) in respect of land and buildingspsslof £158m(2007: loss of £84m) in respect of
derivatives, a loss of £71m (2007: loss of £55mjegpect of equity securities and a loss of £739m
(2007: loss of £476m) in respect of debt securities

15



Prudential Annuities Limited

Notes to the financial statements for the year ende31 December 2008 (continued)
7. Investments (continued)
Amounts included above ascribed to listed investmen

Current Value
2008 £m 2007 £m

Equity securities 243 304
Debt securities and other fixed income securities 8,990 9,947

9,233 10,251

All Leasehold land and Buildings are classed ag lease as their term is greater than 50 years.
If the revalued land and buildings were statedhenhistorical cost basis, the amounts would be:

Freehold and leasehold
land and buildings
2008 £m 2007 £m

At cost 625 427
Aggregated depreciation (38) (30)
Net book value based on historical cost 587 397

(a) Financial instruments
() Designation and fair values

All financial assets of the Company are designatedither fair value through profit and loss onkand
receivables. Financial liabilities are designatsdeither fair value through profit and loss or aised
cost

2008 Fair value Loans and Total Fair value
through receivables carrying
profit and / value
loss Amortised
cost
2008 £m
Financial Assets:

Freehold land and buildings 315 - 315 315
Leasehold land and buildings 265 - 265 265
Deposits with credit institutions - 154 154 154
Equity securities 275 - 275 275
Debt securities 10,158 - 10,158 10,158

Loans:
Loans secured by mortgages - 127 127 123
Other loans - 13 13 11
Derivatives assets 133 - 133 133
Accrued investment income - 233 233 233
Other Debtors - 106 106 106
Cash at bank and in hand - 183 183 183
11,146 816 11,962 11,956
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Prudential Annuities Limited

Notes to the financial statements for the year ende31 December 2008 (continued)
7. Investments (continued)
(a) Financial instruments (continued)

(i) Designation and fair values (continued)

2008 Fair value Loans and Total Fair value
through receivables carrying
profit and / value
loss Amortised
cost
2008 £m

Financial Liabilities:

Derivative liabilities 280 - 280 280

Creditors arising out of reinsurance - 6 6 6

operations

Other creditors - 321 321 321

280 327 607 607

2007 Fair value Loans and Total Fair value

through receivables  carrying
profitand / Amortised value

loss cost
2007 £m
Financial Assets:

Freehold land and buildings 383 - 383 383
Leasehold land and buildings 97 - 97 97
Deposits with credit institutions - 292 292 292
Equity securities 348 - 348 348
Debt securities 11,172 - 11,172 11,172

Loans:
Loans secured by mortgages - 134 134 150
Other loans - 15 15 15
Derivatives assets 71 - 71 71
Accrued investment income - 231 231 231
Other Debtors - 24 24 24
Cash at bank and in hand - 56 56 56
12,071 752 12,823 12,839

Financial Liabilities:

Derivative liabilities 47 - 47 47
Other creditors - 281 281 281
47 281 328 328

As at 31 December 2008, £742007: £110m) of convertible bonds were includediebt securities.
There were no convertible bonds included in borngs{2007: £Nil).

For financial liabilities designated as fair valiigough profit and loss there was no impact oniprof
from movements in credit risk during 2008 and 2007.

17



Prudential Annuities Limited

Notes to the financial statements for the year ende31 December 2008 (continued)
7. Investments (continued)

(a) Financial instruments (continued)

(i) Determination of fair values

The fair values of the financial values of the fioal assets and liabilities as shown in the talpleéhe
previous page have been determined on the follotasis.

The fair values of the financial instruments foriebhfair valuation is required under UK GAAP and
which are in an active market are determined by uke of current market bid pricésr quoted
investments, or by using quotations from indepentterd parties, such as brokers and pricing sesvidf
the market for a financial asset is not active, ¥aiue is established using valuation technigliégse
include financial investments which are not quaiadactive markets and financial investments forcihi
markets are no longer active as a result of madmditions e.g. market illiquidity.

The valuation techniques include the use of regamts length transactions, reference to otherunstnts
that are substantially the same, discounted cash #nalysis, option adjusted spread models and if
applicable enterprise valuation and may includeualyer of assumptions relating to variables such as
credit risk and interest rates. Changes in assongptielating to these variables could positively or
negatively impact the reported fair value of thesgruments. The source of pricing for the finahcia
investments valued using valuation techniques cbeldrom using quotations from independent third
parties, such as brokers and pricing services arsing valuation techniqgues modelled internallythogy
Group. Priority is given to publicly available pei&from independent sources, when available butibyve
the source of pricing is chosen with the objectif/arriving at a fair value measurement which efig¢he
price at which an orderly transaction would takacpl between market participants on the measurement
date.

The loans and receivables have been shown nebwismmns for impairment, where applicable. The fair
value of loans has been estimated from discouratskl ftows expected to be received. The rate obdisc
used was the market rate of interest.

The estimated fair value of derivative instrumergfiects the estimated amount the Company would
receive or pay in an arm’s length transaction. dimeunt is determined using quotations from independ
third parties or valued internally using standasathet practices.

The fair value of borrowings is based on quotedketgorices, where available.

The fair value of other financial liabilities ofahiCompany is determined using discounted cash fdws
the amounts expected to be paid.

(i) Use of valuation techniques

The carrying value of financial investments (inchglderivative liabilities) on the balance sheethas
Company which are not quoted on active marketsfand/hich fair value is determined using internal
valuation techniques, or is provided by brokergicing services, where the specific securitiesehav
been valued using valuation techniques by thesd farty providers i€£1,421m(2007: £1,395m),
including derivative liabilities of £275m (2007: ).
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Prudential Annuities Limited

Notes to the financial statements for the year ende31 December 2008 (continued)

7. Investments (continued)
(a) Financial instruments (continued)
(i) Use of valuation techniques (continued)

Of the investments valued using valuation techrsqu&l,557m (2007: £1,316m) related to debt
securities. These debt securities include privaabt Gecurities such as private placements, project
finance, asset securitisations and local autheaturities. The securities are mainly long-datedl raot
regularly traded and are valued internally usingketstandard practices. The majority of the debt
securities above are valued using matrix pricingjctv is based on assessing credit quality of the
underlying borrower to derive a suitable discowterelative to government securities. Under matrix
pricing, the debt securities are priced by taking tredit spreads on comparable quoted public debt
securities and applied to the equivalent debt umsénts factoring a specified liquidity premium. The
majority of the parameters used in this valuatiechhique are readily observable in the market and,
therefore, are not subject to interpretation.

In accordance with the Group’s Risk Framework, \Wwhite Company follows, all internally generated
calculations are subject to independent assessterthe Group’s Fair Value Committees which
comprise members who are independent of the funthgas involved in the day-to-day trading in
these assets.

The investments other than debt securities valg@thwaluation techniques relate to equity se@siti
These investments are valued using valuation tgaksi which apply less of readily observable market
factors and more non-observable factors than thexymicing technique as used for the majoritytiod
debt securities.

The total amount of the change in fair value edaaising valuation techniques, including valuation
techniques based on assumptions not wholly suppbstebservable market prices or rates, recognised
in the profit and loss account in 2008 was a |[d$5180m(2007: loss of £57m).

The 2007 comparatives shown above differ from tfeipusly published information for the inclusion
of the financial investments for which prices hde=n provided by independent third parties, such as
pricing services and brokers, and for which thegwihave been derived using valuation techniques by
these providers. The previously published 2007rmédgion included only the financial investments
valued internally using valuation techniques.

(iv) Interest income and expense

The interest income on financial assets not atviaiwe through profit and loss w&&8mfor the year
ended 31 December 2008 (2007: £18m).

There is no interest expense on financial liak#itnot at fair value through profit and loss fa ttear
ended 31 December 2008 (2007: £Nil).

(b) Market risk

Market risk is the risk that the fair value or figucash flows of a financial instrument or, in tase of
liabilities of insurance contracts, their carryirgjue will fluctuate because of changes in markieep.

Market risk comprises three types of risk, namely:

- Interest rate risk: due to changes in market istasdes,

— Currency risk: due to changes in foreign exchaatgsr and

— Other price risk: due to fluctuations in marketcps (other than those arising from interest rate ot
currency risk).
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Notes to the financial statements for the year ende31 December 2008 (continued)

7. Investments (continued)

(b) Market risk (continued)

The assets covering the Company’s liabilities aircypally debt securities and other investmentd dre
held to match the expected duration and paymentctamistics of the policyholder liabilities. Tlees
liabilities are valued for reporting purposes bplgng discount rates that reflect the market rafagturn
attaching to the covering assets.

Except to the extent of any minor mismatch, thesisigity of the results to market risk for liabits and
covering assets is broadly neutral on a net basis.

The main market risk sensitivity for the Companiges from the investment assets covering the ¢aita
the Company. This capital comprises the net assbiswithin the long term fund of the Company that
cover regulatory basis liabilities that are notogrased for reporting purposes, for example coeticy
reserves, and shareholder capital held outsidetigeterm fund.

() Interest rate risk

The following table shows an analysis of the classifinancial assets and liabilities and theiredir
exposure to interest rate risk. Each applicatdsscbf the Company’s assets or liabilities areyaedl
between those exposed to fair value interest rslite gash flow interest rate risk and those withdivect
interest rate risk exposure.

2008 Fair value  Cashflow Not directly Total
interest interest exposed to
rate risk rate risk  interest rate
risk
2008 £m
Financial Assets:
Freehold land and buildings - - 315 315
Leasehold land and buildings - - 265 265
Deposits with credit institutions - 154 - 154
Equity securities - - 275 275
Debt securities 10,125 33 - 10,158
Loans:
Loans secured by mortgages 127 - - 127
Other loans 13 - - 13
Derivatives assets 133 - - 133
Cash at bank and in hand - - 183 183
10,398 187 1,038 11,623
Financial Liabilities:
Derivative liabilities 280 - - 280
280 - - 280
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Notes to the financial statements for the year ende31 December 2008 (continued)

7. Investments (continued)
(b) Market risk (continued)

() Interest rate risk (continued)

2007 Fair value Cash flow Not directly Total
interest rate interest rate exposed to
risk risk interest rate
risk
2007 £m
Financial Assets:
Freehold land and buildings - - 383 383
Leasehold land and buildings - - 97 97
Deposits with credit institutions - 292 - 292
Equity securities - - 348 348
Debt securities 11,139 33 - 11,172
Loans:
Loans secured by mortgages 134 - - 134
Other loans 15 - - 15
Derivatives assets 71 - - 71
Cash at bank and in hand - - 56 56
11,359 325 884 12,568
Financial Liabilities:
Derivative liabilities 47 - - 47
47 - - 47

In relation to interest rate exposure, the follayvtable sets out the earlier of contractual magsriand
repricing dates for applicable classes of finarigistruments.

2008 Less 1to5 5t010 10to15 15t020 Over20 No stated Total
than 1 years years years years years maturity carrying
year value
2008 £m

Financial Assets
Deposits with credit

institutions 154 - - - - - - 154
Debt securities 220 895 1,567 2,093 2,034 3,085 264 10,158
Loans:
Loans secured by
mortgages 2 1 14 24 54 32 - 127
Other loans 1 - - 12 - - 13
Derivatives assets - - - 3 35 95 - 133
377 896 1,581 2,120 2,135 3,212 264 10,585
Financial Liabilities
Derivative liabilities - 40 74 36 130 - - 280
- 40 74 36 130 - - 280
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Notes to the financial statements for the year ende31 December 2008 (continued)

7. Investments (continued)

(b) Market risk (continued)

() Interest rate risk (continued)

2007 Less 1to5 5t010 10to15 15t020 Over 20 No stated Total
than 1 years years years years years maturity carrying
year value
2007 £m

Financial Assets
Deposits with credit

institutions 292 - - - - - - 292
Debt securities 82 871 1,368 2,379 1,958 4,252 262 11,172
Loans:
Loans secured by
mortgages 2 3 1 40 55 33 - 134
Other loans 2 5 8 - - 15
Derivatives assets - - - 5 7 59 - 71
376 876 1,369 2,429 2,028 4,344 262 11,684
Financial Liabilities
Derivative liabilities - - - 26 1 20 - 47
- - - 26 1 20 - 47

In light of the recent market conditions, the Comphad extended the range of the movements irestter
rates that are reasonably possible to occur at&Ember 2008 in its interest rate sensitivity asialy
Consequently, in addition to the movement in irgerates of 1% as applied at 31 December 2007, for
2008, the Company has also estimated the sengstivinovement in interest rates of 2%. The estithate
sensitivity of the business to a movement in irierates (including assumed investment returnslifor
asset classes, market values of debt securitiealaridk discount rates) of 1% as at 31 Decemi@@82
and 2007 and of a movement in interest rates ch2%t 31 December 2008 are as follows:

2008 2007
Rise of  Rise of
Fallof 2% Fallof 1% 1% 2% Fall of 1% Rise of 1%

£m £m £m £m £m £m
Carrying value of debt securities
and derivatives 2,866 1,306 (1,113) (2,075) 1,632 (1,367)
Long term business provision (2,622) (1,189) 999 1,847 (1,441) 1,194
Related tax effects (68) (33) 32 64 (57) 52
Net sensitivity of profit after tax
and shareholders’ funds 176 84 (82) (164) 134 (121)

The close matching by the Company of assets ofopppte duration to annuity liabilities is based on
maintaining economic and regulatory capital. Theasneement of liabilities under capital reporting
requirements and UK GAAP is not consistent, withmtcigency reserves and some other margins for
prudence within the assumptions required undeiF8#& regulatory solvency basis not included for UK
GAAP reporting purposes. As a result UK GAAP’s giadders’ funds are higher than regulatory capital
and therefore more sensitive to interest rate risk.
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Notes to the financial statements for the year ende31 December 2008 (continued)

7. Investments (continued)

(b) Market risk (continued)
(i) Currency risk

As at 31 December 2008, the Company held 4% (20%j§:and 43% (2007: 41%) of its financial assets
and financial liabilities respectively, in curreesj mainly US dollar and Euro, other than the fonel
currency, Sterling.

The exchange risks inherent in these exposuresndigated through the use of derivatives, mainly
forward currency contracts.

(iii) Other Price Risk — Equities and Property

In addition the portfolio of the Company includegigy securities and investment property. Simtitathe
sensitivity analysis to interest rate movement abttve Company has also extend the range of rdalgona
possible movements in the value of equity secsritied investment property at 31 December 2008. In
addition to the movement of 10% as applied in 3tdpaber 2007, for 2008, the Company has also
estimated the sensitivity to movements to 20% a@%b 4all in their value at 31 December 2008.
Excluding any second order effects on the measurerokt liabilities for future cash flow to the
policyholder, a 10% fall in their value at 31 Ded®mn2008 and 2007 and a 20% and 40% fall in their
value at 31 December 2008 would have given riseedollowing effects on pre-tax profit, profit afttax
and shareholders’ equity.

(iii) Other Price Risk — Equities and Property

2008 2007
A decrease of A decrease of A decrease of A decrease of
40% 20% 10% 10%
£m £m £m £m
Pre-tax profit (342) (171) (85) (83)
Related deferred tax effects 96 48 24 23
Net sensitivity of profit after tax
and shareholders’ funds (246) (123) (61) (60)

A 10%, 20% or 40% increase in their value wouldeham approximately equal and opposite effect on
profit and shareholders’ equity to the sensitigitthown above.

(c) Derivatives

The Company uses various currency derivatives deroto limit volatility due to foreign currency
exchange fluctuations arising on securities denatadhin currencies other than Sterling. In addjttotal
return swaps and interest rate swaps are heldficieat portfolio management.

The Company is party to a number of currency andr@st rate swap agreements. Currency swap
agreements involve the exchange of payments iaréift currencies over the life of the agreemeng. Th
Company enters into currency swap transactiongdgéd foreign currency risk on overseas investments.
Interest rate swap agreements involve the exchah§red and floating payments over the life of the
agreements without an exchange of the underlyimgipal amount. The Company enters into interest
swap transactions to assist in the matching ofraotual liabilities.

These currency and interest rate swap agreemengeaounted for on a fair value basis, consistéht w
the assets and liabilities hedged.
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Notes to the financial statements for the year ende31 December 2008 (continued)

7. Investments (continued)

(c) Derivatives (continued)

All over-the-counter derivative transactions arendicted under standardised ISDA (International
Swaps and Derivatives Association Inc) master agee¢s and the Group has collateral agreements
between the individual group entities, of which @ampany is one, and relevant counterparties icepla

under each of these market master agreements.

The notional amount of the derivatives were a®fed at 31 December 2008 and 2007.

2008 Notional amount on which future payments
are based
Asset Liability
2008 £m 2008 £m
Cross-currency swaps 456 489
Inflation swaps 1,117 1,117
Interest rate swaps 549 549
2007 Notional amount on which future payments are
based
Asset Liability
2007 £m 2007 £m
Cross-currency swaps 368 352
Inflation swaps 812 812
Interest rate swaps 949 949

(d) Credit risk

() Loans and receivables

Of the total loans and receivables held £7m (2@2Zfn) are past their due date but have not been
impaired. Of the total past due but not impai®din (2007: £2m) are less than 1 year past their due
date. The Company expects full recovery of theaad and receivables.

(i) Securities lending and reverse repurchaseeagnents

The Company has entered into securities lendingu@ng repurchase agreements) whereby blocks of
securities are loaned to third parties, primarigjon brokerage firms. The amounts above the fdireva

of the loaned securities required to be held astesal by the agreements, depend on the qualithieof
collateral, calculated on a daily basis. The loasedurities are not removed from the Company’'s
balance sheet, rather they are retained within ajeropriate investment classification. Collateral,
typically consists of cash, debt securities, eqaégurities and letters of credit. At 31 Decemi@08&

the Company had lent £2,1432007: £3,353m) of securities and held collateralar such agreements
of £2,193m(2007: £3,542m).

At 31 December 2008, the Company had entered ewterse repurchase transactions, under which it
purchased securities and had taken on the obligatioresell the securities for the purchase price,
amounting to £147n2007: £228m), together with accrued interest.h amount, £75m (2007: £Nil)
related to another group company.

(iii) Collateral under derivative transactions

At 31 December 2008,the Company had pledged £1206¢ £Nil) for liabilities and held collateral of
ENil (2007: £7m) in respect of OTC (over-the-couptkerivatives transactions.
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Notes to the financial statements for the year ende31 December 2008 (continued)

7. Investments (continued)
(d) Credit risk (continued)
(iii) Collateral under derivative transactions (ciimued)

The following table summarises by the rating, theusities held by the Company as at 31 December
2008 and 2007:

Total Total

2008 2007

£m £m

S&P — AAA 2,761 3,686
S&P — AA+ to AA- 1,198 1,391
S&P — A+ to A- 2,742 2,236
S&P — BBB+ to BBB- 797 801
S&P -Other 15 11
7,513 8,125

Moody’s — Aaa 87 175
Moody’s —Aal to Aa3 245 264
Moody’s —Al to A3 199 235
Moody’s — Baal to Baa3 133 145
Moody’s - Other 10 -
674 819

Fitch 126 188
Other 1,845 2,040
Total debt securities 10,158 11,172

In the table above, S&P ratings have been usedemnerilable. For securities where S&P ratings are
not available, those produced by Moody’s and thshFave been used as an alternative.

Where no external ratings are available, interasihgs produced by the Groups’ asset management
operations, which are prepared on the Company&ssassent of a comparable basis to external ratings,
are used where possible. Of the total debt seesifiteld at 31 December 2008 which are not extgrnall
rated,£967m(2007: £1,047m) were internally rated AAA to A-,A8n (2007: £862m) were internally
rated BBB to B-, £7m (2007: £Nil) were internalbted Other, and £Nil (2007: £131m) were unrated.

(e) Reinsurer’s share of technical provisions

Of the reinsurer’s share of technical provision8taDecember 2008 of £6(8007: £6m), 100% (2007:
100%) of the balance relates to companies outdidbeoPrudential Group and of these 100% (2007:
100%) of the balance were from reinsurers with S&mting of A+ and above, based on the ratings at
the date of signing these financial statements.

(f) Risk management

The Company’s business involves the acceptancenamdgement of risk. The Company has in place a
risk management process, which is undertaken iardaace with the Group Risk Framework adopted
by the Prudential Group in 1999.

A number of risk factors affect the Company’s opiagaresults and financial condition. The financial

risk factors affecting the Company include the @feof market risk, credit risk and liquidity risk the
financial instruments of the Company.
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Notes to the financial statements for the year ende31 December 2008 (continued)
7. Investments (continued)
() Risk management (continued)

The Company uses derivatives to facilitate effitigortfolio management or to reduce investment risk
The most widely used derivatives by the Companyrdaegest rate, currency and inflation-linked swaps

The Company also uses over-the-counter swaps €iimgjitotal return swaps), options, swaptions and
warrants.

It is the Company’s policy that cash or correspogdassets cover amounts at risk through derivative
transactions. Derivative financial instruments usedacilitate efficient portfolio management arat f
investment purposes are carried at fair value walithnges in fair value included in the profit andslo
account. The Company has not applied hedge acoguiatiits derivatives.

Market risk

Market risk is the risk that arises from adversanges in the value of, or income from, assets and
changes in interest rates or exchange rates.

The primary market risks that the Company facemtisrest rate risk because most of its assets are
investments that are bonds, mortgages or cash itepibe values of which are subject to interets ra
risk.

The Company has some liabilities that contain gutaesd returns which generally will be supported by
fixed income investments.

Credit risk

Credit risk is the risk of loss to the Group if #mer party fails to perform its obligations, orl$ato
perform them in a timely manner. The Company'gyloerm fund holds large amounts of interest rate
sensitive investments that contain credit risk dmclv a certain level of defaults is expected. These
expected losses are considered when the Compaeynileés the crediting rates, deposit rates and
premium rates for the products that will be suppbrby these assets. Certain over-the-counter
derivatives contain a credit risk element thatastmlled through evaluation of collateral agreetaen
and master netting agreements on interest ratecamdncy swaps. The Company is also exposed to
credit-related losses in the event of non-perforceary counterparties.

Liquidity risk

Liquidity risk is the risk that the Company may lieable to meet payment of obligations in a timely
manner at a reasonable cost or the risk of uneggdntreases in the cost of funding the portfotio a
appropriate maturities or rates. Liquidity managenie the Company seeks to ensure that, even under
adverse conditions, the Company has access taitigls hecessary to cover surrenders, withdrawals and
maturing liabilities.

In practice, most of the Company’s assets are el securities. This reduces the liquidity risk.
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Notes to the financial statements for the year ende31 December 2008 (continued)
8. Capital Requirements and Management

Regulatory capital requirements apply at both alividual Company level and at the Prudential Group
level, of which the Company is a part, for life @ssice and investment management business. The
Prudential Group, of which the Company is a parturrently subject to the solvency requirements of
the Insurance Groups Directive (IGD) as implemeritgdhe FSA. Under the IGD a continuous parent
company solvency test is applied: Under this thst surplus capital held in each of the regulated
subsidiaries, including the Company, is aggregaigll the free assets of non-regulated subsidiaries.
From this total, Prudential Group borrowings arduwged, other than subordinated debt issues which
qualify as capital.

In addition to obligations under subsidiary anddential Group regulatory requirements, the Prudénti
Group applies an economic framework to its managéroé capital. Economic capital provides a
realistic and consistent view of the Group’s cdpiguirements, allowing for diversification berisfi

At the Company level, the FSA rules which govera Brudential regulation of insurance form part of
the Insurance Prudential Sourcebook, the Generatidptial Sourcebook and Interim Prudential
Sourcebook for Insurers. Overall, the net requireseof the General Prudential Sourcebook are
intended to align the capital adequacy requiremémténsurance business more closely with those of
banking and investment firms and building societies example, by addressing tiers of capital, eath
than looking at net admissible assets. An insurastnold capital resources equal at least to the
Minimum Capital Requirement (MCR).

The Insurance Prudential Sourcebook also contailes ron Individual Capital Assessments. Under
these rules and the rules of the General Prudebtiaicebook all insurers must assess for themselves
the amount of capital needed to back their businéske FSA views the results of this assessment a
insufficient, it may draw up its own Individual Q&g Guidance for a firm, which can be superimposed
as a requirement.

The available capital o£700m (2007: £1,137m) reflects the excess of regulatagish assets over
liabilities of the fund, before deduction of thepital resources requirement of £50(2007: £535m).

The capital resources requirement for this Comgaowdly reflects a formula which, for active funds,
equates to a percentage of regulatory reservesaescentage of death strains.

31 December 200831 December 2007

£m £m

Shareholders’ equity
Held outside long term funds:

Net assets 651 1,087

Total 651 1,087
Held in long term funds 898 635
Total shareholders’ equity 1,549 1,722
Adjustments to regulatory basis
Other adjustments to restate these amounts taudatery

basis (849) (585)
Total adjustments (849) (585)
Total available capital resources on FSA regulatgrbases 700 1,137
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9. Assets held to cover linked liabilities

Cost Current Value
2008 £m 2007 £m 2008 £m 2007 £m

Assets held to cover linked liabilities 1,623 1,592 1,870 2,026

The change in current value of assets held to daovexd liabilities included in the Long term busss
technical account was a loss of £18@007: gain of £6m).

10. Reserves and policyholder liabilities (net of reingrance)

Claims Technical Long term Profit
Outstanding provision  business and loss
for  provision account

linked
liabilities

£m £m £m £m
Balance at 1 January 2008 8 2,026 10,524 1,172
Movement in:
- Movement in technical provisions for the
year D (156) (929) -
- Profit and loss account - - - (173)
Balance at 31 December 2008 7 1,870 9,595 999

Of the balance on the profit and loss accounE£@d9m (2007: £1,172m), £199m (2007: £537m) is
distributable to the shareholder. The remainingubeg on the profit and loss account is not distaibie

due to the need to maintain the required margisobfency, as computed under the rules of the FSA's
Interim Prudential Sourcebook, Insurance PrudeBiaircebook and General Prudential Sourcebook.

11. Long term business provisions

The Company’s liabilities are for contracts thab\pde individual immediate and bulk immediate and
deferred annuities.

The immediate annuities are either fixed or rgtate-index linked (referred to as RPI), where atynu
payments are guaranteed from the outset. Theshigioprovide guaranteed income for a specified
time, usually the life of the policyholder, in excige for a lump sum capital payment. No surrender
value is available under any of these products.

The deferred annuities are also either fixed orIRRRed, both during deferment and in payment.
The primary risks to the Company are therefore afityt investment and credit risk.

The Company’s fixed-increase annuities may incaporutomatic increases in annuity payments by
fixed amounts over the policyholder’s life. Ther@many’s RPI annuity contracts provide for a regular
annuity payment which changes periodically basetherchange in the UK Retail Prices Index, subject
to pre-defined minima and maxima.

For bulk annuity business the Company manages sbetsaand accepts the liabilities of a company
pension scheme, to the extent to which they aréddnoften when it is wound up by the employer.
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11. Long term business provisions (continued)

The provisions are the present value of the anmatyments and expenses. The calculation of the
provisions requires a number of actuarial assumpti@garding future experience to be made. The
assumptions are set by the Directors having regaadtuarial advice and based on analysis of rateva
past and current data and information on anticipataure trends.

The key assumptions made at 31 December 2007 aBDeé@&imber 2008 are shown below.

Mortality

Mortality assumptions are set in light of recenpgplation and internal experience. The mortality
assumptions used are percentages of standardiattoartality tables. Where annuities have bedd so
on an enhanced basis to impaired lives an additimga adjustment is made. The percentages of the
standard table used are selected according tmtheesof business.

Recent mortality experience has been broadly mwith expectations, and no change has been require
to the overall strength of the current mortalitg@sptions at 31 December 2008. The assumptions have
however, been rebalanced across the different @agsgof business so that they are more closely
aligned to the actual experience of each produegoay. The overall effect of rebalancing assurmstio
between different product groups has been finagaiutral.

The mortality assumptions also include an allowafceexpected future improvements in longevity
(expressed as a percentage of a standard improvetalgle, subject to a minimum level). The
assumptions used (shown as a range of percenthasetables with future improvements) are set out
below:

2008 2007
Males Females Males Females
In payment: 102% - 126% 84% - 117% 106% - 126% 84% - 117%
PNMAOO PNFAO00 PNMAOO PNFAOO0
(C=2000) (C=2000) (C=2000) (C=2000)
with medium with 75% of with medium with 75% of
cohort medium cohort cohort medium cohort
improvement table| improvement table] improvement tablel improvement
with a minimum with a minimum with a minimum table with a
annual annual annual minimum annual
improvement of improvement of improvement of | improvement of
2.25% up to age 90,1.25% up to age 90,2.25% up to age 90, 1.25% up to age
tapering to zero at| tapering to zero at| tapering to zero at| 90, tapering to
age 120. age 120. age 120. zero at age 120.
In deferment: AM9?2 - 4 years AF92 - 4 years AMSPyears AF92 - 4 years

Interest rate

The valuation interest rates comply with the regmients of Rule 1.2.33R of the Prudential Sourcebook
for Insurers except that:

— additional margins for prudence required in settimg valuation interest rate for the valuation of
liabilities for statutory solvency purposes haverbeemoved

- the Company is required, by an order issued undetion 148 of the Financial Services and
Markets Act 2000, to calculate the valuation raténterest by reference to the aggregate yield on
the assets rather than the market weighted grdssntion yield which is normally required by the
Valuation Rules.
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11. Long term business provisions (continued)

Interest rate (continued)

The valuation interest rates are adjusted to refleestment management expenses and the risk of
default on the assets.

The investment management expenses are reviewadilpnand reflect the Company’s costs. The
credit risk assumption is also reviewed annuallyeftect the assets actually held. In responséd¢o t
uncertain market conditions at 31 December 20@8atdsumption about the future level of defaults has
been increased to 64 basis points per annum (28 pasits per annum at 31 December 2007). The
allowance for defaults at 31 December 2008 is nugdef:

0] 17 basis points per annum in respect of long texpeeted defaults: this is derived by
applying Moody’'s data from 1970 onwards uplifted lbgtween 100% (B) and 200%
(AAA) according to credit rating to the asset polids.

(ii) 13 basis points per annum in respect of long temedicrisk premium for the potential
volatility in default levels: this is derived by piging the 9% worst percentile from
Moody’s data from 1970 onwards to the asset paotol

(iir) 34 basis points per annum in respect of additishakt term credit risk, reflecting the
extreme market conditions at 31 December 2008.

Offsetting the strengthening of the default assimngt was profit arising from a rebalancing of the
Company’s asset portfolio during 2008 (which insexh the risk adjusted yield used to value the
liabilities). The net effect of the strengthenirefalilt assumptions and the portfolio rebalancirsylited

in an increase in the long term provision of £245m.

Expenses

An allowance is made for expenses. This allowdaaeviewed annually following an investigation
into the Company’s costs.

Other assumptions

A number of other, less financially significant,t@arial assumptions are made in calculating the
provisions, including the likely marital statusjoint-life policyholders on death and the futuréesaof
escalation of certain benefits.
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12. Provision for deferred tax

2008 £m 2007 £m

Unrealised (gains) on investments 3) (5)
Transfer to the non-technical account in exceshettatutory surplus 295 233
Unrelieved losses carried forward (94) -

Capital allowances on items expensed in the acsount (D) (1)
Undiscounted provision for deferred tax 197 227

2008 £m 2007 £m

Deferred tax liability at start of year 227 216
Deferred tax (credit) / charge in profit and loss@unt (30) 11
Deferred tax liability at end of year 197 227

In April 2008 the standard corporation tax rate tfee UK changed from 30% to 28%. Deferred tax at
the end of 2008 has been provided wholly at the ofit28% on the basis that all of the temporary
differences will reverse at the new rate. The eféét¢his change on the deferred tax assets ahilities

at 31 December 2008 is less than £1m.

13. Creditors

All creditors are payable within a period of fivears.

Other creditors including taxation and social secuity 2008 £m 2007 £m
Taxation 19 17
Other creditors 7 6

26 23

14. Bank current accounts

Under the terms of the Company’s arrangements théhPrudential Group’s main UK banker, the bank
has a right of set-off between credit balancesefothan those of long term business funds) and all
overdrawn balances of those Group undertakings siitilar arrangements.

15. Called up share capital

The Company’s authorised share capital is £80000@0(2007: £800,000,000) comprising 800,000,000
ordinary shares of £1 each, of which 550,000,00072550,000,000) have been issued and fully paid.

16. Charges

In the normal course of business certain reins@rdiabilities were secured by a floating charge,
ranking these liabilities equally with amounts dusder unsecured direct (non-reassurance) policies,
over the long term insurance assets of the Compampunts secured by charges of this nature was
£6,968.1m, representing liabilities to one customer
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Prudential Annuities Limited

Notes to the financial statements for the year ende31 December 2008 (continued)
17. Related party transactions
The Company has taken advantage of the exemptideruparagraph 3(c) of Financial Reporting

Standard Number 8 from disclosing transactions wither subsidiary undertakings of the Prudential
Group. There were no other transactions with edlgarties.

18. Immediate and ultimate parent company

The immediate parent company is The Prudential vasme Company Limited. The ultimate parent
company is Prudential plc, which is the only pamrmpany which prepares group financial statements.
Copies of these financial statements can be olatdnoen the Company Secretary, Laurence Pountney
Hill, London, EC4R OHH.
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Prudential Annuities Limited

Statement of directors’ responsibilities in respecof the directors’ report and
the financial statements

The directors are responsible for preparing theed@ars’ Report and the financial statements in
accordance with applicable law and regulations.

Company law requires the directors to prepare firmrstatements for each financial year. Under that
law the directors have elected to prepare the i@drstatements in accordance with UK Accounting
Standards and applicable law (UK Generally Acceptecbunting Practice).

The financial statements are required by law te givtrue and fair view of the state of affairs lod t
Company and of the profit or loss of the Compamtiiat period.
In preparing these financial statements, the directre required to:

- select suitable accounting policies and then ah@yn consistently;

— make judgments and estimates that are reasonablgradent;

— state whether applicable UK Accounting Standarde Heeen followed, subject to any material
departures disclosed and explained in the finastéaéments; and

— prepare the financial statements on the going carieasis unless it is inappropriate to presume
that the Company will continue in business.

The directors are responsible for keeping prope&owaating records that disclose with reasonable
accuracy at any time the financial position of @@mpany and enable them to ensure that its finncia
statements comply with the Companies Act 1985.yTtave general responsibility for taking such steps
as are reasonably open to them to safeguard teesasdsthe Company and to prevent and detect fraud
and other irregularities.

The directors are responsible for the maintenanog iategrity of the corporate and financial
information included on the company's website. kkegion in the UK governing the preparation and
dissemination of financial statements may diffenirlegislation in other jurisdictions.

A M Crossley
Director

27 March 2009
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Prudential Annuities Limited

Independent Auditor’s report to the member of Prudential Annuities Limited

We have audited the financial statements of PrumleAnnuities Limited for the year ended 31
December 2008 which comprise the Profit and LossoAnt, the Balance Sheet, the Statement of Total
Recognised Gains and Losses, the Reconciliationasfements in Shareholders Funds and the related
notes. These financial statements have been prepader the accounting policies set out therein.

This report is made solely to the Company’s memtssssa body, in accordance with section 235 of the
Companies Act 1985. Our audit work has been unklemtao that we might state to the Company’s
members those matters we are required to stateein in an auditor’s report and for no other purpose
To the fullest extent permitted by law, we do notept or assume responsibility to anyone other than
the Company and the Company’s members as a bodyufoaudit work, for this report, or for the
opinions we have formed.

Respective responsibilities of directors and audits

The directors' responsibilities for preparing tirafcial statements in accordance with applicade |
and UK Accounting Standards (UK Generally Accept#ectounting Practice) are set out in the
Statement of Directors' Responsibilities on page 33

Our responsibility is to audit the financial statsts in accordance with relevant legal and regojato
requirements and International Standards on Ak and Ireland).

We report to you our opinion as to whether therfaial statements give a true and fair view and are
properly prepared in accordance with the CompaA®s1985. We also report to you whether in our
opinion the information given in the Directors’ Repis consistent with the financial statements.

In addition we report to you if, in our opiniongtlCompany has not kept proper accounting recdrds, i
we have not received all the information and exglms we require for our audit, or if information
specified by law regarding directors’ remuneratmo other transactions is not disclosed.

We read the Directors’ Report and consider the irapibns for our report if we become aware of any
apparent misstatements within it.

Basis of audit opinion

We conducted our audit in accordance with Inteamadi Standards on Auditing (UK and Ireland) issued
by the Auditing Practices Board. An audit inclugesmination, on a test basis, of evidence reletant
the amounts and disclosures in the financial statgsn It also includes an assessment of the ignifi
estimates and judgments made by the directorsempthparation of the financial statements, and of
whether the accounting policies are appropriatthéoCompany’s circumstances, consistently applied
and adequately disclosed.

We planned and performed our audit so as to olatthithe information and explanations which we
considered necessary in order to provide us witficgnt evidence to give reasonable assurance that
the financial statements are free from materialstatement, whether caused by fraud or other
irregularity or error. In forming our opinion wesal evaluated the overall adequacy of the presentati
of information in the financial statements.
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Prudential Annuities Limited

Independent Auditor’s report to the member of Prudential Annuities Limited (continued)

Opinion
In our opinion:

« the financial statements give a true and fair viawaccordance with UK Generally Accepted
Accounting Practice, of the state of the Compaayfairs as at 31 December 2008 and of its loss for
the year then ended;

» the financial statements have been properly preparaccordance with the Companies Act 1985;
and

» the information given in the Director’'s Report mnesistent with the financial statements.

KPMG Audit Plc
Chartered Accountants
Registered Auditor

8 Salisbury Square
London EC4Y 8BB

27 March 2009
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