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Prudential Retirement Income Limited

Directors’ report for the year ended 31 December 208
Principal activity

The principal activity of Prudential Retirement émee Limited (the Company) is the writing of
pension annuity long term insurance business. Wili€ontinue in 2009.

Business review

Performance and measurement

The results of the Company for the year as seboytages 7 and 8, show a loss on ordinary acsvitie
before tax of £146m (2007: Profit of £202m).

The losses during 2008 have mainly arisen from:
» the strengthening of the assumption for asset ttefaund
* the quota share reassurance of 15% of the Compangisess to The Prudential Assurance
Company Limited.

These losses have been partially offset by:
e profits from the in-force business arising primafilom rebalancing of the assets portfolio in
2008, and
* profits from new business during 2008.

The Shareholders’ funds of the Company total £1y862007: £1,128m).

The assets and liabilities of the Company increaieithg 2008 as a result of new business single
premiums of £3.1bn (2007: £2.0bn) and a strengtigeiof the credit default assumptions. The

increase in liabilities has been partially offsgtdn increase in the yield on the underlying assets
during 2008 and the payment of annuity claims.

The Company’s conventional annuities include leVided increase and retail price index (RPI)
annuities. The fixed increase annuities incorpogatimatic increases in annuity payments by fixed
amounts over the policyholder’s life. The RPI atiesithat the Company offers provide for a regular
annuity payment which changes periodically basetherthange in the UK RPI.

As at 31 December 2008 the Company entered intareamgement with The Prudential Assurance
Company Limited (PAC) to reinsure 15% of all itsrarofit annuity business on a quote share basis.
This arrangement allows for all of the reinsurapmiums to be deposited back to the Company.

On a UK GAAP basis the reinsurance therefore resala loss of £179m in the Company. There is
an equal and offsetting profit in PAC from accegtihis business.

In order to finance new business growth and maintaisolvency position, the Company has received
capital injections during 2008 of:

*  £132m (2007: £71m) into its long-term fund (by meahcontingent loans), and

* £320m (2007: £Nil) into its shareholder fund (adifdnal share capital).

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

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



Prudential Retirement Income Limited

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

Market review and strategy

During 2008, the Company has maintained its mddadership in annuities, where it has continued
to extract maximum value from The Prudential Assaoea Company Limited’'s internal vesting
pension book and has retained high conversion ratésis area. This has been supported by the
Company’s partnership deals with insurers suchuag®, Royal London and Save and Prosper. The
Company now has approximately 700,000 annuitarpayment.

The Company’s strategy in the Wholesale market fgatticipate selectively in bulk annuity and back
book buyouts, where the Company is able to winrtass based on its financial strength, superior
track record as well as its extensive annuitanttaliy risk assessment capabilities. The Company
will maintain a strict focus on value, only partiating in transactions that generate an acceptatide

of return.

Results and dividends

The state of affairs of the Company at 31 Decer2ZbéB is shown in the balance sheet on pages 9 and
10. The profit and loss account appears on pageslB. No dividend for 2008 is proposed (2007:
£Nil).

Corporate responsibility

The Company is a wholly owned subsidiary withindnatial plc and corporate responsibility (CR) is
a philosophy that is firmly embedded in Prudersiaperations around the world and has become a
fundamental and integral part of how the Compamgsdausiness. Strong commitment to CR reflects
the recognition that stakeholders, including cusianemployees, shareholders and communities,
increasingly favour companies that embrace andbéxisound values around trust, ethics and
environmental responsibility. As the Company &sivo meet this need, it is helped by the fact that
these values have been fundamental to Prudent@lighout the past 160 years, underpinning the
long-established brand values of reliability andbgity. At the same time, it is recognised that
performance in key areas of CR such as corporatergance, environmental management and
employment practices can have a significant andipesmpact on financial performance.

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 @ddgusiness Conduct, the CR policy and Health
and Safety Policy. The Company remains committedrowiding a high level of customer service,
communicating openly with customers, providing clé&formation and to monitoring levels of
satisfaction.

There is a Responsibility Committee which is a st Group-wide committee and has
responsibility for reviewing Prudential's businesmsduct and social and environmental policy, and
ensures consistency of approach across the Grintptmational businesses. The CR team develops
Prudential’s CR strategy and works closely withiidlial business units to provide advice. The team
also assists with the development and adaptaticg@rotip-wide initiatives so that they not only fit
with overall Group principles but are also adaptetheet local needs.



Prudential Retirement Income Limited

Directors’ report for the year ended 31 December 2UB (continued)
Post balance sheet events

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

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

Share Capital

The authorised share capital of the Company wagased to £1,100,000,000 (2007: £700,000,000)
during the year by the addition of £400,000,000(tinary Shares. 320,000,000 (2007: Nil) £1
Ordinary shares were issued at par.

Directors
The present directors are shown on page 2.

Mr G P J Shaughnessy resigned as a director ore&i@ber 2008. There were no other changes
during the year. Mr F A O'Dwyer was appointecaadirector on 16 January 2009.

Financial risk management objectives, policies andxposure

The Company is a wholly owned subsidiary of theugtdPrudential plc and as such forms a part of
the overall risk management process of the Graupignificant part of the Group’s business involves
the managed acceptance of risk. The Group hassk ®bvernance Framework requiring all
businesses and functions within the Group i.e.uiticlg the Company, to establish processes for
identifying, evaluating and managing key risks. eTystem of internal control is an essential and
integral part of the risk management process. asaf the annual preparation of its business én,

of the Group’s businesses and functions are redjuiwecarry out a review of risks including an
assessment of the impact and likelihood of keysrigskd effectiveness of the controls in place to
manage them. The assessment is reviewed reguladughout the year and all businesses and
functions within the Group are required to confirmmnually that they have undertaken risk
management. Actual performance is regularly moedoagainst the business plans. Detailed
procedures are laid down in financial and actugrtacedure manuals. The insurance operations of
the Group, such as the Company, also prepare recfalacondition report.

The Company'’s objectives and policy in relatiortite management of financial risk resulting from its
financial assets and liabilities is to minimise aigk. The Company’s exposure to financial risk
through its financial assets and liabilities is\ided in detail in note 8 of the notes to the ficiah
statements.



Prudential Retirement Income Limited

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

Disclosure of information to auditors

The directors who held the office at the date gfrapal of this directors’ report confirm that, s fis
they are each aware, there is no relevant auditrrivdtion of which the Company’s auditor is
unaware; and each director has taken all the steppshey ought to have taken as a director to make
themselves aware of any relevant audit informatiod to establish that the Company’s auditor is
aware of that information. This confirmation isgn and should be interpreted in accordance wih th
provisions of section 234ZA of the Companies A@&3.9

Auditor

In accordance with Section 487(2) of the CompaAEs2006, KPMG Audit Plc will be deemed to be
re-appointed auditor of the Company for the curferaincial year.

Directors’ and officers’ protection

Prudential plc has arranged appropriate insuraogerdn respect of legal action against directomd a
senior managers of companies within the Prude@tialip. In addition, the Articles of Association of
the Company permit the directors, officers and @ygds of the Company to be indemnified in
respect of liabilities incurred as a result of thaffice. Prudential plc also provides protectidos
directors and senior managers of companies witlérGroup against personal financial exposure they
may incur in their capacity as such. These inclgdalifying third party indemnity provisions (as
defined by the relevant Companies Act) for the liere# directors of Prudential plc (being Mr
Prettejohn) including, where applicable, in thepacity 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 Retirement Income Limited

Profit and Loss Account for the year ended 31 Decedmer 2008

Long Term Business - Technical Account Note 2008 £m 2007 £m
Gross premiums written 1(a) 3,141 2,029
Outward Reinsurance Premiums (2,387) -
Earned premiums, net of reinsurance 754 2,029
Investment income 2 723 608
Unrealised losses on investments (1,400) (385)
(677) 223
Claims incurred, net of reinsurance
Claims paid (1,037) (892)
Change in other technical provisions, net of reingance
Long term business provision, net of reinsurance 12 1,254 (1,021)
Technical provision for linked liabilities, net odinsurance 12 (344) (48)
910 (1,069)
Net operating expenses
Acquisition costs 7 (70) (65)
Administrative costs (14) (11)
Investment expenses and charges (27) (24)
(111) (100)
Tax attributable to the long term business 55 (42)
Balance on the technical account — long term busies (106) 149

The amounts shown above are in respect of conimyerations.

The accounting policies and notes on pages 11 tdo88 an integral part of these financial
statements.



Prudential Retirement Income Limited

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

Non-Technical Account Note 2008 £m 2007 £m
Balance on the long term business technical account (106) 149
Tax attributable to balance on the long term bissirtechnical

account (55) 42
Investment income 2 8 27
Unrealised gains / (losses) on investments 8 (15)
Investment expenses and charges (1) (1)
(Loss) / profit on ordinary activities before tax (146) 202
Tax on (loss) / profit on ordinary activities 4 50 (45)
Retained (loss) / profit for the financial year transferred to 12 (96) 157
reserves

Statement of total recognised gains and losses

Year ended 31 December 2008
2008 £m 2007 £m

Retained (loss) / profit for the financial year (96) 157

Total gains and losses recognised since the lashaal report (96) 157

Reconciliation of movement in Shareholders’ Funds

Year ended 31 December 2008
Note 2008 £m 2007 £m

Shareholders’ capital and reserves at beginnirygaf 1,128 971
Retained (loss) / profit for the financial year (96) 157
New share capital subscribed 19 320 -
Shareholders’ capital and reserves at end of year 1,352 1,128

The amounts shown above are in respect of contimperations.

The accounting policies and notes on pages 11 tdoB88 an integral part of these financial
statements.



Prudential Retirement Income Limited

Balance sheet as at 31 December 2008

ASSETS Note 2008 £m 2007 £m
Investments
Land and buildings 8 939 760
Investments in group undertakings and participatiberests 9 720 -
Other financial investments 8 13,022 12,866
14,681 13,626
Assets held to cover linked liabilities 11 1,912 1,568
Reinsurers’ share of technical provisions
Long term business provision 12 1,870 -
Technical provision for linked liabilities 12 337 -
2,207 -
Debtors
Debtors arising out of direct insurance operations - 1
Debtors arising out of reinsurance operations 7 25
Other debtors 14 265 24
272 50
Other assets
Cash at bank and in hand 18 399 49
Prepayments and accrued income
Accrued interest and rent 296 251
Total assets 1(b) 19,767 15,544

The accounting policies and notes on pages 11 tdo88 an integral part of these financial
statements.



Prudential Retirement Income Limited

Balance sheet as at 31 December 2008 (continued)

LIABILITIES Note 2008 £m 2007 £m
Capital and reserves
Called up share capital 19 858 538
Profit and loss account 12 494 590
Total shareholders’ funds 1,352 1,128
Technical provisions
Long term business provision 12 12,467 11,851
Claims outstanding 12 3 3
Technical provisions for linked liabilities 12 2,249 1,568
Provision for other risks and charges
Deferred tax 15 190 220
Creditors
Derivative liabilities 309 53
Amounts owed to credit institutions 681 473
Creditors arising out of direct insurance operation 4 -
Creditors arising out of reinsurance operations 2,055 3
Other creditors including taxation and social sigur 16 457 245
3,506 774
Total liabilities 19,767 15,544

The financial statements on pages 7 to 33 wereoapgrby the board of directors on 27 March 2009.

A M Crossley
Director

The accounting policies and notes on pages 11 tdo®8 an integral part of these financial
statements.

10



Prudential Retirement Income 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 200&esd& standards closely reflect the
requirements of International Financial Reportingin8lards (IFRS) and form part of the
continuing implementation of IFRS in the UK.

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

In October 2008, the Accounting Standard Board (A&g&proved the ‘Amendments to FRS 26
(IAS 39) and FRS 29 (IFRS 7): Reclassification ahafcial Assets’ that permit the

reclassification of certain ‘held for trading’ anavailable-for-sale’ financial assets into the
‘loans and receivables’ category carried at amedltisost if specific conditions are met and
additional disclosures are made regarding any sissetreclassified. The adoption of these
amendments to FRS 26 and FRS 29 did not have aactngm the balance sheet or profit and
loss account of the Company as the Company hasmaote any such reclassification of
financial assets as permitted by the amendments.

Basis of preparation

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

The financial statements have been prepared wrdacce with applicable accounting standards
and with the Statement of Recommended Practiceamounting for Insurance Business issued
by the Association of British Insurers in Decemb@®5.

The Company has not presented a capital positaiereent with supporting disclosures under
FRS 27 on the basis that the Company is more tBgme® cent owned within a group and the
Company is included in the publicly available Pmitild group financial statements which
provide information on a group basis complying wvifits requirement. The process for setting
assumptions and determining liabilities, as reqguiebe disclosed by FRS 27, is described in
note 13 of the financial statements (together Wi assumptions).

Long term business

Under FRS 26, the measurement basis of assetsahiliies of long term business contracts is
dependent upon the classification of the contrast®ither insurance contracts, if the level of
insurance risk is significant, or investment coctisdf the risk is insignificant. The Company’s

contracts are all classed as insurance contracts.

Annuity considerations are accounted for when dimnuities are accounted for when the
annuity becomes due for payment. Surrenders a@uated for when paid. Death claims and
all other claims are accounted for when notifidddex linked business has been disclosed as
linked for the purposes of these financial statdmen

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

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

11



Prudential Retirement Income Limited

Accounting Policies (continued)

(d)

Investments

(i)

(ii)

(iii)

(iv)

Land and Buildings

Land and buildings are valued annually by professiexternal valuers on a Market
Value basis, as defined in the Appraisal and VanaManual issued by the Royal
Institute of Chartered Surveyors, in particulardiice Statement 3.2. No depreciation is
provided on land and buildings held for investmguirposes, in accordance with
Statement of Standard Accounting Practice 19, Aating for Investment Properties.

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

Other financial investments valuation

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

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

Unrealised gains and losses on investments

Unrealised gains and losses on investments reprdszlifference between the change
in the value of investments held at the balancetstiate and the reversal of unrealised
investment gains and losses recognised in earliepusating periods in respect of
investment disposals.

An impact arising under FRS 26 is in relation tcognition and measurement of financial

instruments (other than long term business comstidassified as financial instrument as described
above). Upon initial recognition, financial invesnts are measured at fair value. Subsequently,
the Company is permitted, subject to specific gdfeto designate its investments as either
financial investments at fair value through prdditd loss, financial investments held on an
available-for-sale basis, financial investmentsdh@l maturity, or loans and receivables. The
Company holds financial investments on the follapiases:

(v)

(vi)

Financial investments at fair value through prefitd loss

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

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

Loans and receivables

This comprises investments that have fixed or dat&able payments and are not
designated as fair value through profit and losawailable-for-sale. These investments
include loans secured by mortgages, deposits drad ahsecured loans and receivables.
These investments are carried at amortised cosy ube effective interest method and
subject to impairment reviews. The Company meastiresamount of the impairment
loss by comparing the amortised cost with the pregalue of its estimated future cash
flows discounted at the original effective interese.

12



Prudential Retirement Income Limited

Accounting Policies (continued)

(e)

(f)

(9)

(h)

Long term business provision

The long term business provision is determinedhegy Company’s directors based on advice
from the Company’s Actuarial Function Holder, whetetrmined the provision using recognised
actuarial methods, with due regard to the actuapahciples laid down in Directive
2002/83/EC. It is calculated initially on a statytsolvency basis to comply with the reporting
requirements under the Financial Services and Msrket 2000. The valuation is then
modified to remove certain resilience, contingeang other reserves required by the Prudential
Sourcebook for Insurers and the General Prude@@ircebook issued by the Financial
Services Authority.

The technical provisions are the discounted valtiduture claim payments, adjusted for
investment expenses and future administration c@dtm payments allow for the effects of
mortality in line with the bases set out in Note IBese bases have been derived from an
analysis of recent population and internal mostakixperience and make 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 lows¢ assets. Long-term rates of default
appropriate to the assets held have been set lmwse@n investigation into historic rates of
default by credit rating, term to redemption andusity. An additional short-term default
provision is held to reflect market conditions la¢ tvaluation date, particularly credit spreads
over swaps on corporate bonds (See Note 13).

Cash Flow Statement

The Company has availed itself of the exemptiomfpreparing a cash flow statement allowed
under section 5(a) of FRS 1, “Cash Flow Statemeiois'the grounds that it is a wholly owned
subsidiary of Prudential plc which publishes a otdsted cash flow statement incorporating
the cash flows of the Company.

Taxation

Tax is charged on all taxable profits arisingtia accounting period.

Except where otherwise required by accounting dsteds, full provision for deferred tax
without discounting is made for all timing diffel@@® which have arisen but not reversed at the
balance sheet date.

Foreign Currencies

Foreign currency revenue transactions are tramskiténe rate applied at the time of execution.

Monetary foreign currency assets and liabilitiee &anslated at year end exchange rates.
Exchange differences are included in the profit lasd account.

13



Prudential Retirement Income Limited

Notes to the financial statements for the year ende31 December 2008

1. Segmental analysis

€) Gross premiums written 2008 £m 2007 £m
Pension annuities:

- Non-participating 2,161 1,903

- Linked 980 126

3,141 2,029

Comprising:

External direct premiums:

- Immediate annuities 1,838 842
- Deferred annuities 2 22
1,840 864

External reinsurance accepted:
- Immediate annuities 418 144

Reinsurance from a related party:
- Immediate annuities 883 1,021

Total 3,141 2,029

All premiums are single premium business other th8m of external direct immediate annuities

(2007: £2m). All business is written in the Unitésthgdom. Group pension scheme buyouts included
in premiums are £1,132m (2007: £56m). IncludedExternal Direct premiums is an amount of

£1,064m in respect to a of a group bulk buy in fil©able and Wireless Pension Trustees Limited.

(b) Assets attributable to the long term businesauhd

Of the total assets shown on page 9, £19,017m (2005,018m) 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 1 2 - -
Income from land and buildings 67 31 - -
Income from debt securities 759 639 27 26
Income from mortgage loans and other loans 3 3 - -
Income from deposits with credit institutions 11 19 1 1
Income from other investments (4) 2 5
(Losses) on the realisation of investments other (61) (74) (25) -
than derivatives
(Losses) on the realisation of derivatives - 7) - -
Exchange (losses) (53) (7) - -
723 608 8 27

14



Prudential Retirement Income Limited

Notes to the financial statements for the year ende31 December 200&ontinued)
3. Staff costs

The Company has no employees (2007: Nil). Includ#din net operating expenses are amounts paid
in return for management services provided to thm@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 for theipe (20) 12

Adjustments in respect of previous periods - 1
(20) 13

Deferred tax
Origination and reversal of timing differences (30) 32
Tax on (losses) / profits on ordinary activities (50) 45

(b) Factors affecting the tax charge for the period

2008 £m 2007 £m

(Loss) / Profit on ordinary activities before tax (146) 202
(Loss) / profit on ordinary activities multiplied leffective rate of

corporation tax in the UK of 28.5% (2007 : 30%) (42) 61
Effects of:

Adjustments in respect of previous periods - 1
Release of uncertain tax provision (9)

Timing differences
- Transfer to the non technical account in excdsth®
statutory surplus 31 (49)

Current tax (credit) / charge for the period (20) 13

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 tloeseP8.5%.

The company may have an additional tax liabilityEd8Bm depending on the outcome of discussions

with HM Revenue & Customs. Due to the uncertamigr the timing and result of those discussions,
no provision has been made in the accounts.

5.  Auditors’ remuneration
Fees payable to KPMG for the audit of the Compamagsounts were £64,018 (2007: £68,147). Fees

payable to KPMG for other services pursuant toslatgjon, including the audit of the regulatory ratu
were £26,151 (2007: £25,585).

15



Prudential Retirement Income Limited

Notes to the financial statements for the year ende31 December 200&ontinued)
6. Directors’ emoluments

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

2008 £ 2007 £

Aggregate emoluments and non-pension benefits 887,015 824,632

Six (2007: six) directors were entitled to sharadar the Prudential’s main long term incentive sahe
Four directors are entitled to retirement benetiteler 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 £888. During the year the highest paid director did
not receive shares under a long term incentiversehe

7. Acquisition costs

Included within the total for acquisition costs ammmissions of £32m (2007: £33m).

8. Investments

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

Freehold land and buildings 732 622 649 622
Leasehold land and buildings 306 127 290 138
Derivative assets - 1 201 54
Equity securities 105 105 76 107
Debt securities and other fixed income securities 13,760 12,194 12,451 11,857
Loans secured by mortgages 37 37 37 37
Other loans 4 4 4 4
Deposits with credit institutions 253 807 253 807

15,197 13,897 13,961 13,626

The change in current value of investments includetie profit and loss account was a loss of £Ani5
(2007: loss of £446m) analysed between a loss df62in (2007: loss of £431m) included in the Long
term business technical account and a gain of £8107 loss of £15m) included in the Non-technical
account. The change in current value of £1,162r8{2Idss of £431m) included a loss of £112m (2007:
loss of £50m) in respect of land and buildingsyss lof £946m (2007: loss of £383m) in respect bf de
securities, a loss of £30m in respect to equitysiees (2007: gain of £1m) and a loss of £74m {200
gain of £1m) in respect of derivatives.

16



Prudential Retirement Income Limited

Notes to the financial statements for the year ende31 December 200&ontinued)
8. Investments (continued)

Amounts included in the above ascribable to listegdstments:

Current Value
2008 £m 2007 £m

Equity securities 12 17
Debt securities and other fixed income securities 11,877 11,362

11,889 11,379

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 1,038 749
Aggregated depreciation (48) (24)
Net book value based on historical cost 990 725

(@) Financial instruments
() Designation and fair values

All financial assets are designated as eitherviaiue through profit and loss or loans and recdesb
Financial liabilities are designated as either ¥aiue through profit and loss or amortised cost.

2008 Fair value Loans and Total Fair value
through receivables carrying
profit and value
loss
2008 £m
Financial Assets:
Freehold land and buildings 649 - 649 649
Leasehold land and buildings 290 - 290 290
Deposits with credit institutions - 253 253 253
Equity securities 76 - 76 76
Debt securities 12,451 - 12,451 12,451
Loans:
Loans secured by mortgages - 37 37 37
Other loans - 4 4 4
Derivative assets 201 - 201 201
Accrued investment income - 296 296 296
Other Debtors - 252 252 252
Cash at bank and in hand - 399 399 399
13,667 1,241 14,908 14,908
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Prudential Retirement Income Limited

Notes to the financial statements for the year ende31 December 200&ontinued)

8. Investments (continued)

(a) Financial instruments (continued)

() Designation and fair values (continued)

2008 Fair value  Amortised Total Fair value
through cost carrying
profit and value
loss
2008 £m
Financial Liabilities:
Creditors arising out of direct insurance - 4 4 4
operations
Creditors arising out of reinsurance - 2,055 2,055 2,055
operations
Other creditors - 1,130 1,130 1,130
Derivative liabilities 309 - 309 309
309 3,189 3,498 3,498
2007 Fair value Loans and Total Fair value
through receivables carrying
profit and value
loss
2007 £m
Financial Assets:
Freehold land and buildings 622 - 622 622
Leasehold land and buildings 138 - 138 138
Deposits with credit institutions - 807 807 807
Equity securities 107 - 107 107
Debt securities 11,857 - 11,857 11,857
Loans:
Loans secured by mortgages - 37 37 40
Other loans - 4 4 4
Derivative assets 54 - 54 54
Accrued investment income - 251 251 251
Other Debtors - 24 24 24
Cash at bank and in hand - 49 49 49
12,778 1,172 13,950 13,953
Fair value  Amortised Total Fair value
through cost carrying
profit and value
loss
2007 £m
Financial Liabilities:
Creditors arising out of reinsurance - 3 3 3
operations
Other creditors - 703 703 703
Derivative liabilities 53 - 53 53
53 706 759 759

As at 31 December 2008, £2m of convertible bon8872£3m) were included in debt securities.

For financial liabilities designated as fair valigough profit and loss there was no impact oniprof

from movements in credit risk during 2008 and 2007.
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8. Investments (continued)
(a) Financial instruments (continued)
(i) Determination of fair values

The fair values of the financial assets and libdlias shown in the table on the previous page haen
determined on the following bases.

The fair values of the financial instruments foriethfair valuation is required under UK GAAP and
which are in an active market are determined by uke of current market bid prices for quoted
investments, or by using quotations from indepenttérd parties, such as brokers and pricing sesvidf

the market for a financial asset is not active, ¥alue is established using valuation techniguiEsese
include financial investments which are not quatadactive markets and financial investments forciwhi
markets are no longer active as a result of matkeditions e.g. market illiquidity. The valuation
techniques include the use of recent arm’s lengthsactions, reference to other instruments that ar
substantially the same, discounted cash flow aisalgption adjusted spread models and if applicable
enterprise valuation and may include a number siimptions relating to variables such as creditaist
interest rates. Changes in assumptions relatitigetse variables could positively or negatively iotthe
reported fair value of these instruments. The @of pricing for the financial investments valuetng
valuation techniques could be from using quotatioos independent third parties, such as brokeds an
pricing services or by using valuation techniqueslelled internally by the Group. Priority is givem
publicly available prices from independent souredsen available but overall, the source of pricimg
chosen with the objective of arriving at a fairu@lmeasurement which reflects the price at which an
orderly transaction would take place between maseticipants on the measurement date.

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

The estimated fair value of derivative instrumergects 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 standaathet practices.

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

The fair value of the financial liabilities of tl@mpany is determined using discounted cash fldvtiseo
amounts expected to be paid.

(iif) Use of valuation techniques

The carrying value of financial investments (indhgdderivative liabilities) on the balance sheettod
Company which are not quoted on active marketsfanghich fair value is determined using internal
valuation techniques, or is provided by brokerpraing services, where the specific securitiesshasen
valued using valuation techniques by these thirtlygaroviders is £486m (2007: £423m); this includes
derivative liabilities of £211m (2007: £53m).

Of the investments valued using valuation techrsg@i®13m (2007: £387m) related to debt securities.
These debt securities include private debt seearguch as private placements, project financet ass
securitisations and local authority securities. Beeurities are mainly long-dated and not regularly
traded and are valued internally using market stehghractices. The majority of the debt securities
above are valued using matrix pricing, which isdoben assessing credit quality of the underlying
borrower to derive a suitable discount rate reéativ government securities. Under matrix pricitng t
debt securities are priced by taking the credieags on comparable quoted public debt securitids an
applied to the equivalent debt instruments factpanspecified liquidity premium. The majority ofeth
parameters used in this valuation technique ardilyeabservable in the market and, therefore, ate n
subject to interpretation.
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8. Investments (continued)
(a) Financial instruments (continued)
(iii) Use of valuation techniques (continued)

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

The investments other than debt securities areedalising valuation techniques which apply less of
readily observable market factors and more non+ehbée factors than the matrix pricing technique as
used for the majority of the debt securities.

The total amount of the change in fair value edthaising valuation techniques, including valuation
techniques based on assumptions not wholly supbbsteobservable market prices or rates, recognised
in the profit and loss account in 2008 was a l[d€=bam (2007: Nil).

The 2007 comparatives differ from the previoushblmhed information for the inclusion of the
financial investments for which prices have beewjled by independent third parties, such as gyicin
services and brokers, and for which the prices Hean derived using valuation techniques by these
providers. The previously published 2007 informatiocluded only the financial investments valued
internally using valuation techniques.

(iv) Interest income and expense

The interest income on financial assets not atv@aine through profit and loss was £12m for theryea
ended 31 December 2008 (2007: £22m).

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

(b) Market risk

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

Market risk comprises three types of risk, namely:

— Interest rate risk: due to changes in market isteaes,

— Currency risk: due to changes in foreign exchaatgsr and

— Other price risk: due to fluctuations in marketcps (other than those arising from interest rae ri
or currency risk).

The assets covering the Company’s liabilities anacjpally debt securities and other investments th
are held to match the expected duration and paymieatacteristics of the policyholder liabilities.
These liabilities are valued for reporting purpasgapplying discount rates that reflect the marktts
of return attaching to the covering assets.

Except to the extent of any minor mismatch, thesiigity 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 dapita
of the Company. This capital comprises the nettadseld within the long term fund of the Company
that cover regulatory basis liabilities that aret mecognised for reporting purposes, for example
contingency reserves, and shareholder capitaldwekide the long term fund.
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8. Investments (continued)

(b) Market risk (continued)

() Interest rate risk

The following table shows an analysis of the classefinancial assets and liabilities and theiredir
exposure to interest rate risk. Each applicaldescbf the Company’s assets or liabilities areyasdl

between those exposed to fair value interest rslite gash flow interest rate risk and those withdivect
interest rate risk exposure.

2008 Fair value  Cash flow Not directly Total
interest interest exposed to
rate risk rate risk interest rate
risk
2008 £m
Financial Assets:
Freehold land and buildings - - 649 649
Leasehold land and buildings - - 290 290
Deposits with credit institutions - 253 - 253
Equity securities - - 76 76
Debt securities 11,847 577 27 12,451
Loans:
Loans secured by mortgages 37 - - 37
Other loans 4 - - 4
Derivative asset 198 - 3 201
Cash at bank and in hand - - 399 399
12,086 830 1,444 14,360
Financial Liabilities:
Derivative liabilities 239 - 70 309
239 - 70 309
2007 Fair value  Cash flow Not directly Total
interest interest exposed to
rate risk rate risk interest rate
risk
2007 £m
Financial Assets:
Freehold land and buildings - - 622 622
Leasehold land and buildings - - 138 138
Deposits with credit institutions - 807 - 807
Equity securities - - 107 107
Debt securities 11,419 405 33 11,857
Loans:
Loans secured by mortgages 37 - - 37
Other loans 4 - - 4
Derivative asset 54 - - 54
Cash at bank and in hand - - 49 49
11,514 1,212 949 13,675
Financial Liabilities:
Derivative liabilities 44 - 9 53
44 - 9 53
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8. Investments (continued)

(b) Market risk (continued)

() Interest rate risk (continued)

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

2008 Less 1to5 5t010 10to15 15to Over20 No stated Total
thanl years years years 20 years maturity carrying
year years value
2008 £m
Financial Assets
Deposits with 253 - - - - - - 253
credit institutions
Debt securities 200 1,244 2,288 2,197 2,317 4,104 101 12,451
Loans:
Loans secured - - - - 25 12 - 37
by mortgages
Other loans - - - - 4 - - 4
Derivative assets 4 6 5 3 26 155 2 201
457 1,250 2,293 2,200 2,372 4271 103 12,946
Financial
Liabilities
Derivative 70 - 12 28 26 173 - 309
liabilities
70 - 12 28 26 173 - 309
2007 Less 1to5 5t010 10to15 15to Over20 No stated Total
thanl years years years 20 years maturity carrying
year years value
2007 £m
Financial Assets
Deposits with 807 - - - - - - 807
credit institutions
Debt securities 139 1,059 1,639 2,416 1,924 4,599 81 11,857
Loans:
Loans secured - - - - 25 12 - 37
by mortgages
Other loans - - - - 4 - - 4
Derivative assets - 2 - - 12 40 - 54
946 1,061 1,639 2,416 1,965 4,651 81 12,759
Financial
Liabilities
Derivative 9 - 1 4 3 36 - 53
liabilities
9 - 1 4 3 36 - 53
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8. Investments (continued)
(b) Market risk (continued)

() Interest rate risk (continued)

In light of the recent market conditions, the Comphas extended the range of the movements iresiter
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 one per cent as applied at 31 December
2007, for 2008, the Company has also estimatedehesitivity to movement in interest rates of two pe
cent. The estimated sensitivity of the businessatmovement in interest rates (including assumed
investment returns for all asset classes, markeesaf debt securities and all risk discount Jadéd% as

at 31 December 2008 and 2007 and of a movemenmtérest rates of two per cent as at 31 December
2008 are as follows:

2008 2007
Fallof Fallof Riseof Riseof Fallof Rise of
2% 1% 1% 2% 1% 1%
£m £m £m £m £m £m

Carrying value of debt securities and 3,850 1,747 (1,472) (2,726) 1,745 (1,453)
derivatives

Long term business provision (3,558) (1,607) 1,341 2,471 (1,604) 1,321
Related tax effects (82) (39) 37 71 (42) 40
Net sensitivity of profit after tax and 210 101 (94) (184) 99 (92)

shareholders’ funds

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, withntcwency 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.

(i) Currency risk

As at 31 December 2008, the Company held 6% (28%j:and 5% (2007: 87%) of its financial assets
and financial liabilities respectively, in curreesj mainly US dollar and Euro, other than the fionel
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 includsguity securities and investment property. Sintiter

the sensitivity analysis to interest rate movensmive, the Company has also extended the range of
reasonably possible movements in the value of ygaiturities and investment property at 31 December
2008. In addition to the movement of 10 per ceramdied at 31 December 2007, for 2008, the Company
has also estimated the sensitivity to movemen20and 40 per cent. Excluding any second ordectsffe

on the measurement of the liabilities for futursrclow to the policyholder, a 10 per cent falltliveir
value at 31 December 2008 and 2007 and a 20 amperd@ent fall in their value at 31 December 2008
would have given rise to the following effects an-pax profit, profit after tax, and shareholdexguity.
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8. Investments (continued)
(b) Market risk (continued)
(iii) Other Price Risk — Equities and Property (tionied)

2008 £m 2007 £m
A decrease A decrease A decrease A decrease
of 40% of 20% of 10% of 10%
Pre-tax profit (406) (203) (101) (86)
Related deferred tax effects 114 57 28 24
Net sensitivity of profit after tax and
shareholders’ equity (292) (146) (73) (62)

A 10, 20 or 40 per cent increase in their value lditnave an approximately equal and opposite etiact
profit and shareholders’ equity to the sensitigitsown above.

(c) Derivatives

The Company uses various currency derivatives deroto limit volatility due to foreign currency
exchange fluctuations arising on securities denatathin currencies other than Sterling. In addijttotal
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 ieréifit currencies over the life of the agreemeng. Th
Company enters into currency swap transactiongdgé 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 underlyingipal amount. The Company enters into interest
swap transactions to assist in the matching ofraotual liabilities.

These currency and interest rate swap agreemengeounted for on a market value basis, consistent
with the assets and liabilities hedged.

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 @empany is one, and relevant counterparties icepla
under each of these market master agreements.

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

2008 Notional amount on which future payments
are based

Asset Liability
2008 £m 2008 £m
Cross-currency swaps 321 447
Futures 11 -
Forwards 412 479
Inflation swaps 1,442 1,365
Credit default swaps 5 -
Interest rate swaps 1,581 1,581

2007

Notional amount on which future payments

are based
Asset Liability
2007 £m 2007 £m
Cross-currency swaps 226 241
Forwards 259 268
Inflation swaps 945 507
Interest rate swaps 827 827
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8. Investments (continued)

(d) Credit risk

(i) Loans and receivables

Of the total loans and receivables held £3 mil[@d07: £1m) are past their due date but have ren be
impaired. Of the total past due but not impaif8imillion (2007: £1m) are less than 1 year pasirth
due date. The Company expects full recovery ofethesns and receivables.

(if) Securities lending and reverse repurchase agrents

The Company has entered into securities lendingu@ing 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 akteohl by agreements, depend on the quality of the
collateral, calculated on a daily basis. The loasedurities are not removed from the Company’'s
balance sheet, rather they are retained within ajweropriate investment classification. Collateral,

typically consists of cash, debt securities, eqaégurities and letters of credit. At 31 Decemi@08&

the Company had lent £2,379m (2007: £4,572m) afrgexs and held collateral under such agreements
of £2,428m (2007: £4,815m).

At 31 December 2008, the Company had entered awerse repurchase transactions under which it
purchased securities and had taken on the obligatioresell the securities for the purchase price,
amounting to £316m (2007: £433m), together withr@ed interest. Of this amount £174m (2007: Nil)
related to another group company.

(i) Collateral under derivative transactions

At 31 December 2008, the Company had pledged £280/¢ £Nil) for liabilities and held collateral of
£183m (2007: £10m) in respect of over-the-counggivdtive transactions.

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 4,140 4,904
S&P — AA+ to AA- 1,648 1,519
S&P — A+ to A- 3,827 3,068
S&P - BBB+ to BBB- 1,224 724
S&P -Other - 1
10,839 10,216

Moody’s — Aaa 109 125
Moody’s —Aal to Aa3 98 80
Moody’s —Al to A3 120 197
Moody’s — Baal to Baa3 100 103
Moody's - Other 10 -
437 505

Fitch 113 142
Other 1,062 994
Total debt securities 12,451 11,857
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8. Investments (continued)
(iif) Collateral under derivative transactions (cmued)

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

Where no external ratings are available, interagings produced by the Prudential Group’s asset
management operations, which are prepared on aaraivip basis to external ratings, are used where
possible. Of the total debt securities held abD&tember 2008 which are not externally rated, £495m
(2007: £544m) were internally rated AAA to A-, £5882007: £336m) were internally rated BBB to B-
and £29m (2007: £114m) were unrated.

(e) Reinsurer’s share of technical provisions

Of the reinsurer’s share of technical provision€£2207m at 31 December 2008, 100% of the balance
relates to intragroup companies.

(f) Risk management

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

A number of risk factors affect the Company’s opiataresults and financial condition. The financial
risk factors affecting the Company include the @Beof market risk, credit risk and liquidity risk the
financial instruments of the Company.

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

The Company also uses over-the-counter swaps ¢fimgjuotal 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 wahtinges 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 itlepbe values of which are subject to interest ra
risk.

The Company has some liabilities that contain guerd 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'glterm fund holds large amounts of interest rate
sensitive investments that contain credit risk dmiclv 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 supgbity these assets.
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8. Investments (continued)

(f) Risk management (continued)

Credit risk (continued)

Certain over-the-counter derivatives contain aitmesk element that is controlled through evaloatof
collateral agreements and master netting agreeroaritgerest rate and currency swaps. The Company
is also exposed to credit-related losses in thatesfenon-performance by 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 uneggédntreases 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 taitids hecessary to cover surrenders, withdrawals and
maturing liabilities.

In practice, most of the Company’s assets are rntavlesecurities. This reduces the liquidity risk.
9. Investments in group undertakings and particigting interests

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

Loans to group undertakings and participating 720 - 720 -
interests

In 2008 the Company entered into loan agreemen£820m which represents a loan to Prudential plc
and £400m which represents a loan to The Prudekdmirance Company Limited.

Of these loans £200m is to be repaid within one ged the remainder of £520m have no set term.

10. 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 thet 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 ardwged, other than subordinated debt issues which
qualify as capital.

In addition to obligations under subsidiary andd@mntial 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 cdpi#guirements, allowing for diversification bersfi

At the Company level, the FSA rules which govera Brudential regulation of insurance form part of
the Insurance Prudential Sourcebook, the Genenatldhtial Sourcebook and Interim Prudential
Sourcebook for Insurers. Overall, the net requireeof 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 insurastniold capital resources equal at least to the
Minimum Capital Requirement (MCR).

27



Prudential Retirement Income Limited

Notes to the financial statements for the year ende31 December 200&ontinued)
10. Capital requirements and management (continu

The Insurance Prudential Sourcebook also contailes ron Individual Capital Assessments. Under
these rules and the rules of the General Prudedtiatcebook 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 d&g Guidance for a firm, which can be superimposed
as a requirement.

The available capital of £909m (2007: £778m) raflethe excess of regulatory basis assets over
liabilities of the fund, before deduction of thepttal resources requirement of £541m (2007: £538m).

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

31 December 2008 31 December 2007

£m £m

Shareholders’ equity
Held outside long term funds:

Net assets 821 517

Total 821 517
Held in long term funds 531 611
Total shareholders’ equity 1,352 1,128
Adjustments to regulatory basis
Other adjustments to restate these amounts toutaten,
basis (443) (350)
Total adjustments (443) (350)
Total available capital resources on FSA regulatgr
bases 909 778
11. Assets held to cover linked liabilities

Cost Current Value

2008 £m 2007 £m 2008 £m 2007 £m

Assets held to cover linked liabilities 2,038 1,328 1,912 1,568

The change in current value of assets held to dinvkexd liabilities included in the Long term buess
technical account was a loss of £238m (2007: gafi#6m).
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12. 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 3 1,568 11,851 590
Movement in technical provisions for the year - 344 (1,254) -
Profit and loss account - - - (96)
Balance at 31 December 2008 3 1,912 10,597 494

Of the balance on the profit and loss account d34f4 (2007: £590m), £368m (2007:£210m) is
distributable to the shareholder. The remainindarize on the profit and loss account is not
distributable due to the need to maintain the megumargin of solvency, as computed under the mfles

the FSA’s Interim Prudential Sourcebook, InsuraRcadential Sourcebook and General Prudential
Sourcebook.

13. 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. Theskigsprovide guaranteed income for a specified
time, usually the life of the policyholder, in exatge for a lump sum capital payment. No surrender
value is available under any of these products.

The deferred annuities are also either fixed orlRiRed, 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 incaporautomatic 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 ardddnusually when it is wound up by the employer.

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 aDeé@&Imber 2008 are shown below.
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13. Long term business provisions - continued
Mortality

Mortality assumptions are set in light of recenpylation 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 mortalitgasptions 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 assunmstio
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 percenthbasetables with future improvements) are set out
overleaf:

2008 2007
Males Females Males Females
In payment: 97% - 102% 88% - 98% 99% - 114% 85% - 103%
PNMAOO PNFAOQ0 PNMAOO PNFAQO
(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
decreasing linearly| decreasing linearly| tapering to zero atf 90, tapering to
to zero by age 120 to zero by age 12(Q age 120. zero at age 120.
In deferment: AMOI?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 haverbesmoved

- the Company is required, by an order issued undetion 148 of the Financial Services and
Markets Act 2000, to calculate the valuation rdténterest by reference to the aggregate yield on
the assets rather than the market weighted grdssntion yield which is normally required by the
Valuation Rules.

The valuation interest rates are adjusted to reflaestment management expenses and the risk of
default on the assets.
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13. Long term business provisions - continued

The investment management expenses are reviewadilgnand reflect the Company’s costs. The
credit risk assumption is also reviewed annuallseftect the assets actually held.

In response to the uncertain market conditionslab8cember 2008, the assumption about the future
level of defaults has been increased to 55 basigtgpper annum (20 basis points per annum at 31
December 2007). The allowance for defaults at 8édmber 2008 is made up of:

(1) 15 basis points per annum in respect of long-texpeeted defaults; this is derived by
applying Moody's data from 1970 onwards upliftedbggween 100 percent (B) and 200
percent (AAA) according to credit rating to theetgsortfolios.

(i) 11 basis points per annum in respect of long-temadit risk premium for the potential
volatility in default levels; this is derived by plging the 95th worst percentile from
Moody's data from 1970 onwards to the asset partfol

(iii) 29 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 £89m.

Expenses

An allowance is made for expenses. This allowasceviewed 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.

14. Debtors

Other Debtors 2008 £m 2007 £m
Amounts due from group undertakings 221 24
Tax recoverable 13 -
Other Debtors 31 -

265 24
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15. Provision for deferred tax
2008 £m 2007 £m

Unrealised gains on investments 3) (2)
Unrelieved losses carried forward (92) -
Transfer to the non technical account in excesbebtatutory surplus 285 222
Capital allowances on items expensed in the acsount (1) (1)
Undiscounted provision for deferred tax 190 220

2008 £m 2007 £m

Deferred tax liability at start of year 220 188
Deferred tax charge in profit and loss account (30) 32
Deferred tax liability at end of year 190 220

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 cht28% on the basis that all of the temporary

differences will reverse at the new rate.. The atfigf this change on the deferred tax assets and
liabilities at 31 December 2008 was less than Aliomi

16. Creditors

Other creditors including taxation and social secuity 2008 £Em 2007 £m
Amounts owed to group undertakings 376 227
Taxation 8 15
Other creditors 73 3
457 245

Included within amounts owed to group undertakiag81 December 2008 was an amount of £371m
(2007: £218m), which represents two contingent do@ncluding interest) repayable to The Prudential

Assurance Company limited. The loans and intemedhe loans are repayable out of surplus emerging
on its business and is contingent on surpluse@isit can be repaid by the Company at any time.

The loans are repayable to the extent of a spdqifeecentage of surplus of the Company, a repayment
obligation crystallising on the last day of the Quany's financial year and being discharged by
application of funds on a date nominated by the @amy.

In accordance with their terms, the loans mightpbepaid upon prior notice, and the repayment
obligation discharged in whole or part.

All other creditors of £86m (2007: £27m) are pagablthin a period of five years.
17. Guarantees and Commitments

During 2008 the Company entered into a credit itgcigreement whereby it will lend up to £500m, at
any time, in the form of subscription to Senior &tissued under Prudential plc’'s £5,000 million
Medium Term Note programme or of an unsecured séo@m to Prudential plc, Prudential Capital plc
or other subsidiaries of Prudential plc. The pagof the facility is to provide funding at Prudaht
Group level if the debt markets are closed to asteissuance or if commercial paper issuance is
difficult or not practicable. The commitment petiis until further notice and subject to annualieer

by the Company’s Board. The facility is repayattedemand and the borrowers can repay at any time
at par plus break costs.
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18. Bank current accounts

Under the terms of the Company’s arrangements thétPrudential 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 siitiilar arrangements.

19. Called up share capital

The Company’s authorised share capital is £1,100000 (2007: £700,000,000) comprising
1,000,000,000 (2007: 600,000,000) ordinary shafeloeach and 100,000,000 (2007: 100,000,000)
preference shares of £1 each. The total numbésagd and fully paid shares at the year end was
837,700,000 (2007: 517,700,000) ordinary share2&r@b0,000 (2007: 20,000,000) preference shares.
During the year, 320,000,000 ordinary shares oé#&dh were issued at par fully paid. Consideration
was in cash.

The Preference Shares issued carry the right ®ive@ non-cumulative preferential Dividend which
shall accrue at the rate of two pence per annura.Preference Shares may not be redeemed otherwise
than at the option of the Company at any time afierfifth anniversary of the date of issue of such
Preference Share. The Preference Shares carry tmg vaghts except if a resolution is proposed in
relation to (i) the winding up of the Company, dwiary arrangement with creditors of the Company
or proposed receivership, administrative receivprgir administration of the Company; or (i) an
alteration of the rights of the Preference Shame aelation to any other matter which will have
detrimental effect upon the rights of the Prefeee8bares.

20. Charges

In the normal course of business certain reins@diabilities 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 Compampaunts secured by charges of this nature were
£3,503.0m, £451.4m, and £13.3m representing liedslto one customer.

21. 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.

22. 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 par&udampany which prepares group financial

statements. Copies of these financial statemem$e obtained from the Company Secretary, Laurence
Pountney Hill, London, EC4R OHH.
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Statement of directors’ responsibilities in respecbf 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 tirgrstatements for each financial year. Undet tha
law the directors have elected to prepare the Giahrstatements in accordance with UK Accounting
Standards and applicable law (UK Generally Acceptecbunting Practice).

The financial statements are required by law t® givtrue and fair view of the state of affairs loé t
company and of the profit or loss of the compamttiat period.
In preparing these financial statements, the directre required to:

* select suitable accounting policies and then afhf@yn consistently;

* make judgments and estimates that are reasonabjeragent;

» state whether applicable UK Accounting Standardeehaeen followed, subject to any
material departures disclosed and explained ifitlagcial statements; and

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

The directors are responsible for keeping propeowating records that disclose with reasonable
accuracy at any time the financial position of @@mpany and enable them to ensure that its finencia
statements comply with the Companies Act 1985. yTi@ve general responsibility for taking such
steps as are reasonably open to them to safedquarbksets of the Company and to prevent and detect
fraud and other irregularities.

The directors are responsible for the maintenanoe iategrity of the corporate and financial

information included on the Company's website. kkgion 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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Independent Auditor’s report to the member of Prudential Retirement Income Limited

We have audited the financial statements of PrigleRetirement Income Limited for the year ended
31 December 2008 which comprise the Profit and lazsount, the Balance Sheet, the Statement of
Total Recognised Gains and Losses, the Recongiliaif movements in Shareholders Funds and the
related notes. These financial statements have pespared under the accounting policies set out
therein.

This report is made solely to the Company's memlaesrs body, in accordance with section 235 of the
Companies Act 1985. Our audit work has been unkiemtago that we might state to the Company's
members those matters we are required to stateeto 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 badgufoaudit work, for this report, or for the
opinions we have formed.

Respective responsibilities of directors and audits

The directors' responsibilities for preparing timafcial statements in accordance with applicadle |
and UK Accounting Standards (UK Generally Acceptsctounting Practice) are set out in the
Statement of Directors' Responsibilities on page 34

Our responsibility is to audit the financial statts in accordance with relevant legal and regutato
requirements and International Standards on AgiK and Ireland).

We report to you our opinion as to whether therfgial 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 opinion etlCompany has not kept proper accounting recdrds, i
we have not received all the information and exglisms we require for our audit, or if information
specified by law regarding directors' remuneratiod other transactions is not disclosed.

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

Basis of audit opinion

We conducted our audit in accordance with Inteomati Standards on Auditing (UK and Ireland) issued
by the Auditing Practices Board. An audit incluégaamination, on a test basis, of evidence reletzant
the amounts and disclosures in the financial statgsn It also includes an assessment of the signifi
estimates and judgments made by the directorsdmpthparation 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 olattithe information and explanations which we
considered necessary in order to provide us witficent evidence to give reasonable assurance that
the financial statements are free from materialstaiement, 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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Independent Auditor's report to the member of Prudential Retirement Income Limited
(continued)

Opinion

In our opinion:

« the financial statements give a true and fainyién accordance with UK Generally Accepted

Accounting Practice, of the state of the Compaalffairs as at 31 December 2008 and of its loss for
the year then ended;

« the financial statements have been properly pegpia accordance with the Companies Act 1985; and

« the information given in the Directors' Reportamnsistent with the financial statements.

KPMG Audit Plc
Chartered Accountants
Registered Auditor

8 Salisbury Square
London EC4Y 8BB

27 March 2009
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