The Prudential Assurance
Company Limited

Annual FSA Insurance Returns for the year ended
31 December 2009

(Appendices 9.4 and 9.4A valuation reports)

The Prudential Assurance Company Limited is registered in England and Wales.
Registered office at Laurence Pountney Hill, London EC4R OHH. Registered number 15454.
Authorised and regulated by the FSA.



Contents

Appendix 9.4 Abstract of valuation report

Structure of the long term business

1.

8.

9.

Introduction

. Product range

. Discretionary charges and benefits

. Valuation methods and bases (other than forigpeserves)
. Options and guarantees
. Expense reserves

. Mismatching reserves

Other special reserves

Reinsurance

10. Reversionary (or annual) bonus

Appendix 1 Valuation interest rates
Appendix 2 Mortality bases

Appendix 3 Annuities: expectations of life
Appendix 4 Morbidity bases

Appendix 5 Expense bases

Appendix 9.4A Abstract of valuation report for realistic valuation

Page

12
19
30
32
33
33
40
46
48
51
53
58

61



VALUATION REPORT ON THE PRUDENTIAL ASSURANCE COMPAN Y LIMITED
AS AT 31 DECEMBER 2009

Structure of the long term business
1. Overview

The Prudential Assurance Company Limite®\C) carries on Ordinary Branch and Industrial Brabeisiness within
its long-term fund.The Industrial Branch was closed to new businesk #snuary 1995.

The long-term business of Scottish Amicable Lifesésnce SocietySALAS) was transferred into PAC on 1 October
1997, and the long term business of Scottish Anhéichlie plc (SAL) was transferred into PAC on 31 December 2002.
The business transferred from SAL itself includedibess previously transferred into SAL from M&Gd.Assurance
Company Limited (M&G Life) and M&G Pensions and Aiity Company Limited (M&G Pensions).

The long term business is contained within theofsihg four sub-funds:

(@) Non-Profit Sub-FundNPSH

(b) Scottish Amicable Insurance FurslXIF)

(c) Defined Charge Participating Sub-FumPSH

(d) With-Profits Sub-FundWPSF)

2. Non-Profit Sub-Fund

The business in this sub-fund comprises:

(1) Long term sickness and accident business, namelglitbctly written permanent health business ipeesof
which the directors have determined that profitsusth accrue 100% to shareholders.

(2) The linked business written directly by PAC, indhgllinked business issued in France, in respeethoth
the directors have determined that profits shoatdue 100% to shareholders.

3) The loan protection business transferred into PA@nfSAL on 31 December 2002 and such business
subsequently written directly by PAC, in respectwdfich the directors have determined that profitsutd
accrue 100% to shareholders.

4) Defined Charge Participating business issued by BAErance, and Defined Charge Participating bissine
reassured into PAC by Prudential International Amsce plc (PIA) and Canada Life (Europe) Assurdride
excluding the accumulated investment content ofnpuens paid, which is transferred to the DCPSF (see
below).

(5) Ex-SAL business, namely the with-profits, non-paptating and linked business (including internalkéd
funds) transferred into PAC from SAL on 31 DecemB@02 and any new premiums arising on those
products, excluding Prudential Protection businesgen between 1 January 2003 and 25 July 2004tlaed
accumulated with-profits premiums which are helthe WPSF (see 5 below).

(6) Reassurance of the accumulated investment cortéinked business written in Prudential (AN) Linite
(7 Reassurance of 15% of the liabilities in respeataf-profit annuity business in Prudential Retiratiacome
Limited.

All profits from this business in the NPSF accr®% to shareholders.



Structure of the long term business (continued)

(8) PruProtect business which is administered andiloigéd by Prudential Health Services Limited (PH®D)
behalf of PAC. Profits from this business are pds® PHSL via the PAC shareholder fund under aewhi
label agreement. PHSL is wholly owned by PruHedltidings (PHH). PHH is 50% owned by PAC and
50% by Discovery, a South African insurer.

3. Scottish Amicable Insurance Fund

PAC acquired the business of Scottish Amicable Afgsurance SocietySALAS) on 1 October 1997. As a
consequence a closed sub-fund SAIF and a memoraadaount within the WPSF, the Scottish Amicable d\ot
(SAA), were created. SAIF contains the pensions busjnasnuities and traditional with-profits life bosgs
transferred from SALAS and the accumulated inveatroentent of with-profits business in SAA.

All profits in SAIF accrue to holders of with-preficontracts in SAIF and SAA.

The accumulated investment content of linked premsiis invested in the linked funds that were tramsfl from SAL
to the NPSF on 31 December 2002.

The WPSF provides financial support to SAIF throaglmemorandum account, the Scottish Amicable Qalpitad
(SACF), some of which may be drawn upon in adverse imvest conditions to support the smoothing of bosuse
within SAIF. No such drawings have yet been neagssBhe WPSF receives an annual charge from SAHW fo
providing this financial support.

4. Defined Charge Participating Sub-Fund
The business in this sub-fund comprises:

(1) The accumulated investment content of premiums paigspect of the Defined Charge Participatinghwit
profits business issued in France, and the Defldbdrge Participating with-profits business reas$un¢o
PAC from Prudential International Assurance plc @asada Life (Europe) Assurance Ltd.

A bonus smoothing account is maintained in the WB&REhat whenever a claim payment is made from the
DCPSF any excess of the claim amount over the yslilnderlying asset share is transferred fromiHeSF

to the DCPSF and any shortfall is transferred fritviea DCPSF to the WPSF. It is intended that these
smoothing transfers should generate neither pmofitoss to either fund over the long term.

(2) With-profits annuities transferred from Equitabldel Assurance Society to PAC on 31 December 20A7.
separate bonus smoothing account for this busisedso maintained in the WPSF. It is intended treatsfers
to and from this account should generate no net gaioss to either the WPSF or DCPSF over the term.

All profits in this fund accrue to policyholderstine DCPSF.

5.  With-Profits Sub-Fund

The WPSF contains all other long term businesspeising:

(1) With-profits, non-participating and linked busingssher than the categories defined above) writtieactly
by PAC. This includes the Prudential Protectiosibess written between 1 January 2003 and 25 D@ls.2

(2) With-profits, non-participating and linked life boess transferred to SAA from SALAS, excluding the
accumulated investment content of with-profits pitems, which is held in SAIF, and also excluding the
accumulated investment content of linked premiuwtsich is invested in the linked funds transferreait
SAL to the NPSF on 31 December 2002.

3) The accumulated with-profits premiums in respectbabiness transferred into the NPSF from SAL on
31 December 2002 and any new premiums arising asetproducts.



Structure of the long term business (continued)
(4) Reassurance of accumulating with-profits businastsem in Prudential (AN) Limited.

Divisible profits from this business accrue to bsetfareholders and with-profits policyholders in YWeSF (other than
with-profits policyholders in SAA who share in theofits of SAIF).

Transfers not exceeding 5% of divisible profits neymade to a common contingency fund. Not less 80% of the
remainder is allocated to the with-profits policiders, and the balance to shareholders.

6. Reinsurance of linked business

Much of the linked business in PAC was transferedther from SALAS on 1 October 1997 or from SAL on
31 December 2002.

Most of the property-linked business issued by HaGnked, via reinsurance treaties, to the intetimked funds of
other life assurance companies.

7. Reinsurance of annuity business

(1) Most of the non-profit and index-linked annuitiespayment issued by PAC are ceded to Prudentialitiea
Limited, a wholly-owned subsidiary of the WPSF,torPrudential Retirement Income Limited. Most loé t
non-profit annuities in payment written in SAIF aceded to Prudential Retirement Income Limited.

(2) PAC insures 15% of the liabilities in respect oé thon-profit annuity business in Prudential Retizamn
Income Limited PRIL) under a quota share arrangement effected on 8&rbleer 2008. The reinsurance
arrangement includes deposit back of reservesRRHL..



VALUATION REPORT

1.
1.(1)
1.(2)

1.(3)

Introduction
The investigation relates to 31 December 2009.
The previous investigation related to 31 Decen2€8.
No interim valuations have been carried out lier purposes of IPRU(INS) 9.4 since 31 December 2008
Product range
(a) New products
The following new products were launched duringytear.

PruProtect Guaranteed 50+ Plan

The PruProtect Guaranteed 50+ FHkaa whole of life product that provides limitediéds of life cover to
those aged between 50 and 80 at the time of sal@ptance is guaranteed (i.e. there is no undanglyit
The 50+ Plan provides a lump sum payment on dddtredife insured, except on non-accidental death
within the first two years when the benefit is tura of premium.

The product was launched in September 2009 araldsrs ASDA stores.

PruProtect Income Protection

Income Protection is an insurance plan which paysieome if the policyholder is unable to work besa
of long-term sickness, accident or injury. The pddso provides optional unemployment cover, whidh w
also pay out if the policyholder is made redundant.

Two versions of the Income Protection products vieneched in April 2009. The Primary Cover version
offers affordable income protection and the Comenslive Cover version offers enhanced cover for
maximum income protection.

PruProtect Essentials Plan

The Essentials Plan is a new life and serioussfin@otection plan launched in November 2009.4t is
simplified version of PruProtect Plan. This plaregmot include guaranteed insurability optionspmnattic
children's serious illness cover, free cover limitshe reductions in premiums dependant on wtaliatus.

Income Choice Annuity

Income Choice Annuity, a conventional with profitsnuity policy purchased with the proceeds of a
maturing pension scheme, was launched in March.2@C#lows customers to choose an income between
a defined minimum and maximum level (these levedsdefined by Prudential) with an option to re-set
every two years. The actual income payable dependsnoothed returns declared but is guaranteegt nev
to fall below a Secure Level. The Secure Leveldases by 50% of the amount of any increase irahctu
paid income but can never decrease.

PRUsave Express (Hong Kong)

This is a limited offer period single premium wipnefits endowment plan with a 5 year term. Besefit
include a death benefit equal to the sum of 101#% assured and a non-guaranteed special bonus, a
maturity benefit equal to the sum of guaranteeth ¥atue and non-guaranteed special bonus, surrender
benefit equal to guaranteed cash value, and afeidental death benefit of HK$ 100,000.



2.

Product range (continued)

PRUcrisis Cover Multiple (Hong Kong)

This is a critical illness rider attaching to ekigt PRUcrisis cover smartchoice or PRUcrisis cover
smartchoice extra, which were launched in 20072008 respectively. The rider covers the second and
third claims (among 37 major diseases), a waivdutnire premiums upon the first claim in the badan,
and the second medical opinion service.

Golden Harvest (Hong Kong)

This is a limited offer period single premium 5-yeadowment plan with annual guaranteed return@¥e3
(first tranche) or 2.6% (second tranche) at maturBenefits include a death benefit equal to tigdér of
101% of the sum assured or guaranteed cash valde, maturity or surrender benefit equal to guaecht
cash value.

Galaxy Lifelong Income Savings Plan (Hong Kong)

This is a whole life with-profits plan with guaraed coupons of 15% of sum assured payable every 5
years, annual cash dividends and terminal divideddsumber of premium payment options are avadlabl
Benefits include i) a death benefit equal to thghbr of guaranteed death benefit and surrendeffihene
where the guaranteed death benefit is the highseumfassured and total premium paid; ii) a coupon
payment; iii) non-guaranteed cash dividends dedlareually from the third policy anniversary; anyla
surrender benefit equal to guaranteed cash valigeruin-guaranteed terminal dividend, which is pleyab
from the third policy anniversary.

Yearly Renewable & Convertible Term Plan (Hong Kpng

This is a pure term life plan which provides a Hdagnefit only. It is renewable automatically gvgear
until age 75 and premiums increase annually with dgmay be attached to other basic plans adea.ri
The product allows policyholders to convert thedfirnnto a new policy (with cash value) without
providing further evidence of health before the Bfssured reaches age 66.

Refundable Crisis Cover Multiple Plan (Hong Kong)

This is a critical illness plan allowing the insdrgerson to make up to 3 major disease claims nithi
years. Benefits include i) a multiple crisis cobenefit covering 37 major diseases for up to Bdaii) a
premium waiver benefit upon the 1st claim; iii)pesial bonus equal to a refund 70% of total prempaial
at the end of the premium term if no multiple @isover benefit has been paid; iv) a death beeegfial to
a refund of total premium paid less any specialusqraid regardless of claims, and v) a surrendegfiie
equal to a refund of a percentage of the total premwithin the premium term (i.e. first 10 yearkho
multiple crisis cover benefit has been paid.

(b) Products withdrawn

Homemaker Plan, Synergy Mortgage Plan and NDF $ynielan were closed to new business in October
20009.

PRUsaver Series (Hong Kong) was withdrawn 8ddnuary 2009.



2.

Product range (continued)

(c) New bonus series

New bonus series were added during the year asult of the introduction of the PruFund Protected
Cautious Fund. Separate bonus series were addesdgact of PAC investment bonds, PAC pensions and
PIA investment bonds.

New bonus series were also added for Income Chosity and Galaxy Lifelong Income Savings Plan
(Hong Kong).

(d) Changes to options or guarantees under egiptioducts

Flexible Investment Plan, Prudential InvestmentPRexible Retirement Plan, Trustee InvestmentPla

The PruFund Protected Growth Fund was closed tolmesiness in 2009. Prior to closure the guarantee
charge was increased to 100bps p.a. from 60bp3ipeaPruFund Protected Growth Fund was replaced by
the PruFund Protected Cautious Fund. The rollirey@iutee feature of the Protected Growth Fund was no
included on the Protected Cautious Fund i.e. tleganiee is a 5 year spot guarantee only. The aéset
underlying the Cautious Fund also has 70% nomissgta. The guarantee charge for the Protected
Cautious Fund was set at 75bps p.a. There wasc@abfainch offer reducing the guarantee charge to
50bps p.a. for all Protected Cautious businesgemrin 2009.

International Prudence Bond

The PruFund Protected Growth Fund was closed tolnesiness in 2009. Prior to closure the guarantee
charge was increased to 130bps p.a. from 95bp3ipeaPruFund Protected Growth Fund was replaced by
the PruFund Protected Cautious Fund. The rollirey@iutee feature of the Protected Growth Fund was no
included on the Protected Cautious Fund i.e. tleganiee is a 5 year spot guarantee only. The aéset
underlying the Cautious Fund also has 70% nomissgta. The guarantee charge for the Protected
Cautious Fund was set at 125bps p.a.

HIV cover on PruProtect Plan

Life Cover on the PruProtect Plan was extendedaril 2009 to include people living with HIV. The Ml
cover benefit provides up to £250,000 of life coseer a maximum period of ten years. There aretstri
eligibility criteria and overall exposure will berited by introducing a maximum capacity level.

(e) With-profits sub-funds

The With-Profits Sub-Fund and the Defined Chargdi&pating Sub-Fund are both open to new with-
profits business.

The Scottish Amicable Insurance Fund is closectts business except by increment.



3.(1)

3.(2)

3.(3)

3.(4)

3.(5)

Discretionary charges and benefits
Market value reduction

Market value reductions have been applied througB009. The policy years of entry to which markaue
reductions were applied during 2009 are summatisdalv:

Product Policy years of entry

SAIF 1985, 1987 — 1998, 2002, 2004 — 2005,
2007 — 2009

SAL pensions 1997 — 2009

Prudence Bond 1991 — 2009

PSA/PIB 1994 — 2009

Personal Pensions 1987 — 2001, 2004 — 2009

Corporate Pensions 1973 - 2009

International Prudence Bond 2002 - 2009

PruWealth (US dollar) 2002 — 2009

PruwWealth (Hong Kong dollar)| 2007 — 2009

For the Corporate Pension business noted aboveveoy policy year within the range of products céfé will
have a market value reduction applied.

Reviewable protection policies

There was a review of premium rates for PRUmedeSe(including PRUmed better care, PRUmed care and
PRUmed health care) during 2009. Premiums wereased by 2-7% (or on average 4%) for plans with
annual in force premiums of HK$134m. An increaseremiums was permitted but did not occur for glan
with annual in force premiums of HK$294m.

Non-profit deposit administration benefits

There are no non-profit deposit administration cacts.

Service charges on linked policies

Policy/member fees increased by 5.00% in 2009Hosé linked products where the fees increase énith
Retail Price Index (RPI) inflation, based on ther@ase in RPI from September 2007 to September. 2008

Benefit charges on linked policies

There have been no changes to benefit chargeskadlpolicies during the financial year.



3. Discretionary charges and benefits (continued)
3.(6) Unit management charges and notional charges on agoulating with-profits policies

For accumulating with-profits business, changesational charges are shown in the table below:

Reserves | New charge| Old charge
£m % %

Prudence Bond — Pre Mk9 and Establishment Charge 6,797 0.797 1.018
new business and top ups to this business up @98
Prudence Bond — Top ups to pre Mk7 and all 370 1.097 1.168
Establishment Charge options made after 30/09/02
Prudence Bond — Mk9 new business and top ups tq Mk7 288 0.947 1.268
Mk8 and Mk9 after 30/09/02
Prudence Bond — Pre NIC3 new business and topoups t 372 1.047 1.318
pre NIC up to 30/09/02
Prudence Bond — NIC3 new business and top ups to 892 1.347 1.568
NIC1, NIC2 and NIC3 after 30/09/02
Prospects Bond 44 1.747 1.968
Prudential Investment Bond (PIB) and Prudence $gvin 2,666 1.160 1.250
Account (PSA)

The notional charges for all UK pensions businelssg Kong policies and DCPSF policies were unchdnge
3.(7) Unit pricing of internal linked funds

(a) Hong Kong PrulLink policies — Prudential Morfeynd

The unit issue price and redemption price are awia@00. Interest is credited to policies in therfof
additional units not less frequently than once penth. The rate to be credited is determined frben t
value of the fund assets, any surplus being digih by issuing new units on a pro-rata basis.

Hong Kong PruLink policies — all funds except theid®ential Money Fund

The funds are wholly invested in similarly namedhavised Guernsey unit trusts managed by Prudential
Fund Managers Guernsey. Units are allocated oretiaxcon the next weekly valuation date at thegwic
determined by the unit trust manager. There isidfoffer spread. PruLink policies provide that faed

unit prices may be varied from the corresponding tnast price if a variation would be justified bfor
example, a change in the basis of Hong Kong life@taxation.

Other business written and retained by PAC

The company operates its internal linked funds doraard pricing basis. The daily unit prices uded
the allocation of units to and deallocation of srftom policies are calculated by a valuation o th
internal linked funds. The valuation point of ediahd is 12 noon. The allocation and deallocationmifs

is carried out once the unit prices are available unit prices for a fund are determined usingegita
creation price basis or a cancellation price batépending on the net cash flow position of thedfun
Creation of asset units is carried out at the @eaprice, which is based on the purchase coshef t
underlying assets plus any associated costs. Qaticelof asset units is carried out at the caatielh
price, which is based on the sale value of the tyidg assets of the fund less any associated .costs

10



3.(8)

3.(9)

Discretionary charges and benefits (continued)
Other

The unit pricing methods for all other contracts described in the regulatory returns of the congsan
with which the linked liabilities are wholly reased.

(b) Unit pricing bases are determined at fund leselall policies invested in the same fund haweshme
basis applied.

(c) The price used for collective investment schermed similar assets is the latest valuation atdaig
deals placed before mid-day receive that price.

Capital gains tax deductions from internal linked finds

Tax deductions are made on net realised gainsegsattise, as well as for net unrealised gains oectly held
assets. For holdings in collective investment se® allowance is made for the spreading over sgears of
deemed disposals of net unrealised gains. Withalsafvom the fund for the payment of tax are made
quarterly, the same frequency at which the compaales payments to the Inland Revenue.

Each unit fund is treated in principle as thoughvétre a stand-alone taxable entity, so no credjivien for a
net loss position, but no carry-back of lossejgliad. Instead, credit is given for losses thauld fall into
the company’s actual tax computation in a futuraryt® the extent that they do not exceed the amofint
deemed gains carried forward to that particular.y@et unrealised gains of directly held asseg¢srmt set off
against any realised or deemed losses in the samderior is credit given for net unrealised losses.

Allowance is made in determining the tax charge prodision for the time delay until the assetsagssumed
to be sold (for unrealised gains and losses) atwides the date of calculation of the provision graltax
payment being made.

The tax rates applied in 2009 were as shown ir) B€bw.

Capital gains tax provisions for internal linked funds

Linked contracts in France and Hong Kong

The funds are not subject to capital gains tax.

Contracts with linked liabilities wholly reinsured

A full description of the capital gains tax prowiss for these contracts can be found in the regylaeturns
of the companies with which the linked liabilitiage wholly reinsured.

Other business written by PAC — life business

As described in 3.(8) above, in determining thecgordf units in the internal linked funds relating life
business, the value of assets is adjusted by asprovo reflect, on a fund by fund basis, the tapiains tax
on indexed gains on the assets held within thedu@a certain funds some credit has been giveaspect of
chargeable losses. The provision for tax is catedlan a daily basis allowing for the movementimealised
gains, after any indexation, and losses, using aati@ reflecting the expected tax payable by tbengany as
these gains and losses are realised. For investnitenbn-loan relationship unit trusts and OEI@s, tax rate
used allows for the deemed disposal of the investenat the end of the year and the spreading ofake
payable over 7 years.

The mathematical reserves make allowance for e for which no credit is currently given but eaeried
forward and offset against future gains or deemsplosals in future years.

11



3.(10)

4.(1)

4.(1).1

Discretionary charges and benefits (continued)

The following percentages were deducted or provideduring the year:

Realised gains/losses Unrealised gains/logses
Equities and properties 20% 17% to 18.5%
Unit trusts and OEICS 20% 15% to 20%
Gilts and bonds 20% 20%

For policies linked directly to unit trusts, a téna deduction from benefits payable to policyhetds made
in respect of any past or potential liabilities dorporation tax on chargeable gains relating to uhis
allocated to the policy.

Other business written by PAC — pensions business

The funds are not subject to capital gains tax.
Discounts and commission on buying and selling ursit

Linked contracts in France

The company receives rebate commission of 0.6%apeum of funds under management from the Réactif
and Carmignac external unit-linked funds. Corresliroy rebate commission of 0.4% and 0.3% respegtigel
payable to distributing agents. Policyholders dblbemefit from this rebate.

Linked contracts in Hong Kong

No special terms apply when units are purchased fhee unit trust manager.

Business written by PAC

For investment in unit trusts and OEICs the Compaagives a discount equal to the managers’ irdharge.
The internal linked funds also benefit from theatebof the annual management charge. All of thefitsrof
annual management charge rebates are passed olicytplders.

Other

The unit pricing methods for all other contracts described in the regulatory returns of the corigsawith
which the linked liabilities are wholly reassured.

Valuation methods and bases (other than for spied reserves)

Valuation methods

Unless specified to the contrary in 4.(1).6 on phgethe following valuation methods apply.

The mathematical reserve for assurances and @amuéported in Form 51 is the difference betwesn t
present value of the benefits and the present vafudne future valuation net premiums (a net pramiu
valuation (NPV) method), both calculated with pgioh for immediate payment of claims. Policies wher
negative reserves could arise have been valuedidindily and the mathematical reserves increasemito so

that no policy is treated as an asset. Otherwisetracts with a common attained age and numbeeafsyto
run to maturity or premium cessation are groupgetter.

12



4. Valuation methods and bases (continued)

4.(1).2 The mathematical reserve for accumulating withfitgrdousiness in SAIF and SAA, and for accumulating
with-profits business previously written in SAL aimdrespect of new business on those productskient as
the lower of:

(a) the value at the bid price, excluding termibanus, of the notional number of units allocated to
policyholders, and

(b) the surrender or transfer value which, havieggard to the duty to treat customers fairly, wdugdpayable
at the valuation date,

or, if greater, the value of the guaranteed liib8i excluding final bonus, calculated on a grpsEmium
bonus reserve method making no allowance for fuanreual bonus interest.

A further non-unit reserve is held in respect ofrtality or morbidity, as appropriate, and expen@esluding
investment management expenses and other outgaatssbwith payments to third parties).

The comparison of the value of units allocated,sineender or transfer value and the bonus rediatviéity is
carried out on a policy-by-policy basis.

For contracts where actuarial funding is usedvtilae of the units is net of the present valueutdife annual
establishment charges, recurrent management chargadditional management charges that are used to
recoup initial expenses.

The surrender or transfer value is taken as theraglated fund, including final bonus and less akeavalue
reduction where appropriate, at the valuation d&ss any explicit charge that would apply on imratd
surrender.

The non-unit reserves are adequate, on the vatubtisis, to eliminate any future negative cash slovhich
would otherwise arise.

Section 32 Buy Out contracts include a specifio/fgion for the Guaranteed Minimum Pension.
4.(1).3 The mathematical reserve for all other accumuiatiith-profits business is the lower of:

(a) the accumulated fund or the value at the bidtepiof the notional number of units allocated to
policyholders, in both cases excluding final borarg]

(b) the surrender or transfer value which, havieggard to the duty to treat customers fairly, wdugdpayable
at the valuation date,

or, if greater, the value of the guaranteed liib8i excluding final bonus, calculated on a grpsEmium
bonus reserve method making no allowance for fuanreual bonus interest.

The comparison of the accumulated fund or valuenifs allocated, the surrender or transfer value the
bonus reserve liability is carried out on a polmypolicy basis.

For contracts where initial expenses are recougeahbannual cancellation of units allocated infire year,
the number of units valued is reduced appropriatetycases where a higher benefit would be payaiblearly
death, due allowance has been made.

The surrender or transfer value is taken as themaglated fund, including final bonus and less akeavalue

reduction where appropriate, at the valuation d&ss any explicit charge that would apply on imratd
surrender.

13



4.(1).4

4.(1)5

4.(1).6

Valuation methods and bases (continued)

The mathematical reserve for property-linked castfrds the unit liability together with a non-uhiability (a
“sterling reserve”) to cover expenses, mortalitygrhidity, options and guarantees and, where apjaigpr
capital gains tax.

The unit liability is based on the value at theedaf valuation of the units allocated to policyherisl For
contracts where actuarial funding is used, theevaifithe units is net of the present value of fitannual
establishment charges, recurrent management chargadditional management charges that are used to
recoup initial expenses.

A non-unit liability for mortality and expenses determined for each policy using a discounted dhsh
method. For UK property-linked contracts in the S¥Pthe non-unit liability provides only for attritalble
expenses and an additional reserve for non-atfitbeitexpenses is calculated at a homogeneous nasip g
level as described in section 6.(6) on page 3le total non-unit liability is adequate on the vdilom basis to
ensure that any future negative cash flows whichldvotherwise arise are eliminated, including eimguthat
the reserve for an individual policy both currerdlyd at any future date is at least equal to thesder value.
Provision is also made for tax on capital gains,dotstanding premiums and, where relevant, fomaens
received in respect of policies not yet accepted.

The mathematical reserve for RPI-linked annuitieddtermined without an explicit allowance for fietu
increases in annuity payments, which is consistéthtthe treatment of the matching assets. Trerment of
RPI-linked annuities which are subject to maximurd/ar minimum percentage increases, is as follows:

(8) RPI-linked annuities subject to a minimum annuatéase of 0% and a maximum annual increase of 5%
are, for valuation purposes, treated as beingiickdrtb normal RPI-linked annuities.

(b) RPI-linked annuities subject to a minimum annuatéase of 3% and a maximum annual increase of 5%
are, for valuation purposes, treated as annuitigls fixed 5% annual increases. They are, however,
included in these returns as linked business.

Exceptions to the above:

Mathematical reserves for with-profits whole lifsssarances issued by the Company before 1978 are
calculated on the assumption that each policy iveded on its next anniversary to an endowmenirasse
maturing after ten years, this being the most ameaption.

Specific provision is made for guaranteed early umt options under Flexidowment and certain other
miscellaneous assurances and deferred annuiti8aliR, and for early maturity options and annuitytiops
under Flexipension (Series 1) contracts, by valuimgm at the earliest maturity option date and ingld
additional reserves for maturity options thereafter

Specific provision is made for guaranteed castooptunder pension assurance and pure endowmeracisnt
in SAIF by valuing the greater of the cash optiod ¢he present value of the annuity benefit.

Prudential Protection policies sold from 1 Augu80@ and PruProtect Plan are valued using a gresaipm
valuation method. For policies written in the NP®Fudent lapse assumptions are allowed for inrvese
calculations. Policies are valued individually. gdéve mathematical reserves for Prudential Primect
policies are increased to zero so that no policyréated as an asset. During 2009 a revised vatuat
methodology was introduced allowing negative reserto be held for PruProtect Plan business. These
negative reserves, and the positive cashflows ¢egeim repay them, are offset against positive rvese
required to fund negative cashflows emerging froRSN annuity policies.

Mortgage Protection (Home Protect/Synergy Protpoijcies are valued using a gross premium valuation
method with no allowance for lapses. Any negamathematical reserves are increased to zero.

Individual permanent health insurances are valusdguthe claims inception and disability annuityi@)
gross premium method.
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4.(2)

4.(3)

4.3).1

Valuation methods and bases (continued)

The mathematical reserve for some individual defé@nnuities is the accumulation of the premiunid pa
the greater of a rate of interest guaranteed adlale of issue and a concessionary rate of intdexdared for
each year. The concessionary rates are the intates used in determining the benefits payable.

For non-profit immediate annuities and some defeaenuities the mathematical reserve is the valdetore
annuity payments plus the value of future experedésying for expense inflation.

For deferred annuities where benefits include atadn in deferment in line with RPI, followed bixdd
escalation in payment, the revaluation in deferniemgfenerally subject to a minimum annual increais@%
and a maximum annual increase of 5%. For valugiioposes these are treated as annuities with 8x&%
annual revaluation throughout the remaining deterperiod followed by the actual fixed escalation in
payment.

For single premium loan protection policies theergs is the sum of the unearned premium reserwe, an
accrued profit commission and reserves for clainturired but not reported and claims in payment.e Th
unearned premium is net of initial commission brdsg of all other loadings for expenses and profihe
reserve for regular premium loan protection pofidietaken as three times the monthly premium. ti@dife
and critical illness elements of loan protectiosibhass, a reserve is held to provide for the reéoliaf future

tax relief on commission where premiums would hegated based on prudent assumptions for future ypolic
lapses. A check is carried out to assess whetleeaiearned premium reserve will be sufficient giekaims
experience to date and, if necessary, a furthexpirea risk reserve is held.

For linked life annuities transferred from M&G Panss, the reserve is taken as the number of uaiysle
per annum multiplied by an annuity factor and ke ¥aluation unit price.

Policy reserves equal to the claim value are hetdrfdustrial Branch whole life and endowment aseaes
where the policy benefit has not been claimed e 15 years following the maturity date or (for wédife
policies) the policy anniversary after age 90. Twdicy reserves for endowment assurances alsoadacl
interest between the maturity date and the valnataie.

Valuation interest rates

Valuation interest rates are reported in the taiolégppendix 1 on page 46.

The FSA, on the application of the firm, made aclion under section 148 of the Financial Servized
Markets Act 2000 in December 2008. The effect @& threction is to modify the provisions of INSPRU
3.1.35R and IPRU (INS) Appendix 9.3 in relationfitceed and index-linked immediate and deferred atynui
business in the NPSF, so that a more appropritgefanterest is used for assets taken in comioinat
Risk-adjustments to yields

Fixed interest securities

Yields have been adjusted to allow for the riskdefault on fixed interest securities (other thapraped
securities assessed as risk-free by the firm’sstmrent manager).

The allowance for defaults is calculated as thetmmm expected level of defaults plus the longrteredit
risk premium and an allowance for the impact ofitltal short-term defaults and credit rating dovades
reflecting the market conditions at the valuatiaed

The long-term expected level of defaults is detaadifrom data supplied by the firm’s investment agger,
which itself is based upon research carried oubixy of the major rating agencies. This analysised on
actual default experience over a 35-year perioddyces mean default rates according to credit tyuafid
term to redemption.
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4.3).1

Valuation methods and bases (continued)

Fixed interest securities (continued)

In the event of default it may be possible to rexosome capital, especially if the loan is securddhe
allowance for recovery (or partial recovery) of tlean varies according to the level of security dhe

following recovery rates are assumed:

%

First Mortgage Debenture/Senior Secured 75
Senior Unsecured 45
Subordinated Debt 20

To calculate the long-term default provision, tleeporate bond portfolio is broken down accordingtedit
rating and level of security. The default rate dach category is assumed to vary between 10092G0%b of
the appropriate mean default rate, reduced byxpeated recovery, plus a further amount for crask.

The default rates for each category of credit taind level of security, in basis points per annara,set out
below:

Term to Seniority AAA AA A BBB BB B
Redemption and
lower
Senior Secured 8.5 8.5 114 24,9 136.6 276.0
0 to 10 years Senior Unsecured 18.6 18.6 25.0 54.800.4 607.3
Subordinated 27.1 27.1 36.4 797 431.0 883.4
Senior Secured 6.4 6.4 102 28|15 97.4 196.8
10 to 20 years Senior Unsecured 14.2 14.2 22.4 7 62.214.2 433.0
Subordinated 20.6 20.6 32.6 91)3 311.6 629.9
Senior Secured 5.9 8.9 157 3013 97.4 196.8
20 to 30 years Senior Unsecured 13.0 19.6 345 7 66.214.2 433.0
Subordinated 18.9 28.% 50.p 97]0 311.6 629.9
Senior Secured 5.6 10.1 17/8 30.4 97.4 196.8
Over 30 years Senior Unsecured 12.4 22.3 39.1 66.214.2 433.0
Subordinated 18.1 32.4 56.9 97]1 311.6 629.9

The long-term credit risk premium is determinedteas excess over the best estimate level of defalithe
95" percentile of historic cumulative defaults, rediide allow for the excepted recovery of capital and
subject to a minimum margin over best estimate0865

The allowance for short-term defaults and downgsaate31 December 2008 was taken to be 25% of the

increase in credit spreads over swaps that hadmectaince 31 December 2006 based on a set ofneXter

published indices weighted to reflect the assekd imeach sub-fund. At 31 December 2009, the allove

for short-term defaults and downgrades has beeategdas follows:

» The allowance for credit rating downgrades has besluced to reflect the impact of downgrades
incurred on the long-term assumptions.

» The allowance for short-term defaults has beeneamed by the experience profits emerging over the
year.

» The allowance for short-term defaults has beensteijLto reflect changes in the asset mix over ¢ae.y
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4. Valuation methods and bases (continued)
4.(3).1 Fixed interest securities (continued)

Aggregate yields on the backing assets have beestad by the rates shown in the table below tovafior
potential credit risk within the bond portfolioSThese credit risk adjustments include margins faidpnce.
Further implicit margins for prudence are held e tdifference between the risk adjusted yields ted
relevant valuation interest rates.

Sub-Fund Credit risk adjustment
(in basis points)

With-Profits Sub-Fund 94

SAIF 93

Defined Charge Participating Sub-Fund 83

Non-Profit Sub-Fund (except annuities 77

accepted from PRIL)

Non-Profit Sub-Fund - annuities accepted 71

from PRIL

4.(3).2 Property
Yields on individual properties were subjected toap equal to the risk-adjusted yield on the Mekyinch
over 10 years corporate bond index. The risk adjest was calculated by applying the methodology
described in 4.(3).1 to the constituents of theind

4.(3).3 UK equities
Yields on individual equities were subjected toap equal to 90% of the yield on the Merrill Lyncheo 10
years corporate bond index less a risk adjustmalculated by applying the methodology in 4.(3).1the
constituents of the index.

4.(3).4 Overseas equities

Yields on individual equities were subjected to shene cap used for property.

4.(4) Mortality rates

Mortality rates are reported in the tables in Apgigr2 on pages 48 to 50.

Specimen expectations of life for deferred and imliat® annuities are shown in the table in Apper&don
pages 51 to 52.

4.(5)  Morbidity rates
Morbidity rates are shown in Appendix 4 on pagesdb37.
4.(6) Valuation expense bases

Expense assumptions except for the DCPSF are stmosppendix 5 on pages 58 to 60. Expenses for K |
products are assumed to attract tax relief at 20%.

A third party administers the accumulating with{iand unit-linked business in the DCPSF andrémewal

expenses allowed for in the valuation are basetth@mctual tariff in the service agreement. Tkgeeses for
with-profits annuities in the DCPSF are met by MeSF.
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4.(7)

4.(7).1

4.(7).2

4.(8)

4.(9)

Valuation methods and bases (continued)

Unit growth and inflation rates

Unit growth rates for linked business before ngemaent charges (net of tax for UK life business)

31 December 2009

31 December 2008

%

%

UK — Life 4.60 4.00
UK — Pensions 5.75 5.00
Overseas — Hong Kong 6.47 4.97
Overseas — other 4,50 4,50

Expense inflation assumptions and future increaseolicy charges

31 December 2009

31 December 2008,

% per annum

% per annum

UK 4.25 3.50
Overseas — Hong Kong 2.50 2.50
Overseas — other 4.50 3.50

Future bonus rates

The gross premium method is not used to value adioreal with-profits business.

For unitised with-profits business the future anrgmus rates are assumed to be the higher ofaret@ny

guaranteed rate.

Lapse, surrender and paid-up assumptions

Prudent discontinuance assumptions are used ortlyeilNPSF and only for some protection assuranoes o
Form 51 and UK linked assurances and pensions on 68. We have considered only business in theMNPS
to determine whether one product constitutes nitaia 60% of the business in force or whether toredé a

weighted average for several products.

Product

Level term
Decreasing term

Income protection
UL savings endowment

UL bond
UL bond
premium
premium
premium

premium

premium

Accelerated critical illness

UL target cash endowment

UL individual pension regular
UL individual pension regular
UL group pension regular
UL group pension regular

UL individual pension single

Average lapse / surrender / paid-up 1
for the policy years
1-5 6-10 11-15 16-2
% % % %
lapse 12.00 7.75 4.45% 4.4
lapse 12.00 7.75 4.45 4.4
lapse 12.0( 7.76 54.4 4.45
lapse 12.00 7.7% 4.45 4.4
surrender 4.80 4.87 453 4,53
surrender 19.20 9.10 40 4| 4.40
surrender 4.88 10.24 6.80 6.8
automatic 100% of current experience
withdrawals
PUP 19.20 4.80 4.80 4.80
surrender 2.40 2.40 2.40 2.4(
PUP 6.80 3.80 2.10 2.00
surrender 1.50 1.50 1.50 1.5(
surrender 7.00 3.20 3.20 3.2(

ate

(o2}
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4. Valuation methods and bases (continued)
4.(10) Other material assumptions
There are no other material assumptions.

4.(11) Derivatives

In determining the long-term liabilities, allowankeas been made for derivative contracts and cdstoa@ssets
having the effect of derivative contracts, by atiigsthe existing assets attributed to the longatbusiness to
reflect the underlying investment exposure.

SAIF and WPSF hold US dollar/sterling and eurofistgrcurrency forwards in connection with fixed eéngst
securities denominated in US dollars and eurosectisely. Taken in aggregate these combinatiorsuafency
forwards and fixed interest securities could besatgred to be sterling assets and, as such, thisyshould be
comparable with sterling yields. To achieve thig yields on the US dollar and/or euro assetseateced if the
US dollar risk-free yield curve or the euro riskdryield curve respectively exceeds the sterligkt-fiee yield
curve.

4.(12) Effect of change in methodology
The effect on the mathematical reserves at thepuwaluation date of the changes in valuation pelogy

arising from changes in INSPRU valuation rules@ffe from 31 December 2006 arises from an allowdnc
negative reserves on the valuation of protectiasirtass which reduces reserves by £18m.

5. Options and guarantees

5.(1) Guaranteed annuity rate options

(a) The mathematical reserves for guaranteed anaptions are calculated assuming a 100% take-up of
available options, and are determined as follows:

Group cash accumulation contracts

For valuation purposes, it is assumed, in line wittrent practice, that if the guaranteed ratedmfeer than
current rates on the valuation date, the guaramiiébe revised with 6 months’ notice from the nexheme
renewal date. As a result, it is assumed thateratnts for at most a further 18 months will bejecitto the
guarantee prior to its amendment. Any additiomabant of annuity payable as a result of the guamig
calculated assuming that the recent profile ofreatents (age, sex and purchase money) continués. T
resulting annuity is valued on the basis used éor-profit group deferred annuities.

EPP Mark 1

The fund in respect of the first 5 years’ premiuimseach scheme is calculated. The additional antnofi
annuity payable as a result of the guarantee s ¢théculated by age groups assuming that the rguefite

of retirements by age and sex continues (all asduimeébe at an age at which a guarantee applie®. Th
distribution of long-term interest rates at retishwas provided by the economic scenario geneustexd to
derive market-consistent returns for use in thekRegaluation and market consistent valuation egerates
appropriate to each scenario were used in deferment
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5.

Options and guarantees (continued)

SAIF products

Guaranteed annuity options apply to the followingducts:

- Flexipension (Series 1 and Series 2)

- Series 1 and Series 2 pension contracts writtetoupnd including 26 July 2000 as increments to
Flexipension (Series 1) contracts

- Individual Endowment/Pure Endowment - Series 1 S@ades 2

- Individual Pension Account

For accumulating with-profits and linked busineas, additional reserve is calculated by projecting t
existing unit reserve with future premiums to tledested retirement date, and calculating the ptessdne

of the excess of the annuity guarantee over thgeqed fund value. The value of the annuity guararst
retirement is calculated assuming a mortality basmossession of 52% PMA92/61% PFA92 (c=2004)and
valuation interest rate of 3.5% p.a. in possesskmr. linked business, the projected fund is cateda
assuming a fund growth rate of 7.125% (i.e. 8.0%6 lan annual management charge). The excess of the
annuity guarantee over the projected fund valugissounted at 4.5% per annum. For accumulating-wit
profits business, no future bonus is allowed fdhe projected fund is calculated assuming a furmdvtr

rate of 4.0% (representing the 4.0% guarantee dif Ansion policies). The present value of the sxed

the annuity guarantee over the projected fund viglgalculated at a discount rate of 3.15%.

For conventional business, the benefit includethénet premium reserve is the greater of the baslefit
and the value of the annuity guarantee. The muorthlsis in deferment is AM92/AF92 + 1 for indivalu
endowment/pure endowment and AM92/AF92 - 4 for iplersion (Series 1), and in possession is 52%
PMA92/61% PFA92 (c=2004). The valuation interesterin deferment is reduced by 0.6% to allow for
mortality improvement in deferment. The valuatioterest rate (before the 0.6% reduction for mdytal
improvement) is 4.5% in deferment and 3.5% in pesisa.

For the purpose of determining the valuation irgerate, swaptions held were assumed to be nodiyigl

The adequacy of the reserve has been verified sstudpastic modelling.

An additional expense reserve of £87.6m is heldh&®t the cost of administering the future annuities
payment under the guaranteed annuity options ifFSAI

(b) See the table on the following page.
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5. Options and guarantees (continued)

Table 5.(1)(b) — Guaranteed annuity rate options

average 10 yrs

Product name Basic reserve  Spread of Guarantee Guaranteed Are Form of the annuity Retiremen
£m outstanding reserve annuity rate % for| increments ages
durations £m a male aged 65| permitted?
WPSF
Group cash accumulation 514 0 — 18 mont 10 6.22 o N/ Single life, monthly in advancg, 50— 70
guaranteed for 5 years

Executive Pension Plan Mark 128 0-35yrs 23 290. Yes —in | Single life, monthly in advance, 60 — 70 (M)
first 5 yrs without guarantee 55-70 (F)
of scheme

SAIF

Flexipension 721 0 — 40 yrs; 513 10.90 No Single life, yearly in arrears| 60 - 75

average 10 yrs without guarantee

Individual Endowment/Pure 161 0 —40 yrs; 90 10.00 No Single life, monthly in advance60 — 70 (M)

Endowment average 10 yrs guaranteed for 5 years 55-70 (F)

Individual Pension Account 67 0 — 40 yrs; 39 10.00 No Single life, monthly in advance0 — 70 (M)

guaranteed for 5 years

55 — 70 (F)

If the form of annuity taken is different to thaiosvn in the table, by concession an actuarially\vedent rate is given.
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5. Options and guarantees (continued)
5.(2) Guaranteed surrender values and guaranteed unit-liked maturity values

5.(2).1There are no guaranteed unit-linked maturity valueShe methods and bases used for
guaranteed surrender values were as follows.

PruFund Investment Plan

This is a single premium whole-life accumulatinghaprofits contract written in the WPSF-.

At the fifth anniversary of a premium payment, gmoothed fund value is increased by the value of
additional units credited, if necessary, to givetal value equal to the guaranteed minimum furldesa
(the initial premium adjusted for withdrawals). lieies sold up to 31 July 2005 received this gusan
for no extra cost. After that date, policyholdetsoosing the guarantee pay an additional annual
management charge for 5 years.

The reserve for the guarantee was set using thekEaholes option pricing formula and is 7.5% df th
current fund value.

PruFund as a Fund Link

This is a fund choice in a single premium whole-kfccumulating with-profits contract written
in the WPSF.

At the fifth anniversary of a premium payment, #moothed fund value is increased by the
value of additional units credited, if necessanygive a total value equal to the guaranteed
minimum fund value (the initial premium adjustedr fallocation rates and withdrawals).
Policyholders investing in the fund pay an add#éilcannual management charge for 5 years.

Policyholders investing between 13 October 2008 Zhduly 2009 invested in the WPSF and
have the option, at the fifth anniversary, to rediotheir guarantee into a new 5 year guarantee
(with the amount guaranteed equal to the fifth e@rsary fund value). At this point the amount
charged for the guarantee can be changed.

Policyholders investing after 6 July 2009 investhre Cautious asset mix in the WPSF and do
not have the option to rollover the guarantee affifth anniversary.

The reserve for the guarantee was set using thek#8aholes option pricing formula and
ranges between 1.5% and 3.0% of the current fuldeviar life business and is 3.5% of the
current fund value for pensions business.

Prudential Europe Vie

This is a single premium whole-life accumulatinghaprofits contract denominated in euros and wmitte
as overseas life assurance business in the DCPSF.

The surrender value at any time is guaranteed taobless than 75% of the initial investment, nethef
initial charge, after allowing for any partial semder and withdrawals made.

As at 31 December 2009, the basic policy reserxesezled the minimum guaranteed surrender values to
the extent that no additional reserve was consitieeeessary.

Hong Kong
Conventional with-profits contracts issued in Hdmng have guaranteed surrender values based on a

net premium valuation on specified bases. Theataln reserve is tested against the guaranteensigre
value on a policy-by-policy basis and no additiomeerve is required.
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Options and guarantees (continued)

Single premium whole life accumulating with-profitsntracts (PRUsaver series) issued in Hong Kong
have guaranteed surrender values at the fifth palmiversary. In addition, in 2008, a 10 yearrgngee
was added to policies which have passed their difthiversary at 30 October 2008. The reservehfor t
5-year guarantee is taken as the excess of thamfead capital over the surrender value discouatted
risk-free rate. The reserve for the 10-year guamis the estimated market consistent price of the

guarantee.
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5. Options and guarantees (continued)

5.(2).2 Guaranteed surrender values and unit-linkeanaturity values

Product name Basic reserve  Spread of Guarantee Guaranteed amount | MVA free conditions In force premiums Are
£m outstanding reserve £m £m increments
durations £m permitted?
PSF
PruFund Investment Plan 1,260 0-5yrs 69| Fund increased to initial N/A 1,210 No
premium (adjusted for
withdrawals) after 5 years
PruFund as a Fund Link — 891 3.75-5yrs 19 Fund increased to initial N/A 858 No
Flexible Investment Plan premium (adjusted for
withdrawals) after 5 years
PruFund as a Fund Link — 17 3.75-5yrs - Fund increased to initial N/A 16 No
Prudential Investment Plan premium (adjusted for
withdrawals) after 5 years
PruFund as a Fund Link — 164 4-5yrs 6 Fund increased to initial N/A 152 No
Flexible Retirement Plan & premium (adjusted for
Trustee Investment Plan withdrawals) after 5 years
DCPSF
Prudential Europe Vie 86 Whole-Life - 55 Regulathdrawals 84 Yes
up to 5% per annum
Hong Kong
Better Life 1,429 Whole-Life - 1,004 N/A 132 No
Better Life Assurance Il 282 Whole-Life - 128 N/A 22 No
Better Life Plus Il 16 Whole-Life - 10 N/A 3 No
With Profit Endowment —51 162 0 - 60 yrs; - 143 N/A 5 No
& 2" Series average 18 yrs
With Profit Whole Life — i 69 Whole-Life - 69 N/A 3 No
& 2" Series
PruFlexLife 83 Whole-Life - 49 N/A 37 No
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5. Options and guarantees (continued)

5.(2).2 Guaranteed surrender values and unit-linkeanaturity values

Product name Basic reserve  Spread of Guarantee Guaranteed amount | MVA free conditions In force premiums Are
£m outstanding reserve £m £m increments
durations £m permitted?
Hong Kong - continued
PRUsave Plus 406 0-20yrs; - 158 N/A 75 No
average 10 yrs
PruLife 67 Whole-Life - 18 N/A 36 No
Double Treasure Retirement 33 0— 24 yrs; - 8 N/A 13 No
Income Plan — US$ average 20 yrs
Double Treasure Retirement 80 0— 24 yrs; - 7 N/A 39 No
Income Plan — HK$ average 20 yrs
PruSaver — US$ 123 Whole-Life 26 147 Policies eéffiddrom 147 No
October 2008
PruSaver — HK$ 1,504 Whole-Life 15 1,449 Policitfisated before 1,449 No

2007 and from Octobef
2008
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5.

Options and guarantees (continued)

5.(3) Guaranteed insurability options

5.(3).1There are a number of insurability options for Wwhim additional reserve is considered necessaryadue

margins in the valuation mortality/morbidity baséhese options are:

Amicable Savings Plan
Extension Option allows the term of the plan tcelRtended by a period of at least ten years fronothggnal
maturity date.

Home Purchaser

Mortgage Alteration Option provides a limited fétgi] subject to conditions, to increase the lifeveo at
ordinary rates of premium for the amount of anyéase to the loan. If the term of the loan is @&soeasing,
the term of the existing plan may also be exteridedatch the maturity date of the new plan.

Maximum Investment Plan and Flexible InvestmentREx M&G Life)

Maximum Investment Plans have an option at mattoitgxtend the term for a further ten years orcovert
to a whole life assurance with a nominal premiuRiexible Investment Plans have an option to extided
premium paying term.

Investment Mortgage Plan (Ex M&G Life)
There is an option to increase the sum assureduitimedical evidence if the policyholder increakisor
her mortgage.

Personal Security Plan (Ex M&G Life)

Most policies have an option to increase the b&nefich year in line with the Retail Prices Indethaut
medical evidence either to age 65 or throughoat Benefits other than Keyman Disability Benefitynadso

be increased by up to 20% without medical evidemtenarriage, house purchase or birth of childrem. O
some policies the death benefit can be increastdtbuti medical evidence following changes in Inlzarite
Tax legislation. If any of these options is exezdigthe Company recommends an appropriate increase i
premium.

Prudential Protection

Policies issued at ordinary rates include an optioimcrease cover without evidence of health sekient of
mortgage increase, marriage, childbirth or adoptibhe option can be exercised only before thedéfsured’s
50" birthday and within 3 months of the event occugrin

Prufund: Protection Plan

If the original policy was issued on normal terraspew policy may be effected without evidence dltie
every 5 years before the attainment of age 50 feura assured of up to 50% of the sum assured uhder
original policy at the time each option is exerdis€The option lapses if it is not exercised in lghor part.
The new policy may be a with-profits whole lifeemdowment assurance.

Prufund: Savings Plan

At the end of the premium payment term, premiumg b®continued for a further 10 years. Under Setie
plans there is also an option after 10 years tdimwea the policy for a further 10 years without thar
payment of premiums.

Permanent Health Insurance

On payment of an additional premium, individualpanent health insurance policies issued in theddnit
Kingdom between January 1982 and July 1988 carrypaion to increase the original benefit by up 82
(subject to the total benefit being no greater tha#o of earnings) on every fifth policy anniversavighout
medical evidence. This option cannot be exercigeilst incapacitated or within 10 years of the tavation
date of the policy.

Series A & Premier Pensions plans with Waiver BemefComprehensive Waiver Benefit

Long Term Care Double Cover benefit entitles trengiolder to buy a Long Term Care Bond from Prudént
International (or another contract approved byRIA€ Actuary as a reasonable equivalent) at ordiretes at
retirement. Personal Pension and Group PersomaidiePlan holders with Waiver Benefit may incretse
contributions covered by the benefit with no adudfitil underwriting provided the increased contritrtis no
more than twice the previous contribution.

26



Options and guarantees (continued)

Mortgage Protection (Home Protect)

Policies issued at ordinary rates may include atioopo increase cover without evidence of heatttthie
event of mortgage increase, marriage, childbirthdwption. The option can be exercised only betioedife
assured’s 50th birthday and within 3 months of éhent occurring. The increase can be up to 50%hef
benefit for the mortgage option or 25% for the otbptions both subject to maxima of £150,000 (&fed
critical iliness) or £1,000 a month (premium waiaeid mortgage payment benefits).

Mortgage Protection (Ex M&G Life)

There are options for each life to continue coweerdf further 5 years up to a date specified attlhiset of the
original cover, and, if the life assured increakmssmortgage, to increase the benefit by the lovfeés0% of
the increase or £50,000 on rates in force at the.tiNeither option requires medical evidence. Baliemes
incorporate options for each life to add Critichhdss, Waiver of Contribution and PHI benefits.e$a
options are offered subject to provision of satisfey medical evidence.

PruProtect Plan

The Guaranteed Insurability Benefit gives the ptddér the option to increase Life Cover, Seriolisels
Cover, Disability Cover or Income Protection Cowerder certain circumstances without providing any
evidence of health. Any increase in cover is suligthe applicable maximum cover limits.

Other
Some UK policies issued between September 1975Agnitl 1984 and some policies issued in Hong Kong
contain an option, in return for an additional prem, to effect further assurances without evideoiceealth.

Some assurance policies contain options to eff@thdr assurances without evidence of health atifépe
ages, on marriage or on the adoption or birth oiid. Under some assurances in Hong Kong, a gieed
insurability option of up to five times the basims assured is offered at the maturity of the pudogrment
part of the assurance.

Some assurance policies issued between Octoberali73uly 1979 on the life of a parent or guardidarthe
benefit of a child contain an option to permit tteld, after attaining a specified age, to effeettmle life or
endowment assurance without evidence of healthafsum assured not exceeding four times that of the
original policy. On the marriage of a female childe option may be exercised on her husband’sfltie is
under age 45.

Some individual level temporary assurance polic@stain an option, in return for an additional premm, to
convert wholly or partially to a whole life or endment assurance for a sum assured not exceeding the
original sum assured.

Some individual temporary assurance policies canda option to renew the assurance every 5 or afsye
without evidence of health subject to a maximum aigeenewal of 55 (65 in Hong Kong). The sum asdur
under this option may be increased by up to onediahe sum assured remaining at the end of toe 50
year period. There is also an alternative opttooadnvert at the end of the term to any other GndiiBranch
single life assurance, for a sum assured of up@4dof that under the temporary assurance policy.

Under a few group life assurance policies, premiates are guaranteed for employees in respectrofrau
levels of sum assured. Group life assurance praméates are generally guaranteed for 2 or 3 years.

Employees leaving group pension schemes, whe@sinbt been possible to remove the option, maycepl
any temporary life assurance cover with an indigldassurance at the relevant rates of premiumithénrce,
based on the original underwriting decision. Thatmuation option was withdrawn for new schemesngu
1988.
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5. Options and guarantees (continued)

5.(3).2Conversion and renewal options where the total assored exceeds £1bn are as follows:

Product In force Sum Description of option Guarantee
name premiums assured Reserve

(Em) (Em) (Em)
Personal 5.9 1,800 If a member becomes ineligible to comindi Implicit in the
Pension Life premiums under a Pensions Term basic reserve
Cover Assurance, they have an option for one

month to maintain life cover with a
replacement policy, issued without further
medical evidence, which has term and sum
assured no greater than those under the
Scheme benefit when it was cancelled. Any
extra premiums on the original policy will
also apply on the replacement policy.

5.(4) Other guarantees and options
5.(4).1 FSA personal pensions review

The mathematical reserve for guarantees issuedr uhdeFSA personal pensions review is calculated by
valuing the pension scheme benefits to which thkcylwlder would otherwise have been entitled and
subtracting the value of the personal pension polM/here relevant, each policyholder is assumdaketin a
scheme providing an RPI-linked pension of two thiaf final earnings after 40 years’ service withGb6
continuation to a surviving spouse and equivaleattla-in-service benefits.

Stochastic modelling is used to calculate the xesefor these guarantees. The distributions ofstment
returns over the remaining period to retirement lang-term interest rates at retirement were predidy the
economic scenario generator used to derive madkeistent returns for use in the Peak 2 valuatidm.
deferment, allowance is made where appropriatesdtaries to increase by 2% per annum in excesof R
and by a further 1% per annum up to age 50.

The basic policy reserve held at 31 December 20298828 m and the guarantee reserve was £446m.
5.(4).2 Guaranteed Minimum Pensions (GMPs) under $&on 32 contracts

Under early versions of Section 32 contracts, somall of the GMP was secured by a non-profit defegr
annuity. Those benefits are valued using the metlogg described in paragraph 4.(1).1 (page 12). Any
remaining GMP was covered by the excess premiumetptired to purchase the non-profit deferred agnui
and this was invested in a cash accumulation dr-pribfits fund.

Under later versions of Section 32 contracts, thelevof the GMP was covered by the with-profitsdun

The reserves for that part of the GMP covered lii-profits have been calculated using stochastideting.

The distributions of investment returns over th@aing period to retirement and long-term interasés at
retirement were provided by the economic scenagitegator used to derive market-consistent retwwnsde
in the Peak 2 valuation.

The guarantee reserve for a small number of acatmgl with-profits contracts (ex-SAL and SAIF) was
calculated by a deterministic method, being theeegaralue on a policy-by-policy basis of the GMability
(allowing for revaluation) over the basic policyseeve. The GMP liability is valued at a discouneraf 4%,
with future increases in National Average Earniagsumed to be at 5% per annum.

The total basic reserve for Section 32 contracf2&1m and the guarantee reserve was £263m.
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5.

Options and guarantees (continued)

5.(4).3 PLCE100 - Mortgage endowments

PLCE100, a conventional with-profits low cost endosnt assurance written in the WPSF, was designed to
repay a mortgage if annual bonuses continued atatieecurrent at the date of issue. The poligietuded a
provision that if the declared bonus rate wereal €ausing the projected claim value to fall,rthbe sum
assured and premium would be increased accordinfity Company has guaranteed that, once the premium
has been increased to twice its initial level, pnovided that the policy has not been assignedlatep to a

third party, then the maturity value will not besethan the mortgage the policy was intended tercov

The guarantee reserve is determined by projectimgent benefits to maturity assuming 4% growth and
discounting any shortfall against the mortgage amhal 3%. If policies are not at their maximumrprem
level, allowance is made for the present valuedafittonal premiums that could be payable up to éntice
initial level.

The basic reserve for these policies is £34m aadjtiarantee reserve is £0.5m.

5.(4).4 Home Purchaser (Second Series)

Home Purchaser (Second Series) is a mortgage enelawproduct written in SAIF, for which the company
has undertaken to guarantee that the maturity vailiebe no less than the original target amounthié
experienced investment growth rate is greater tiraaqual to the growth rate assumption selectedhby
investor at outset.

The guarantee reserve is calculated based on desafmmlicies by projecting policy benefits to méty and
discounting any shortfall against the mortgage arhatia valuation rate of 3%. The benefits wejguted

to maturity using a range of future investment meguand a return of 6.5% p.a. was chosen as a mrude
assumption. Prudent allowance was made for an dvateerise/fall in policy values.

The basic reserve for these policies is £524m hadjtiarantee reserve is £1.4m.
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Expense reserves

6.(1) Expense loadings of £5657 million, grossed up far ae expected to arise during the 12 months from
the valuation date. This comprises £260 milliomxplicit and £297 million of implicit loadings.

The following table shows a breakdown of the expdnadings by homogeneous risk group where some
expenses are treated as non-attributable andetxqiahse loadings for products where all expenses ar
treated as attributable.

Homogeneous risk group Implicit Explicit Explicit Non- Total
allowances | allowance allowance | attributable
(investment) (other) expenses

£m £m £m £m £m
Individual unit-linked life - 5.4 1.9 2.9 10.3
single premium business
Individual unit-linked life - 1.1 0.8 1.2 3.1
regular premium business
Individual unit-linked - 3.2 0.8 1.2 5.2
pensions single premium
business
Group unit-linked pensions - 0.4 0.1 0.2 0.7
single premium business
Individual unit-linked - 2.3 1.8 25 6.6
pensions regular premium
business
Group unit-linked pensions - 1.2 0.6 0.8 2.6
regular premium business
Stakeholder - 2.8 0.8 6.9 10.6
All expenses attributable 297.1 33.5 187.6 n/a 518.
Total 297.1 50.0 194.5 15.7 557.3

6.(2) Implicit allowances are calculated as follows:

= For contracts valued using the net premium metB68 of the excess of office over net premiums
for Ordinary Branch with-profits contracts and 100%he excess for Industrial Branch with-profits
contracts and all non-profit contracts.

= A margin between the risk-adjusted yields on assdtse WPSF and DCPSF (0.169%) and the
NPSF (0.07% for direct written annuities in paym&n®6% for annuities accepted from PRIL, 0.1%
otherwise) and that required to support the vabuaititerest rates to cover fund management
expenses.

= A margin in property yields to cover maintenancets@nd leases.

6.(3) Maintenance expenses shown at line 14 of Form 43£440 million The total expense loadings
expected to arise in 2010 as calculated in 6.(Xeed this amount due to the inclusion of prudent
margins in the valuation expense assumptions.

6.(4) A new business expense overrun reserve of £11lomilé held in the NPSF. The reserve is calculated o
a prudent basis as the excess, if any, of the preastue of expenses and commission expectedde ari
respect of business written in the 12 months falhawthe valuation date over the present value ef th
charges available to cover such expenses.
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6.

Expense reserves (continued)

6.(5)

6.(6)

In the first instance, expense reserves are cadmllan the assumption that Prudential’'s UK insuganc
operations will continue to write new business firdeely and hence that there will be no loss obmamies
of scale.

For business valued by the net premium method,runtich there is no explicit allowance for expendbs
need for a maintenance expense overrun reserestiedtby comparing the present value of the alloesn
described in sub-paragraph (2) above with the pteggue of the expenses and commission expectbeé to
incurred over the remaining lifetime of the bussebhe calculation of the value of future experadtesvs for
inflation of 4.25% p.a. An additional reserve &dif the present value of expenses and commissicreds
the present value of the expense allowances. Ab&ember 2009 a reserve of £62 million is heldha t
WPSF and £65 million in SAIF.

For all other business, the expense loadings dwerrémaining lifetime of the contracts in forcetlée
valuation date are included in the reserves regont&orms 50.

In order to allow for the possibility that the firmill cease to transact new business twelve moaftes the
valuation date, all expense provisions are recaledl on the assumption that, over a two year petiod
costs would be reduced by 15% (except in SAIF, emer reductions are assumed) and that thereaétdosh

of economies of scale would result in overall exggnbeing cut more slowly than the rate at whidities

run off. In addition the costs associated with icigso new business, such as redundancy paymedtshan
costs of terminating management agreements, areagstl. If the sum of the closed fund expense veser
and termination costs exceed the open fund expesseve, then the excess is held as an additiesalve, to
the extent that this excess cannot be offset byepied surplus on prudent assumptions from existing
business. At 31 December 2009, an additional vesef £229 million is held in the WPSF, £17 milliam
SAIF and £15 million in the NPSF.

An additional reserve of £7.8 million is held irethNPSF to cover non-attributable expenses. Thetiaddi
reserve for each homogeneous risk group is catmlilas the present value of all future expensesclemges,
subject to a maximum of the non-attributable expengor the policies in that homogeneous risk gralp
future charges and expenses are projected allowimgpses on a prudent basis. Any future valuasivain is
removed at the homogeneous risk group level.

The following table shows the reserve for each hgeneous risk group.

Homogeneous risk group Additional reserve

£m

Individual unit-linked life single premium business -

Individual unit-linked life regular premium busirses 2.8

Individual unit-linked pensions single premium mess -

Group unit-linked pensions single premium business -

Individual unit-linked pensions regular premium iness -

Group unit-linked pensions regular premium business -

Stakeholder 5.0

Total 7.8
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7. Mismatching reserves
7.(1) and (2) No deposits were received from reinsurers in 2009

An analysis of the mathematical reserves (other tiadilities for property-linked benefits) and lémgy assets
by currency is as follows:

Currency off  Mathematical reserves % off Value of backing assetsirrency:
liability  [(excl. property-linked) in £Emreserves £ Uss HK$ Euro Total
£ 63,199 90.7 63,199 - - - 63,199
Us$ 3,396 4.9 - 3,39¢ - - 3,396
HK$ 1,912 2.7 - - 1,912 : 1,912
Euro 1,183 1.7 - - . 1,183 1,183
Total 69,689 100.0

7.(3) No reserve is held for currency mismatching.
7.(4) to (6) Not applicable for a realistic firm.

7.(7) The NPSF held a reserve of £56.6m in respect dfetstefor cashflow mismatching under INSPRU
1.1.34R(2).

This reserve was set at a level that was suffidem®nsure that it covered the result of projecfihghe risk-
adjusted cashflows of the assets backing the iligsiland (ii) the future liability payments on thkaluation
assumptions. In carrying out this test, the asashflows have been adjusted to reflect an immedat of
default equivalent to the short-term element ofdbmpany’s default assumptions followed by a lortgem
rate of default equivalent to 33 basis points peruan for directly written business and 36 basisfsoper
annum for accepted business.

In determining the risk-adjusted cashflows of tlssets, it has been assumed that in any year wikset a
income exceeds liability outgo, the excess is itegsn a cash asset, and this cash asset is assiomed
accumulate at 97.5% of the maximum reinvestmeetspécified in INSPRU 3.1.45R. In any year whesets
income is insufficient to meet liabilities, the bagserve is used to meet the shortfall. In thenethat the
cash reserve is reduced to zero, then the shagfalisumed to be borrowed at a rate 2% higherafid%o of
the maximum reinvestment rate.
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8. Other special reserves
Other special reserves in excess of £10 milliorearéllows:

Reserves totalling £171 million (£93 million in téPSF, £70 million in SAIF and £8 million in the SP)

are held to cover the potential costs of compemngaidlicyholders, and the associated expensesspect of
complaints about mortgage endowment policies. Bserves are calculated by making prudent assungption
about the number of future complaints received pitogortion of these where compensation will belpand

the average amount of compensation.

Reserves totalling £149 million (£117 million irethtWPSF, £20 million in SAIF and £12 million in tN®SF)
are held to cover potential additional liabilitiesrespect of systems and administration errorg ethods
used to calculate the reserves vary depending @mature of the error and take into account datacss
alternative to policy valuation systems.

Reserves totalling £56 million (£35 million in tiéPSF, £7 million in SAIF and £14 million in the NPSare
held in respect of the UK life insurance operatiostare of additional contributions expected todogiired to
fund future defined benefits in the Prudential 5@énsion Scheme and the Scottish Amicable Pension
Scheme, taking into account the expected run-adffi@efschemes’ membership.

Reserves totalling £489 million (£349 million inethWPSF, £52 million in SAIF, £10 million in DCPSHRdc
£78 million in the NPSF) are held to cover generitingencies, taking into account internal assessraf
operational risk.

Reserves totalling £34 million (£26 million in thePSF, £8million in the NPSF) are held in respecéxifa
premiums on individual Hong Kong policies whereeaitra premium is charged to cover occupationaltiogro
extra risks. One half-year's premium is resernv@adver the unexpired extra risk at the valuatiatedor
unit-linked business, while extra premiums accunedafrom inception at the valuation interest rate a
reserved for other business (with-profit and noofipnon-linked).

A reserve of £29.7 million is held in the NPSF foe tax credit on losses in the unit-linked fundsch will
be carried forward and offset against gains inriiears.

A reserve of £25 million is held for the PrudentRgrsonal Retirement Plan (PPRP), a conventiondi- wi
profits deferred annuity product written in the WASn respect of any additional cost of policyho&le
retiring later than age 65, taking into accountrent late retirement enhancement factors and aeptud
assessment of the distribution of late retirembgitage and sex.

Reserves totalling £11 million (E5 million in theR8F, £5 million in SAIF and £1 million in the NPS&e
held in respect of claims that have been incurrgdhat are not yet reported. These reservesadcalated as

a percentage of the retrospective claim amountschas a prudent assumption about the delay inicatiién
of claims.

9. Reinsurance

(1) No premiums were paid in 2009 in respect of reiasoe business ceded on a facultative basis to
reinsurers not authorised to carry on businessdérunited Kingdom.

(2) The reinsurance treaties shown in the table bel@strthe FSA criteria for being reported in thistigec
and were in force as at 31 December 2009.
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9. Reinsurance (continued)

Reinsurance treaties:

(d) Reinsurer (e) Nature of cover (f) Premiums| (h) Open | (j) Reserves (k) Retention
£'000 / Closed Ceded
£'000
Barclays Global Investors Linked benefits under GPP3, GPP4, MPP3, stakehplgiesions and the Nil Open 18,392 | Nil
Pensions Management Ltd | Company Pension Transfer Plan (Bulk Section 32 Bug)} where the
member has chosen to invest in BGIPM'’s funds, @0@P6 quota share
basis. The assets under this treaty are coveradplyi passu charge.
Aberdeen Asset ManagementLinked benefits under unit linked pension contragtere the member ha 2,065 Open 23,960 Nil
PLC chosen to invest in AAM’s funds, on a 100% quotarstbasis. The asse
under this treaty are covered by a pari passu eharg
Legal & General Assurance | Linked benefits under GPP4, MPP3, stakeholder pessiand the 9,271 Open 121,678 Nil
(Pensions Management) Company Pension Transfer Plan (Bulk Section 32 Buy), where the
Limited member has chosen to invest in L&GA(PM)’s funds, @0100% quotg
share basis.
Munich Reinsurance Individual UK term insurance issued before 1 Jap@®00 in surplus 5,850 Closed 24,647, Nil retention, 100%

Company UK Life Branch

form on an original terms basis.

reinsured
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9. Reinsurance (continued)

(d) Reinsurer

(e) Nature of cover

() Premiums
£'000

(h) Open
/ Closed

()) Reserves
Ceded
£'000

(k) Retention

Munich Reinsurance
Company UK Life Branch

Life, critical illness and disability cover soldrttugh arrangements with
NDF Administration Limited and Synergy FinanciabBucts Limited.
This treaty also includes a financing arrangement.

(i) Payments to the reinsurer are a propomiothe reinsurance
premium in benefit years three, four, five andfsixall in-force
benefits. If a policy exits then payments to thimsurer cease. The
total amount paid to the reinsurer in respect ahdividual policy is
independent of the amount originally advanced leyréinsurer and
depends on how long each policy remains in foftieere is
therefore no undischarged obligation.

Allowance has been made for the repayment of thanting in
calculating the level of the reserves required.

(ii)

2,132

Open

4,968

Mortality benefits and
critical iliness (per life)
33.33% up to £50,000
Nil above £50,000

Sickness and accident (per
life per month)
33.33% up to £625
Nil above £625

Prudential Annuities Limited?

United Kingdom non-profit pensions annuities in eyt on a 100%
quota share basis. This is to a member of the Rtiad&roup and is
covered by a pari passu charge on assets.

-1,321
(premium
rebate)

Closed

7,157,019

Nil

Prudential Holborn Life
Limited *

United Kingdom linked benefits under Prudence Bdtrdidence Manage
Bond and Prudence Distribution Bond on a 100% gsbétaie basis. This
business is covered by a pari passu charge orsasset

d

123,053

Open

1,602,011

Nil

Prudential Pensions Limited

* United Kingdom linked benefits under Group AVC, MRIBPP1/2/3/4,
SHP and PTP contracts on a 100% quota share basiss to a member
of the Prudential Group and is covered by a passpa&harge on assets.

440,920

Open

2,564,333

Nil

Prudential Retirement Incom
Limited *

e Two related treaties for annuity liabilities foleeant annuities issued by
PAC. One covers annuities written from 1 July 26925 November
2004 and the other covers annuities written affeN@vember 2004.
Under the terms of the agreement Prudential Re¢éintiimcome Limited
will meet the liability of the Company to pay thenefits due under the
reassured policies. This business is covered larigppssu charge on
assets.

961,346

Open

4,560,863

Nil
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9. Reinsurance (continued)

(d) Reinsurer (e) Nature of cover (f) Premiums| (h) Open | (j) Reserves (k) Retention
£'000 / Closed Ceded
£'000
Prudential Retirement Income Two related treaties for annuity liabilities foleeant annuities issued by 2,064 Open 462,712 Nil
Limited * the Scottish Amicable Insurance Fund (SAIF). Ooeecs annuities
written before 1 January 2006. The other covermsigies written from 1
January 2006 onwards.
Prudential Holborn Life Permanent Health Insurance claims in payment &&Ember 2008 Nil Closed 23,06  Nil
Limited *
Suffolk Life Annuities Self-Invested Personal Pension (SIPP) option utideFlexible 6,444 Open 19,864 Nil
Limited Retirement Plan policy.
Swiss Re Europe S.A., UK | Two treaties covering unit-linked bond businesaapuota share basis. Nil Closed 51,38ZFor certain Flexible Bonds

branch

linked to the Extra Yield
fund, 89% of all unit-linked
liabilities are reinsured

For Managed Income
Bonds linked to Managed
Income (Series A) units,
90% of all unit-linked
liabilities are reinsured

For Managed Income
Bonds linked to Managed
Income (Series B) units,
25% of all unit-linked
liabilities are reinsured
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9. Reinsurance (continued)

(d) Reinsurer (e) Nature of cover (f) Premiums| (h) Open | (j) Reserves (k) Retention
£'000 / Closed Ceded
£'000
Swiss Re Europe S.A., UK | Three treaties covering Prudential Protection lmssrover consecutive 9,802 Closed 43,876 Mortality Benefits only

branch

periods on a quota share basis. The financingeaggats with Swiss Re
detailed below are connected to this business.

(per life)
10% up to £50,000
Nil above £50,000

Mortality plus Cl and stand
alone CI Benefits (per life)
10% up to £50,000
Nil above £50,000

Mortgage Payment Benefit
(per life per annum)

25% up to £5,000

Nil above £5,000

Waiver of Premium
Benefits (per life per
annum)

25% up to £5,000
Nil above £5,000

(2
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9. Reinsurance (continued)

(d) Reinsurer (e) Nature of cover (f) Premiums| (h) Open | (j) Reserves (k) Retention
£'000 / Closed Ceded
£'000
Swiss Re Europe S.A., UK | Two financing arrangements in respect of acquisitiosts incurred in 2,246 Closed - | N/A
branch writing Prudential Protection contracts with a pglproposal date:

e prior to 31 December 2002, an acceptance dated@ a0d a policy
issue date prior to 31 March 2003

* inthe range 6 May 2002 to 30 June 2003, a pofisye date in the
range 1 January 2003 to 31 December 2003

(i) Payments to the reinsurer are a proportiorhefdifference between
the office premium and the reinsurance premiunohah allowance
for renewal expenses for the time that the poleyains in force. If
a policy lapses within the initial commission perithe Company
pays the reinsurer the amount of the indemnity casion that can
be clawed back at that time. If a policy lapsetside of the initial
commission period or becomes a mortality or motpidiaim at any
time then payments to the reinsurer cease. Théaotount paid to
the reinsurer in respect of an individual policyndependent of the
amount originally advanced by the reinsurer anceddp on how
long each policy remains in force. There is themeho
undischarged obligation.

(i) Allowance has been made for the repaymenhisffinancing in
calculating the level of the reserves requirediiese contracts.
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9.

Reinsurance (continued)

(d) Reinsurer (e) Nature of cover () Premiums| (h) Open | (j) Reserves (k) Retention
£'000 / Closed Ceded
£'000
Hannover Rickversicherung| Financing and quota share risk reassurance arramemrespect of 2,109 Closed -| Mortality Benefits (per life

AG

Flexible Protection and PruProtect Plans.

@

Payments to the reinsurer are a proportion of ffieegpremium for
the time that the policy remains in force. If aippllapses within the
initial commission period the Company pays thegeiar a
proportion of the amount of the indemnity commisdibat can be
clawed back at that time. If a policy lapses owsifithe initial
commission period or exits due to a mortality clatany time then
payments to the reinsurer cease. The total amaudttp the
reinsurer in respect of an individual policy is épendent of the
amount originally advanced by the reinsurer anceddp on how
long each policy remains in force. There is thexefto undischarge
obligation.

(i) Allowance has been made for the repaymenhisffinancing in

calculating the level of the reserves requiredliese contracts.

j=

50% up to £150,000
Nil above £150,000

Serious lliness Cover and
Disability Cover

50% up to £150,000

Nil above £150,000

Waiver of Premium
50% up to £15,000 p.a.
Nil above £15,000 p.a

(@) There were no deposit back arrangements uhdetiove treaties.

(i) There are no “undischarged obligations of th&urer”. Premiums are payable only if the grossr®ss remains in force.

() All of the above companies are authorised twycan insurance business in the United Kingdom.

(m) An asterisk (*) denotes companies connectadaaedant.

(n) In general the treaties are exposed to thataisk of the reinsurers, against which a reseésveeld.

(0) The net liability includes no allowance for tlefund of any reinsurance commission.
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10. Reversionary (or annual) bonus

Table 1 SAIF
Bonus series Mathematical Annual bonus rate for UWRP unit price Guaranteed
reserves increase during bonus rate
the year during the year
2009 2008
£m % % % %
Principal 2,391 0.80/1.50 0.80/1.50
Flexidowment (Second Series) 239 0.70/1.70 0.70/1.70
Net With Profits Fund 1 844 2.00/2.00 2.00/2.00
Flexipension (First Series) 648 0.40/0.90 0.40/0.90
Superannuation (Second Series) 154 0.40/0.90 0.40/0.90
Group 101 0.90 0.90
Exempt With Profits Funds 1 101 4.00 4.00 4.00 4.00
Exempt With Profits Funds 2 1,149 4.00 4.00 4.00 004.
Exempt With Profits Funds 3A 1,195 4.00 4.00 4.00 4.00
Exempt With Profits Funds 3B 430 4.00 4.00 4.00 4.00
Exempt With Profits Funds 4 14 4.00 4.00 4.00 4.00

" Bonus rate for investments made after 1 Januad$ 202.75%. Guaranteed bonus applies to pre 20@&timents only.
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10. Reversionary (or annual) bonus (continued)

Table 2 WPSF - UK and, where appropriate, Guernseylersey, and Isle of Man

Bonus series Mathematical Annual bonus rate for UWP unit price  Guaranteed
reserves increase during bonus rate
the year during the year
2009 2008
£m % % % %

\1/V3th—prof|ts Industrial Branch assurances issugidrge 636 110/2.30 110/2.30

uly 1988
Other conventional with-profits assurances 2,721 20/2.50 1.20/2.50
Individual with-profits deferred annuities 4,357 29/0.50 0.25/0.50
UWP life assurance bonds

Prudence Bond — optimum return 8,129 3.00 3.50 3.00

Prospects Bond — optimum return 26 2.60 3.10 2.60

Prudence Bond — optimum bonus 596 3.75 4.25 3.75

Prospects Bond — optimum bonus 18 3.35 3.85 3.35

Prudential Investment Bond (accounts £6,000 and 3.00 350 3.00

over) 2,666

Prudential Investment Bond (accounts under ' 200 250 200

£6,000) ' ' '
Group cash accumulation (defined benefit) with a 220 _ ) 4.75 4.75
4.75% guarantee
Group cash accumulation (defined benefit) with52. 104 _ ) 250 250
guarantee
Group cash accumulation (defined benefit) with a 190 224 224 295 0.01
0.01% guarantee
Other group cash accumulation with a 4.75% guaeante 600 - - 4.75 4.75
Other group cash accumulation with a 2.5% guarantee 1,625 0.25 0.25 2.75 2.50
Other group cash accumulation with a 0.01% guaeante 1,376 2.74 2.74 2.75 0.01
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10. Reversionary (or annual) bonus (continued)

Table 2 WPSF - UK and, where appropriate, Guernseylersey, and Isle of Man (continued)

Bonus series Mathematical Annual bonus rate for UWP unit price Guaranteed
reserves increase during bonus rate
the year during the year
2009 2008
£m % % % %
Flexible Retirement Income Account 46 2.00 2.75 002.
Individual UWP pensions other than FRIA 6,582 3.00 3.50 3.00
Pension Savings Plan 107 2.25 2.75 2.25
Group UWP pensions 1,230 3.25 3.75 3.25
Group UWP pensions with GMP guarantee 59 2.25 2.7% 2.25
With-profits pensions annuities in payment 2,344 002. 2.75 2.00
PCRS/PCPS annuities in payment 73 1.50 2.00 1.50
Former SAL products
Net With Profits Fund 2 223 2.75/2.75 2.75/2.7%
Exempt With Profits Funds 5 and 6 190 3.125 8.62 3.125
Exempt With Profits Funds 7 and 8 265 3.00 3.50 3.00
Exempt With Profits Funds 9 and 10 (or C and (¢2) 59 3.00 3.50 3.00
Exempt With Profits Fund 13 (F) 55 2.75 3.25 53.2
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10. Reversionary (or annual) bonus (continued)

Table 3 WPSF - Policies issued in Hong Kong

Bonus series Mathematical reserves  Annual bonus rate for UWP unit price  Guaranteed
increase during bonus rate
the year during the year
2009 2008
£m % % % %
Conventional with-profits assurances - First serieg 231 3.00/3.00 3.00/3.00
Conventional with-profits assurances - Better Life 1,429 2.30/3.30 2.50/3.60
Conventional with-profits assurances - Better Life 282 230/3.30 2 50/3.60
Assurance Il
ICDZI(l)Jr;vITntlonal with-profits assurances - Better Life 16 2 50/2.50 2 50/2.50
Conventional with-profits assurances - PRUsave Plus 406 1.30/1.30 1.30/1.30
Double Treasure Retirement Income Plan — US$ 33 0/220 2.00/2.00
Double Treasure Retirement Income Plan — HK$ 80 0/1.60 2.00/2.00
Group cash accumulation (HKDF and USDF) 45 3.00 04.0 3.00
PRUsavings Plan 12 1.50 2.00 1.50
Other UWP - US$ 149 0.50 1.75 0.50
Other UWP - HK$ 1,519 0.50 to 1.50 0.50.to 1.50
(varies by 1.95 (varies by cohort)
cohort)
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10. Reversionary (or annual) bonus (continued)

Table 4 DCPSF

Bonus series Mathematical Annual bonus rate for UWP unit price  Guaranteed
reserves increase during bonus rate
the year during the year
2009 2008
£m % % % %
Contracts expressed in euro
Issued in France 80 3.75 3.75 3.75
External reinsurance accepted 197 4.10 4.60 4.10
International Prudence Bond 851 3.00 3.50 3.00
Contracts expressed in sterling 527 3.50 4.00 3.50
Contracts expressed in US dollars 284 3.00 3.50 0 3.0
With-profits annuity business transferred from 1,257 0.00 0.00

Equitable Life Assurance Society
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10.  Reversionary (or annual) bonus (continued)

10.(4) Cash bonus contracts issued in Hong Kong for whielthematical reserves were £148.2 million on the
valuation date vary by product, by age at entry bpdduration in force. Rates for the PRUflexilife
product vary from $0.50 per $1,000 sum assuredigtidn 3 years to $5.90 per $1,000 sum assured at
duration 12 years. Rates for the Galaxy producy Wiaom $3.20 per $1,000 sum assured at duration 1
year to $10.90 per $1,000 sum assured at duraty@a.
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Valuation interest rates

Appendix 1

Product group 2009 2008
% %
UK Life - UWP (excluding endowment assurances iddue SALAS) 1.60 1.60
UK Life - CWP and CNP in SAIF 3.00 3.00
UK Life - Prudential Protection, PruProtect and Hd8ynergy Protect in 3.00 3.00
NPSF
UK Life - CNP in WPSF 3.00 3.00
UK Life - Linked in NPSF 3.00 3.00
UK Life - Linked in WPSF 3.20 3.20
UK Life - UWP issued by SALAS 3.20 3.20
UK Life — CWP in WPSF 3.50 3.50
UK Life & UK Pensions - Non-profit annuities in V&F 4.00 4.00
UK Life, UK Pensions & OS - WP CPAs in DCPSF 3.00 .0®
UK Pensions - Index-linked CPA reinsured to PAL aL.4 1.93
UK Pensions - UWP in WPSF 2.00 2.00
UK Pensions - Deposit Administration with 0.01% araee 2.00 2.00
UK Pensions - Index-linked CPA reinsured to PRIL 591. 2.12
UK Pensions — Index-linked CPA (excluding Indexid CPAs valued as 1.59 2.12
fixed) accepted from PRIL
UK Pensions — CWP group deferred annuities in WPSF 3.00 3.00
UK Pensions — Group non-profit deferred annuitieen assurance and UW 3.75 3.75
in SAIF
UK Pensions - Linked in SAIF 4.00 4.00
UK Pensions & OS - Deposit Administration with 2.8ffarantee 4.00 4.00
UK Pensions - Term assurance 4.00 4.00
UK Pensions - Non-profit deferred annuities in WPSF 4.00 4.00
UK Pensions - Linked in NPSF and WPSF 4.00 4.00
UK Pensions - Group WPDA in SAIF 4.25/3.75 4.25/3.75
UK Pensions & OS - Deposit Administration with 4% %uarantee 4.25 4.25
UK Pensions - With-profits endowments in SAIF 4.50 4.50
UK Pensions - Individual with-profits deferred aitias in SAIF 4.50/3.75 4.50/3.75
UK Pensions - WPDA in WPSF 4.75 4.75
UK Pensions - CPA retained in NPSF 4.90 5.66
UK Pensions - CPA reinsured to PAL 5.00 5.72
UK Pensions - CPA reinsured to PRIL 5.05 5.83
UK Pensions — CPA accepted from PRIL (includingetadinked CPAs 5.05 5.83
valued as fixec
Overseas - Hong Kong — Critical illness policied aiders in NPSF 3.55 0.74
Overseas - Hong Kong — DM refundable products iisNP 1.60 0.74
Overseas - Hong Kong - Other linked and proteatiders in NPSF 0.70 0.74
Overseas - Hong Kong — US$ currency — Non-profibitéd-Pay Crisis 3.40 2.96
Covel
Overseas - Hong Kong — HK$ currency - Non-profihited-Pay Crisis 2.00 2.96
Cover
Overseas - Hong Kong — US$ currency — Non-prof@i%@Refundable Crisis 3.55 2.96
Cover
Overseas - Hong Kong — HK$ currency — Non-profd%0Refundable Crisig 2.70 2.96
Cover
Overseas - Hong Kong Linked - US$ currency 3.60 n/a
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Appendix 1

Product group 2009 2008
% %
Overseas - Hong Kong UWP - HK$ currency 2.10 1.10
Overseas - Hong Kong CWP - HK$ currency 1.90 1.10
Overseas - Hong Kong UWP - US$ currency 2.70 2.10
Overseas - Hong Kong - CWP, term assurance, aeteteCl in WPSF — 3.25 2.90
USS$ currenc
Overseas - DCPSF offshore bond - sterling currency 2.00 2.00
Overseas - DCPSF offshore bond - euro currency 2.75 2.75
Overseas - DCPSF offshore bond - US$ currency 3.00 3.00

If deferred annuities are valued at the same rfat@@rest in possession as in deferment, onlyratee of interest
is shown. Otherwise, two rates are shown, thebiieing that in deferment. Valuation interest sathown for
UK Life are net of tax.
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Valuation mortality bases

Appendix 2

2009

2008

UK Life - UWP and linked regular premium
endowment assurances (Home Purchaser)

85% AMB80 / 85% AF80

85% AMS80 / 85% AF80

Industrial Branch assurances

A1967/70 rated upat ye

A1967/70 rated up 1 year

UK Life - linked Prudence Bond
UK Pensions NPSF - group stakeholder, personal 3
money purchase pensions
UK Pension WPSF - linked

AM92 / AF92 both rated down 3 years
nd

AM92 / AF92ibadted down 3 years

UK Life WPSF - conventional assurances except
Prudential Protection, UWP assurances except thos
issued by SAL or SALAS

UK Pensions WPSF - group deposit administration

e

AM92 / AF92 both rated up 1 year

AM92 / AF92 bosited up 1 year

UK Life - assurances issued by SAL or SALAS,
Prudential Protection in WPSF
UK Pensions issued by SAL or SALAS

AM92 / AF92 both rated up 1 year plus 1/3 of
projection R6A of the Institute of Actuaries AIDS
Working Party Bulletin No. 5

AM92 / AF92 both rated up 1 year plus 1/3 of
projection R6A of the Institute of Actuaries AIDS
Working Party Bulletin No. 5

UK Life - Prudential Protection in NPSF

110% of AMF92 plus 1 year plus 1/3 AIDS ‘R6A’
for both males and females

110% of AM/AF92 plus 1 year plus 1/3 AIDS ‘R6A’
for both males and females

UK Life - PruProtect in NPSF

115% of AM/AF92 plug/éar plus 1/3 AIDS ‘R6A’
for both males and females

115% of AM/AF92 plus 1 year plus 1/3 AIDS ‘R6A’
for both males and females

UK Pensions - individual UWP pensions sold by the
DSF

AM92 rated up 1 year for men and rated down 3 yea
for women

rsAM92 rated up 1 year for men and rated down 3 yead
for women

s

UK Life NPSF - linked assurances sold by the DSF

ngtei life: AM92 rated down 3 years for men and da
down 8years for women
Joint lives: AM92 rated up 3 years

eSingle life: AM92 rated down 3 years for men ankda
down 8 years for women
Joint lives: AM92 rated up 3 years

UK Pensions - group deferred annuities in deferriren
WPSF

t AM92 / AF92 both rated down 4 years with mortality
improvement being allowed by a reduction of 0.60%
p.a. in the valuation interest rate

AM92 / AF92 both rated down 4 years with mortality
improvement being allowed by a reduction of 0.55%
p.a. in the valuation interest rate

UK Pensions - Flexipension in deferment in SAIF

AMOAAF92 both rated down 4 years with mortality
improvement being allowed by a reduction of 0.60%
p.a. in the valuation interest rate

AM92 / AF92 both rated down 4 years with mortality
improvement being allowed by a reduction of 0.60%
p.a. in the valuation interest rate

UK Pensions WPSF - group deferred annuities in
deferment ceded to PAL (GPDA admin system)

AM92 / AF92 both rated down 4 years with mortality
improvement being allowed by a reduction of 0.65%

AM92 / AF92 both rated down 4 years with mortality
improvement being allowed by a reduction of 0.65%

p.a. in the valuation interest rate

p.a. in the valuation interest rate
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Valuation mortality bases

Appendix 2

2009

2008

UK Pensions WPSF - group deferred annuities in
possession ceded to PAL (GPDA admin system)

Modified 126% PNMAOO
Modified 117% PNFAQ0O

Modified 126% PNMAOO
Modified 117% PNFAQ0O

UK Pensions WPSF - group deferred annuities in
possession ceded to PAL (DAPA admin system)

Modified 105% PNMAOO
Modified 103% PNFAQ0O

Modified 105% PNMAOO
Modified 103% PNFAQ0O

UK Pensions WPSF - WP individual deferred
annuities in deferment

AM92 rated down 3 years for men and 7 years for

women with mortality improvement being allowed by

reduction of 0.60% p.a. in the valuation interesér

AM92 rated down 3 years for men and 7 years for
a women with mortality improvement being allowed by
reduction of 0.55% p.a. in the valuation interesér

UK Pensions WPSF - WP deferred annuities in
possession

Modified 102% PNMAOO
Modified 88% PNFAOO

Modified 102% PNMAOO
Modified 88% PNFA0O

UK Pensions - WPSF and SAIF annuities reassure
PRIL

i Modified 96% PNMAOO
Modified 88% PNFAOQO

Modified 97% PNMAOQO
Modified 88% PNFAQO

UK Pensions - SAIF deferred annuities in possessiq

rModified 99% PNMAOO
Modified 87% PNFAQO

Modified 100% PNMAOO
Modified 88% PNFAOQO

UK Pensions - NPSF — NP individual immediate
annuities accepted from PRIL

Modified 96% PNMAOQO
Modified 88% PNFAQO0

Modified 97% PNMAOQO
Modified 88% PNFAQO0

UK Pensions - NPSF — NP group deferred annuities
deferment accepted from PRIL

5 MM92 / AF92 both rated down 4 years

AM92 / AF92ibadted down 4 years

UK Pensions - NPSF — NP group immediate and
deferred annuities (in possession) accepted froth P

Modified 102% PNMAOO
RModified 98% PNFAQO

Modified 102% PNMAOO
Modified 98% PNFAQO

UK Pensions - NPSF annuities

Modified 99% PNMAOQO
Modified 87% PNFAQO

Modified 100% PNMAOO
Modified 88% PNFAOQO

UK Pensions — PAC WP annuities in payment

Modifié&PNMAOO
Modified 72% PNFAQO

Modified 76%PNMAOQO
Modified 79% PNFAQO0

UK Pensions & OS — Equitable Life WP annuities in
payment

Modified 78%PNMAQO
Modified 76% PNFAOO

Modified 78%PNMAQO
Modified 76% PNFAOO

UK Pensions - WPSF individual annuities retained i
PAC or reassured to PAL

nModified 102%PNMAOO
Modified 88% PNFAQO

Modified 102%PNMAOO
Modified 88% PNFAQO

UK Pensions - Flexible Lifetime Annuity

Modified 84 PNMAOO
Modified 62% PNFAOO0

Modified 71% PNMAOQO
Modified 70% PNFAQO

Hong Kong assurances except cash bonus and UW

0% HKA93M / 90% HKA93F

policies

90% HKA93M / 90% HKA93F
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Valuation mortality bases

Appendix 2

2009

2008

Hong Kong cash bonus policies

90% HKA93M / 90% HIBK9

90% HKA93M / 90% HKA93F

Hong Kong UWP assurances

140% HKA93M / 140% HKA93F

140% HKA93M / 140% HKA93F

DCPSF - Prudential Vie

102.5% TV8890 / TD8890 hwtfed down 3 years

102.5% TV8890 / TD8890 bothdralown 3 years

DCPSF - other

AM92 / AF92

AM92 / AF92

Annuity mortality bases used at 31 December 2009 dr81 December 2008

Annuities are generally valued using a percentddbeo00 series tables for annuitants and penssonier order to allow for mortality improvement,pnovement factors are
applied from 2001 and the bases in the table aloedherefore described as "modified". For matese future improvement factors are in line witld%0of the CMI

medium cohort projections, subject to future imgnment factors not being less than 2.25% p.a ugtl 80, tapering linearly to zero at age 120. [ondles, future
improvement factors are in line with 75% of the Ciiédium cohort projections, subject to future inygmment factors not being less than 1.25% p.a ag#l 90, tapering

linearly to zero at age 120.

In practice, some annuities in payment in the NBS#rsome deferred annuities in possession havevadesd using percentages of single entry tablesdan the 92 series
tables for annuitants and pensioners, with calegdar 2004 (improvements in line with CMIR17 ur2il04). The percentages have been chosen so ¢hedtds used are
equivalent to the double entry tables with futunpiovement factors as described above. For thefeerdd annuities, a further deduction from theusibn rate of interest
has been made during the deferred period, to dibovexpected mortality improvements prior to vegtinThe deduction is 0.65% for policies in WPSFexktb PAL and

0.60% for all other policies.
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Immediate and deferred annuities: expectations offe at different ages

The table below shows the expectations of lifeiff¢retnt ages for the mortality tables reported\ppendix 2 used to value annuities in possession.

Appendix 3

Basis description

Valuation Date

Life expectancy for annuities in payment

Life expectancy for deferred annuities

At 65 At 75 At 65 for current age 45| At 65 for current age 55
Modified 126% PNMAQO 31/12/2009 men: ;3.;30 Wg‘r?qg'n,zgf 0
Modified 117% PNFACO 31/12/2008 men: 25.6 men: 23.7
women: 24.9 women: 23.9
31/12/2009 men: 27.5 men: 25.5
Modified 105% PNMAOO women: 26.1 women: 25.1
Modified 103% PNFAQO 31/12/2008 men: 27.3 men: 25.3
women: 26.0 women: 25.0
31/12/2009 men: 23.8 men: 14.4 men: 27.8 men: 25.8
Modified 102% PNMAOO women: 25.4 women: 16.2 women: 27.4 women: 26.4
Modified 88% PNFAQO 31/12/2008 men: 23.6 men: 14.3 men: 27.6 men: 25.6
women: 25.3 women: 16.1 women: 27.3 women: 26.3
Modified 96% PNMAQOO 31/12/2009 men: 24.4 men: 14.9
Modified 88% PNFAQ0O women:25.4 women: 16.2
Modified 97% PNMAOQOO 31/12/2008 men: 24.1 men: 14.6
Modified 88% PNFAQO women:25.3 women: 16.1
Modified 99% PNMAOO 31/12/2009 men: 24.1 men: 14.7 men: 28.0 men: 26.0
Modified 87% PNFAO00 women: 25.5 women: 16.3 women: 27.4 women: 26.4
Modified 100% PNMAOO 31/12/2008 men: 23.8 men: 14.4 men: 27.8 men: 25.8
Modified 88% PNFAQO women: 25.3 women: 16.1 women: 27.3 women: 26.3
31/12/2009 men: 23.8 men: 14.4 men: 27.8 men: 25.8
Modified 102% PNMAOO women: 24.5 women: 15.4 women: 26.5 women: 25.5
Modified 98% PNFAQO0 31/12/2008 men: 23.6 men: 14.3 men: 27.6 men: 25.6
women: 24.4 women: 15.3 women: 26.4 women: 25.4
Modified 76%PNMAO0O 31/12/2009 men: 26.6 men: 16.8
Modified 72% PNFAO0O women: 27.2 women: 17.7
Modified 76%PNMAOO 31/12/2008 men: 26.4 men: 16.6
Modified 79% PNFAO00 women: 26.2 women: 16.9
31/12/2009 men: 26.9 men: 16.9
Modified 78%PNMAOO women: 27.1 women: 17.6
Modified 76% PNFAO0O0 31/12/2008 men: 26.7 men: 16.7
women: 27.0 women: 17.5
Modified 61% PNMAQOO 31/12/2009 men: 28.9 men: 18.7
Modified 62% PNFAO00 women: 28.5 women: 18.9
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Immediate and deferred annuities: expectations offe at different ages (continued)

The table below shows the expectations of lifeiff¢retnt ages for the mortality tables reported\ppendix 2 used to value annuities in possession.

Appendix 3

Basis description

Valuation Date

Life expectancy for annuities in payment

Life expectancy for deferred annuities

At 65 At 75 At 65 for current age 45| At 65 for current age 55
Modified 71% PNMAOO 31/12/2008 men: 27.1 men: 17.2
Modified 70% PNFAQO women: 27.3 women: 17.8
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Morbidity bases

A4l

Annual rates per 10,000 sum assured. The ratesweed at both 31 December 2009 and 31 December

2008.

A4.1.1 Contracts that cover 12 critical illnesses. Thaseclosed to new business.

Appendix 4

Critical illness and total and permanent disability (TPD) business issued in Hong Kong

Age next

Critical illness rates

TPD rates
Birthday Male Non Male Smoker Female Non| Female Smokelr
Smoker Smoker
25 7.31 6.55 4.08 5.87 0.68
35 7.48 8.93 9.52 10.97 1.02
45 19.81 26.86 2151 28.65 2.55
55 52.70 71.06 46.84 57.89 6.63
A4.1.2 Contracts that cover 30 critical ilinesses.
Age next Critical illness rates TPD rates
Birthday Male Non Male Smoker Female Non| Female Smoker
Smoker Smoker
25 7.31 7.23 8.25 9.86 0.68
35 8.67 9.86 10.37 10.71 1.02
45 20.32 27.12 19.30 28.56 2.55
55 52.53 71.23 58.40 76.16 6.63
A4.2  Prudential Protection
The rates were used at both 31 December 2009 ab&&dmber 2008.
A4.2.1 Life and basic critical illness annual rates ped, 000 sum assured
Age next Men Women
Birthday Non Smoker Smoker Non Smokefr Smoker
25 8.95 8.95 6.90 6.90
35 14.07 22.08 12.59 12.59
45 29.28 58.03 27.26 27.26
55 80.51 148.44 63.77 80.79
A4.2.2 Top-up critical illness annual rateer £10,000 sum assured
Age next Men Women
Birthday Non Smoker Smoker Non Smokef Smoker
25 4.82 4.82 5.68 5.68
35 9.63 14.92 11.64 11.64
45 23.64 46.30 26.42 26.42
55 68.82 125.65 61.57 77.89

For business written after 13 March 2005 the rates increased by 14% to cover possible future
changes in morbidity.

In the NPSF where prudent lapse assumptions ayevedl for in the reserve calculations, the rates are
increased by 10% to allow for the possibility ofes¢ive withdrawals.
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Appendix 4

Morbidity bases (continued)

A4.3  Benefits attached to Home Purchaser (Series 3) addnicable Savings Plan
The rates were used at both 31 December 2009 abe&&imber 2008.

A4.3.1 Home Purchaser (Series 3) version 2 issued orter29 July 1996

Level top-up critical illness annual rates per 800, sum assured

Age next Men Women

birthday Non Smoker Smoker Non Smokelr Smoker
25 3.84 6.29 4.39 7.12
35 8.45 14.01 11.87 19.71
45 35.57 59.50 27.27 45.44
55 83.87 140.44 61.77 103.36

A4.3.2 Home Purchaser (Series 3) other than those abaw/&micable Savings Plan

Level critical illness annual rates per £10,000 swasured

Age next Men Women

Birthday Non Smoker Smoker Non Smokelr Smoker
25 2.73 4.42 3.38 5.45
35 6.49 10.64 8.43 14.01
45 27.87 46.41 17.77 29.69
55 47.70 79.71 37.34 62.48

A4.3.3 Home Purchaser (Series 3)

Decreasing top-up annual critical illness annutdg@er £10,000 sum assured

Age next Men Women

Birthday Non Smoker Smoker Non Smokelr Smoker
25 4.14 6.79 4.74 7.68
35 9.11 15.11 12.80 21.26
45 38.36 64.17 29.41 49.00
55 90.45 151.46 66.61 111.47

A4.3.4 Home Purchaser (Series 3) and Amicable Savings Pla

Total and permanent disability annual rates pet@I®sum assured

Age next Basic Version 2 Version 2
Birthday Level top-up Decreasing top-up
25 0.78 0.98 1.06
35 0.91 0.86 0.92
45 2.33 2.20 2.38
55 7.91 8.69 9.37
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Appendix 4

Morbidity bases (continued)
A4.3  Benefits attached to Home Purchaser (Series 3) ardnicable Savings Plan(continued)
A4.3.5 Home Purchaser (Series 3)

Annual mortgage interest benefit rates per £1,20fual benefit without critical illness, occupation
classes 1, 2 and 3, deferred period 6 months

Men
Age Next Policy Term Remaining
Birthday
5 10 15 20 25
25 2.88 3.84 4.44 4.68 4.68
35 4.44 6.24 7.20 7.44 7.56
45 11.52 16.32 18.72
55 36.36
Women
Age Next Policy Term Remaining
Birthday
5 10 15 20 25
25 4.32 5.88 6.72 6.96 6.96
35 6.72 9.36 10.80 11.04 11.40
45 17.16 24.48 27.96
55 54.48

No recovery rates are shown as claim inceptionrandvery are not modelled. Instead an inception
annuity approach based on rates from the reinssiresed. The rates therefore allow implicitly barth
the probability of a claim and the expected lergftthe claim.
A4.4  Synergy Protect
Synergy Protect 2 was written up to 30 June 2@®hergy Protect 3 was written frorff duly 20009.
A4.4.1 Synergy Protect 2

Level critical illness annual rates per £10,000 issured

31 December 2009

Age next Men Women

Birthday Non Smoker Smoker Non Smoker Smoker
25 10.92 15.30 7.28 10.63
35 15.70 23.76 15.53 23.37
45 44 .46 76.98 38.20 64.87
55 130.84 243.04 88.98 163.85

31 December 2008

Age next Men Women

Birthday Non Smoker Smoker Non Smoker Smoker
25 11.14 15.61 7.43 10.85
35 16.02 24.25 15.85 23.85
45 45.37 78.55 38.98 66.19
55 133.51 248.00 90.80 167.19
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Appendix 4

Morbidity bases (continued)
A4.4  Synergy Protect(continued)
A4.4.2 Synergy Protect 3
Level critical illness annual rates per £10,000 sissured

31 December 2009

Age next Men Women

Birthday Non Smoker Smoker Non Smoker Smoker
25 8.19 11.75 6.56 7.76
35 14.10 21.08 18.35 21.46
45 33.79 66.28 36.17 48.89
55 94.72 209.17 78.53 124.27

A4.4.3 Synergy Protect 2
Top-up critical illness annual rates per £10,000 sissured

31 December 2009

Age next Men Women

Birthday Non Smoker Smoker Non Smoker Smoker
25 6.95 9.74 6.85 9.71
35 12.41 18.78 15.54 23.38
45 41.51 71.87 39.82 67.63
55 129.26 240.09 93.42 172.02

31 December 2008

Age next Men Women

Birthday Non Smoker Smoker Non Smoker Smoker
25 7.09 9.94 6.79 9.90
35 12.66 19.16 15.85 23.86
45 42.36 73.34 40.64 69.01
55 131.89 245.00 95.32 175.53

A4.4.4 Synergy Protect 3
Top-up critical illness annual rates per £10,000 sissured

31 December 2009

Age next Men Women

Birthday Non Smoker Smoker Non Smoker Smoker
25 5.27 7.53 6.21 7.33
35 11.58 17.30 19.98 23.37
45 33.78 66.29 41.50 56.13
55 102.22 226.10 93.09 147.58
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Appendix 4

Morbidity bases (continued)

A4.4.5 Synergy Protect 2 and Synergy Protect 3

Mortgage payment benefit annual rates per £1,260alrbenefit without critical illness
The rates were used at both 31 December 2009 ab&&dmber 2008.

Male aggregate lives, non smokers, occupation dladsferred period 26 weeks

Age next Policy Term Remaining
Birthday
5 10 15 20 25
25 1.82 2.55 3.03 3.36 3.57
35 2.16 3.32 4.07 4.57 4.90
45 6.95 11.24 14.08 16.07
55 23.52 39.49

Female aggregate lives, non smokers, occupatias tladeferred period 26 weeks

Age next Policy Term Remaining
Birthday
5 10 15 20 25
25 3.19 4.46 5.30 5.88 6.25
35 3.78 5.81 7.12 8.00 8.58
45 12.16 19.67 24.64 28.12
55 41.16 69.11

Male aggregate lives, smokers, occupation cladeferred period 26 weeks

Age next Policy Term Remaining
Birthday
5 10 15 20 25
25 2.42 3.39 4.03 4.47 4.75
35 2.87 4.42 5.41 6.08 6.52
45 9.24 14.95 18.73 21.37
55 31.28 52.52

Female aggregate lives, smokers, occupation cladsfdrred period 26 weeks

Age next Policy Term Remaining
Birthday
5 10 15 20 25
25 4.24 5.94 7.05 7.82 8.31
35 5.03 7.73 9.47 10.64 11.40
45 16.18 26.16 32.77 37.40
55 54.74 91.91

No recovery rates are shown as claim inceptionracdvery are not modelled. Instead an inceptiamuiy
approach based on rates from the reinsurer is uskd.rates therefore allow implicitly for both theobability
of a claim and the expected length of the claim.
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Appendix 5

Valuation expense bases

A5.1 SAIF
31 December 2009 31 December 2008
Product Maintenance Investment | Maintenance | Termination Investment
code(s) expenses expenses expenses expenses expenses
£ per annum basis points pa £ per annum £ bagissgm

525 UWP regular premium pension 42.80 16.90 38.46 65.91 12.80
525 UWP single premium pension 37.25 16.90 32.59 65.91 12.80
535 UWP group regular premium pension 109.91 16.90 79.09 95.92 12.80
535 UWP group single premium pension 59.80 16.90 67.13 95.92 12.80
725 UL regular premium pension 42.80 25.00 38.46 65.91 25.00
725 UL single premium pension 37.25 25.00 32.59 65.91 25.00
735 UL group regular premium pension 109.91 25.00 79.09 95.92 25.00
735 UL group single premium pension 59.80 25.00 67.13 95.92 25.00

Conventional contracts are valued using a net prermethod, zillmerised for with-profits contractsdaunmodified for term assurances. The zillmgustdhent is 3% of sums assured for
with-profits life business and 2% for with-profigensions.

Maintenance expenses have now been split betweggadpaid under a third party outsourcing agreéamshexpenses incurred directly by Prudentialts@Qurced charges are as set out in
the outsourcing agreement plus a 10% MAD. Alondhliis change to expenses, termination expensamdoamger applied explicitly.
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A5.2  WPSF
31 December 2009 31 December 2008

Product Maintenance | Investment | Maintenance | Termination Investment
code(s) expenses expenses expenses expenses expenses

£ per annum | basis points pa £ per annum £ bagsissgm
340 to 355, | Critical illness, income protection in 52.75 10.00 44.50 46.06 10.00
365 and 385 | force and income protection claims in

payment

400 Annuity 21.54 6.00 19.60 6.00
500 UWP bond 49.08 16.90 43.67 13.00
510 UWP savings endowment 55.30 16.90 45.11 46.06 13.00
515 UWP target cash endowment 44.67 16.90 38.37 53.25 12.80
525 UWP regular premium pension 40.54 16.90 41.12 13.00
525 UWP single premium pension 34.74 16.90 34.95 13.00
535 UWP group regular premium pension 118.30 16.90 117.49 13.00
535 UWP group single premium pension 37.95 16.90 23.50 13.00
700 UL bond 26.22 25.00 18.76 53.25 25.00
715 UL savings endowment 44.67 25.00 38.37 53.25 5.0@
720 UL target cash endowment 44.67 25.00 38.37 2563. 25.00
735 UL group regular premium pension 150.41 20.00, 144.28 20.00
735 UL group single premium pension 30.08 20.00 .8@8 20.00

Appendix 5

Conventional contracts are valued using a net prermethod, zillmerised for with-profits contractsdaunmodified for term assurances. The zillmgustchent is 3% of sums assured for
with-profits life business and 2% of the value loé annuity at retirement for with-profits pensiaederred annuities.

Maintenance expenses have now been split betweggeshpaid under a third party outsourcing agreéamhexpenses incurred directly by Prudentialts@urced charges are as set out in

the outsourcing agreement plus a 10% MAD. Alondhliis change to expenses, termination expensamdomger applied explicitly.
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Appendix 5

A5.3 NPSF
31 December 2009 31 December 2008
Product Maintenance | Investment Maintenance | Termination Investment
code(s) expenses expenses expenses expenses expenses
£ per annum | basis points pa £ per annum £ basitspa
325, 330, | Term assurance, critical illness and  52.75 10.00 44.50 46.06 10.00
340 to 355, | income protection
365
400 Annuity 30.34 7.00 26.75 7.00
700 UL bond 15.00 18.00 5.94 15.67 18.00
715 UL savings endowment 30.93 15.00 23.39 91.42 5.00L
720 UL target cash endowment 21.91 25.00 15.79 8918. 25.00
725 UL regular premium pension 19.19 25.00 14.82 1.13 25.00
725 UL single premium pension 17.05 25.00 13.10 .28 25.00
735 UL group regular premium pension  53.28 25.00 30.32 20.00
735 UL group single premium pension 23.42 25.00 066. 20.00

For linked business, the figures are for per-patittyibutable expenses only.

Maintenance expenses have now been split betwesgeshpaid under a third party outsourcing agreéamhexpenses incurred directly by Prudentialts@urced charges paid to

the third party are 100% attributable and are aisuein the outsourcing agreement plus a 10% MAIDNg with this change to expenses, terminatioreasgs are no longer applied
explicitly.
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APPENDIX 9.4A

VALUATION REPORT FOR REALISTIC VALUATION ON THE
PRUDENTIAL ASSURANCE COMPANY LIMITED AS AT 31 DECEM BER 2009

Throughout this document the abbreviations “CWRI &WP” are used for Conventional With-Profits
business and Accumulating With-Profits businespaesvely.

1. Introduction

(1) The investigation relates to 31 December 2009.

(2) The date of the previous valuation relatedtdecember 2008.

(3) A valuation was carried out at 30 June 2008dcordance with IPRU(INS) rule 9.3A.

2. Assets

(1) The economic assumptions used to determineatue of future profits on non-profit business
written in the WPSF and SAIF are:

Description 31 December 2009 31 December 2008
Gross Net Gross Net
% % % %
Investment return 4.210 3.368 3.520 2.81¢
Less: Investment expenses 0.153 0.1238 0.116 0.0P3
Discount rate 4.057 3.245 3.404 2.723
Inflation (except IB business) 3.7 3.7 3.0 3.0
Inflation (1B business) 5.7 5.7 5.0 5.0

The DCPSF has no non-profit business.

(2) For the WPSF, the economic assumptions usatbtiermine any additional amount arising
from the excess of the present value of futureisrdbr losses) of Prudential Annuities
Limited (PAL) in accordance with INSPRU 1.3.33R8{{ii) are:

Description 31 December 2009 31 December 2008
% %

Investment return 5.184 6.539

Less: Investment expenses 0.061 0.060

Discount rate 5.123 6.479

Rate of tax on profits 28 28

SAIF and the DCPSF have no assets valued undétRNSL.3.33R(3)(b)(iii).

(3) Not applicable
(4) Not applicable

(5) Not applicable
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3.

With-Profits Benefits Reserve Liabilities

(1)

(2)

The methods used to calculate the with-prdafisefits reserves are:

Business class Method With-profits Future
benefits policy related
reserves liabilities

WPSF £m £m
Ex-Direct Sales Force (DSF) Retrospective* Grouped 1,889 120
Industrial Branch (1B)

DSF CWP Ordinary Branch (OB) Retrospective* Grouped 3,727 42
assurances

DSF PPRP Retrospective* Grouped 4,229 436
DSF AWP Life Retrospectivet Individual 2,873 5
DSF AWP Pensions Retrospective* Grouped 16,113 57¢&
Ex-ISC Pensions Retrospective* Individual 1,129 241
Group Pensions Retrospective* Individual 6,307 207
With profit immediate annuities Retrospective* Indival 2,323 116
Prudence Bond Retrospective Individual 11,147 219
PruFund Retrospective Individual 1,255 (1)
Ex-SAL AWP Retrospective Individual 1,083 22
Hong Kong Retrospective Grouped 4,617 396
Malta Retrospective Grouped 9 -
Additional reserve Other n/a - 552
Sub-total 56,702 2,933
SAIFE

CWP Retrospective? Individual 4,541 74
AWP — Pensions Retrospective* Individual 3,277 364
AWP - Life Retrospective? Individual 1,062 5
Additional reserve Other n/a 10 449
Sub-total 8,889 892
DCPSF

PAC France Retrospective Individual 80 -
Canada Life (Germany) Retrospective Individual 192 -
International Prudential Bond Retrospective Individua 1,690 -
With profit immediate annuities Retrospective Gradipe 1,267 -
Other Other n/a - (25)
Sub-total 3,230 -
Total PAC 68,820 3,801

* Adjusted as described in section 5

99.7% of SAIF AWP Pensions business has a minirguarantee attached. Certain Group

Pension contracts include minimum rates of guaeargeging from 2.5% to 4.75%

The with-profits benefits reserves and futpiolicy related benefits correspond to the amounts

shown in Form 19.
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4.

With-Profits Benefits Reserves — Retrospective ethod

(1)(a)&(b)

(D))

(1)(c)(ii)

(1)(c)(iii)

The proportions of the with-profits kefit reserve (excluding additional reserves)
calculated using individual or grouped methodolagyshown in 3.(1) are:

WPSF SAIF DCPSF
% % %
Individual basis 46 100 61
Grouped basis 54 0 39
Other 0 0 0
Total 100 100 100

For WPSF DSF CWP, policies are differategd by benefit type (eg full endowment,
low cost endowment, whole life or deferred annuiggx (but not for IB assurances)
and premium status (single, regular, fully paidpartly paid) and then grouped, by
age, duration and original policy term. Only paiwith the same age, duration and
policy term are grouped together (i.e. data isgnotiped into bands).

For WPSF DSF AWP pensions business, the approdble same as for CWP except
that policies are not differentiated by sex andipgi policies are grouped only if they
had the same curtate duration when they were maideup. In addition DWP rebate
business is differentiated according to sex, mgt@age and curtate duration in force
at the valuation date.

The number of individual contracts argkthumber of model points used to represent
them are:

Product Policies Valuation | Number of
file records | model points
DSF IB 905,224 905,224 11,974
DSF CWP OB assurances 290,479 312,952 114,717
DSF CWP PPRP 214,137 448,981 242,910
DSF AWP pensions - rebates 319,366 426,975 9,016
DSF AWP pensions - other 508,140| 2,938,407 423,662

The number of records in the valuation file canesxt the number of policies
because:

* new records are set up for increments to existoigips, and

» for unitised with-profits pensions business, sejgaracords are set up for ordinary
rights regular premium, ordinary rights single premm, protected rights and life
cover.

The Hong Kong with-profits benefits reserve is aldted by scaling up the results in
respect of the modelled business, which repregatits of the total Hong Kong with-
profits benefits reserve.

The main classes valued on a groupesibare the products originally sold through
the former Direct Sales Force. The business volurhéise grouped classes are large
and homogeneous and the grouping basis used haglbsigned to separate out any
significant attributes that affect the retrospesthenefit reserve. The model points
lead to an accurate retrospective valuation. Aestigation has verified that the asset
shares using grouped and ungrouped data are Wi in aggregate.
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(2)(a)

(2)(b)
(3)

()@
(3)(b)

Not applicable

Not applicable

Directly attributable expenses are allocatethé products or product groups to which
they relate. Other expenses are mostly apportibyedference to such measures as
considered appropriate, for example business vdutiree spent, or mean fund (for
investment expenses).

The previous full expense investigatiomted to 2008.
A full review of the company’s cost allowat basis is carried out annually to ensure

maintenance of an appropriate allocation of expetséhe with-profit and other parts
of the long-term fund. Additional reviews are cootha quarterly.

(3)(c)()&(ii) Expense allocation for 2009

(3)(c)(iii)

(3)(c)(iv)

Description WPSF SAIF DCPSF
£m £m £m

Initial expenses including commission 171 0 0

Maintenance expenses 149 36 16

Investment management expenses 21( 22

Total expenses charged to with profits 531 57 16

benefit reserve

Total expensenot charged to with 45 6 (22)

profits benefit reserve

Total 576 64 (5)

Net of any expenses written off

Investment expenses in respect of property mainemand PPM Capital are allowed
for in the calculation of investment returns credito asset shares rather than being
reflected as an explicit expense charge.

The investment expenses shown above exclude thosged in respect of the assets
backing the free estate.

For the DCPSF Prudential International Bond andEguitable Life with-profit
annuity business, explicit charges are specifiethenpolicy and passed to the Non-
Profit Sub-Fund, which bears the actual costs mechr

Expenses charged to the with-profitsbéts reserve are expressed as some or all of
an amount per policy, a percentage of premium or assured, or a reduction in the
investment return, with an allowance for tax relidfere appropriate.

Certain expenses are not charged tanitie-profits benefits reserve. In particular:
» Expenses related to non-profit or unit-linked besi

» Deductions for initial expenses are restrictech® piolicy-specific charges used
when illustrating benefits at the point of sale.

 For the WPSF, expenses associated with the pergmradions mis-selling
review are met by the inherited estate rather szt shares.

» For a number of pension contracts the net impadedtictions has been limited

to 1% p.a. since April 2001, though this level blige is not guaranteed to
apply in future.
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(4)

()

(6)

For the WPSF, the charge for guarantees fahRfofits Immediate Annuities is
expressed as a 0.4% pa reduction in the investraimh credited to the with-profits
benefits reserve. For PruFund policies the chasggudarantees is also expressed as a
reduction in the credited investment return. Thargh is initially 0.6% pa but this is
regularly recalculated within the stochastic mddgll in accordance with the
prevailing economic conditions.

For all other WPSF policies, the current chargegimarantees is 2% of asset shares.
The with-profits benefits reserves are shown betioese charges.

For DCPSF policies, excluding the with-profits aitybusiness transferred from

Equitable Life Assurance Society on 31 Decembef72€fe charge for guarantees is
again expressed as a proportion of asset shareshamvith-profits benefits reserve is
shown before this 2% charge. A 0.20% pa redugtidhe investment return credited
to the with-profits benefit reserve also appliegéspect of capital support provided
by the WPSF.

For the with-profits annuity business in the DCP8&t was transferred from the
Equitable Life Assurance Society, the charge fargnotees is expressed as a 0.5% pa
reduction in the investment return credited to whéh-profits benefit reserve. A
0.14% pa reduction in the investment return crélditethe with-profits benefit reserve
also applies in respect of capital support providgthe WPSF.

For SAIF, two charges were made in 2009:

« an annual charge for the cost of guaranteed anoptipns of 0.25% of asset
shares. This is the maximum amount that which t@tiSh Amicable Board has
currently determined should be charged directlggset shares for this cost. Any
excess of the guaranteed annuity option costs tiieecharge made reduces the
potential surplus available to enhance claim valueter the Scheme of Transfer.

« an annual charge for the capital support providgdthe Scottish Amicable
Capital Fund (SACF) of 0.15% of asset shares.

For the WPSF, SAIF and the DCPSF the level of asmdeducted during 2008 and
2009 is shown below:

Fund 2009 charges 2008 charges
£m £m
WPSF 96 113
DCPSF 15 13
SAIF 35 41

For the WPSF, shareholder transfers are camé¢he with-profits benefits reserve.
In 2009 the shareholder transfers amounted to £215m

The table below shows the ratio of claims [eding deaths) paid over each of the last
three years to the asset shares for those polfciekiding the contribution from
miscellaneous surplus).

Fund 2009 2008 2007
% % %
WPSF 112 110 98
DCPSF 107 109 92
SAIF 109 110 96
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(7) The 2009 rates of investment return, before taxiangstment management expenses, allocated
to the with-profits benefits reserves were as fefio

Fund Business Investment
return
%
WPSF Prudence Bond Optimum Bonus 19.88
Other UK 18.75
Hong Kong — CWP Hong Kong dollar funds 14.32
Hong Kong — CWP US dollar funds 13.00
Hong Kong — AWP Hong Kong dollar funds 17.47
Hong Kong — AWP US dollar funds 23.93
SAIF All 18.19
Sterling funds 18.75
DCPSF US dollar funds 27.59
Euro funds 22.81

The investment return for Prudence Bond Optimum uBobusiness reflects a higher fixed
interest content than for the main WPSF, in linthvlhe notional investment mix of assets which
is appropriate for that product line.

With-profits benefits reserves — Prospective mbaod

With-profits benefits reserves are primarily basedthe retrospective asset shares. However a
number of adjustments are made because:

« WPSF DSF CWP whole life policies include signifitadeath benefits that are more
appropriately valued using expected future bontesnather than aggregate asset shares.

 WPSF IB bonus rates are derived from the correspgndB rates, as opposed to the IB asset
shares, in line with the undertaking given in 1988&n the IB and OB assets were merged. At
that time, the Prudential undertook to declare éBuses that were equal to 100% of OB rates
for new business issued from July 1988 and at @&t of OB rates for business issued prior to
July 1988.

» The Company has restricted the future implicit fehdrge on many pension contracts to reflect
its intention to restrict charges on personal pmerssito stakeholder consistent levels, so
restricting its ability to target claim values dwetunderlying asset shares.

e For some product lines the only asset shares alaie charges asset shares (where asset
shares have been built up using the charges atswopgth that product line) rather than
expenses asset share (where the actual expengebdervcharged). The prospective method is
used to value the future liabilities (based on Isorates derived from the charges asset shares)
and determine the equivalent (expenses) assetssteapeired to meet such bonus rates.

* The SAIF asset share liability is increased bywlee of the Scottish Amicable Account (SAA)
AWP life business, calculated on a charges leseresgs basis, that is passed to the WPSF.

These adjustments to the underlying asset shabditliaare determined using a bonus reserve
valuation approach. This is a prospective appredtich determines the present value of liabilities
allowing for expected rates of future reversiorang terminal bonuses.

A prospective valuation is not performed for the EBE, nor SAIF with the exception of the SAA
business mentioned above.

The non-economic assumptions largely reflect thaligic component of the regulatory basis
excluding the margins for adverse deviation (MADg}he elements of the resulting reserves that
represent the bonus glidepath costs and prospentigeellaneous surpluses are identified and
deducted from the prospective liability to deterenithe adjusted with-profits benefits reserves.
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(2)(@)(b)&(c) The economic assumptions for the WR8d SAA AWP business are:

31 December 2009 31 December 2008
Gross Net Gross Net
% % % %

Investment return 6.92 6.03 6.60 5.79
Less: Investment expenses 015 0112 0.12 D.09
Discount rate 6.76 5.91 6.48 5.70
Expense Inflation (except IB business) 3.7 3.7 3.0 3.0
Expense Inflation (IB business) 57 5.7 5.0 5.0
Annuity interest rate 5.01 N/A 5.47 N/A
(PPRP risk free rate of interest)

(1)(d)

(1)(e)

The economic assumptions used to value the prageeoenefits are the same as
those used for European Embedded Value reportihghwepresent our best estimate
assumptions allowing for prevailing market condisaat the valuation date, thereby
complying with INSPRU 1.3.130 R. The discount ratesrefore differ from the risk

free rates required by 6.(4)(a)(iii).

Future annual and final bonus rates for WRIgnificant product lines are shown in

Appendix 8.

Future expense assumptions for signifipaotiuct lines are shown below

PER POLICY EXPENSES (YEAR 1)

Product Premium Paying (£) Single Premium/
Paid Up (£)
Prudence Bond N/A 46.34
CWHP Life 45.24 37.17
PPRP 36.68 31.43
Personal Pensions 36.68 31.43
AVCs 112.27 34.81

The expense assumptions are the realistic compafghe Peak 1 basis i.e. before
the application of the margin for adverse devia{idAD).
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Q@® Future persistency assumptions for sigaificproduct lines are as follows (using the
same format as for paragraph 6.(6)):
Product Decrement| Average surrender/paid-up rate
for the policy years
1-5 6-10 11-15| 16-20Q
CWP savings endowment surrender 3.50 5.5( 3.00 3.00
CWP target cash endowment surrender 3.50 5.50 3.00 3.00
UWP savings endowment surrender N/A N/A N/A N/A
UWP target cash endowment surrender N/A N/A N/A N/A
UWP bond surrender 3.28 9.12 6.00 6.00
UWP bond automatic 0.00 0.00 0.00 0.00
withdrawals
CWP pension regular premium PUP 3.50 4.00 3.00 3.00
CWP pension regular premium surrender 1.50 1.50 1.50 1.50
CWP pension single premium surrender 1.00 1.00 1.00 1.00
UWP individual pension regular premiun PUP 9.50 7.50 5.00 5.00
UWP individual pension regular premium surrender 3.50 3.50 3.50 3.50
UWP individual pension single premium | surrender 3.00 3.00 3.00 3.00
6. Cost of guarantees, options and smoothing
D Not applicable
(2)(®) For the WPSF and SAIF, the value of guaesitoptions and smoothing costs, net of

the charge for such guarantees is determined g usarket-consistent stochastic
models as follows:

» For WPSF business issued in Hong Kong, the HK sisiah asset liability model
(HKSALM) is used.

» The reserve in the WPSF for guarantees resultiom fihe personal pension mis-
selling review is calculated using the Pension d&ling Reserve model.

* The reserve in the WPSF for the guaranteed minimensions (GMPs) on Section
32 type products is calculated using the Guarartirinum Pension model.

» For all other WPSF business issued in the UK, thedéhtial Stochastic Asset
Liability Model (PSALM), our in-house model, is us¢o value product-related
guarantees, except for the small volume of guaeah#mnuity options (GAOSs), for
which the realistic reserve is set equal to thelagry reserve.

e For SAIF business, including SAIF GAOs, PSALM igds

For the DCPSF, a bonus smoothing account is maidain the WPSF and credited
or debited as appropriate with any difference betwelaim payments made from the
DCPSF and the relevant policies’ underlying asbetres. It is intended that these
smoothing transfers should generate no net profibgs over the long term. Claim
payouts can be adjusted to cover the cost of gtegam@mnd smoothing. If, however, in
extreme circumstances, a shortfall arises in theubsmoothing account, additional
capital support is provided by the WPSF. The WR&feives an annual charge from
the NPSF for this support. Within the WPSF a furtieserve is therefore held in line
with the cost on similar contracts.
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(2)(b)(i)(ii)
&(Giii)

The reserves in respect of the peedgension mis-selling review, GMPs and
WPSF GAOs are valued on an individual basis.

SAIF GAOs are valued on a grouped basis, underw®ic828 contracts have been
represented by 809 model points.

For other product-related guarantees the modeltpaised in the valuation are all
grouped data sets generated using one of the fiokpw

* individual policy details
* grouped data from other similar contracts

e arepresentative set of policies

The business grouped by each method is:

Business Valuation Model point grouping Contracts Model
method points
WPSF-UK PSALM Grouped 3,769,484 11,12p
WPSF-HK HKSALM | Grouped 585,555 32,184
SAIF PSALM Grouped 648,631 2,072

Model points used to determine the cost of guaesntnd smoothing in the 31
December 2009 FSA return were generated from icefodata extracted at 31
December 2008, 30 June 2009 and 30 September 2889e model points were then
rolled forward to 31 December 2009.

New model points based on data as at 31 Deceml@d Rfive been produced for

product classes covering 21% (WPSF) and 100% (Séfifdtal asset shares. New

model points based on data as at 30 June 200%keaveproduced for product classes
covering 56% (WPSF) and 0% (SAIF) of total asseret. New model points based
on data as at 30 September 2009 have been prodlucedoduct classes covering

22% (WPSF) and 0% (SAIF) of total asset sharees&mew model points have been
rolled forward to 31 December 2009.

The Prudential Sourcebook guidance requires tlagitbuping of policies for valuing

the cost of guarantees, options and smoothing dhmatl materially misrepresent the
underlying exposure. In particular policies witlegantees “in the money” should not
be grouped with policies with guarantees well “ofithe money”. (The “moneyness”
of guarantees describes the extent to which gusgarare biting for a policy.)

To meet this requirement WPSF (excluding Hong Kgmg)cies have been grouped
together where they are subject to the same ratsowfis. This has been done by
grouping policies separately for:

e Major product categories

e Single premium policies, regular premium polici@sd paid-up policies
e Year of inception

e Year of maturity, where applicable
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(2)(c)

3)

(4)(@)

(@)@)00)

To more accurately group specific product linesimber of additional fields are also
utilised:

e For Prudence Bond: withdrawal option and duratiooestop-up

* For SAIF and PSA: age

* For Group Pensions and ex-SAL Personal Pensioitisl @mlocation, commission
type and front-end commission

For with-profits annuities, the product type, joiife status, age, sex, anticipated
bonus rate, guarantee term and type, have beerasggrduping variables.

For ex Equitable Life business, the product typge, asex entry year, anticipated
bonus rate, guarantee term, interest rate and type all been used as grouping
variables.

Checks were performed to ensure that the modekipslisuitably reflected the

underlying data. The ungrouped policy data anduged model points were

separately projected through the valuation mode@omparisons of revenue and
balance sheet items over the projection period wesduced to demonstrate that the
model points represent the policy data adequatéhe key check was to ensure that
the run-off of asset share and fund value over ghgection period were well

matched.

Approximations are necessary for WPSF IBihess because IB bonus rates are
derived from the corresponding OB bonus ratesrasult of the bonus harmonisation
undertakings given in 1988 when the assets ofwleftinds were merged. That is, IB
bonus rates are 100% of the corresponding OB fatesew business issued since
July 1988 and at least 90% for earlier businesfie tal liability is determined
prospectively allowing for the expected OB-relatezhuses, but the amount of this
liability ascribed to guarantees and smoothingp@aximate

The following changes have been made to thtbads for valuing the the costs of
guarantees, options and smoothing:

 PSALM has been enhanced during 2009 and now inslstdad-alone PruFund
business and the with-profit immediate annuitiet there transferred to the
company from Equitable Life at the end of 2007 vieresly these products were
valued in separate models.

* Hong Kong’s stochastic model (HKSALM) has been adeehto project
cashflows over a 60 year period (rather than thgedlds previously used) in order
to better reflect the long-term nature of the liéibs.

« For SAIF, it has been assumed that a charge withége to asset shares in the
future to cover the excess of the market consistests of guarantees and
smoothing over the balance on SAIF's bonus smogtaatount.

The following paragraphs describe the agginotaken in respect of the options and
guarantees valued using the PSALM model. The saset anodel is used to generate
the investment returns assumed in the Pension #lisg Reserve and Guaranteed
Minimum Pension models. A similar approach is atden for HKSALM.

For the WPSF and SAIF, the guaranteésedausing the full stochastic model include
sums assured and projected reversionary bonusgsdiimg any minimum guaranteed
rates of reversionary bonus) payable on death, nhatar vesting. For SAIF,
guaranteed annuity options are also valued.
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(4).(a)(ii)

The extent to which guarantees are in or out of tiumey varies greatly across
product lines and in particular by duration in ®mithin each product line. The ratio
of reversionary bonus funds to asset shares faratp AWP product lines ranged
from 70% to 94%, averaging 83% overall for the WRIE 77% overall for SAIF
business.

The economic scenario generator

Economic scenarios are generated by the GeneSI®Imbhis is a risk neutral
stochastic asset model. The models used for ezl elass are as follows:

* Nominal interest rate model

The interest rate model is a Hull and White twadaenodel. Current forward
rates (the UK gilts instantaneous nominal forwandve) are used to define an
initial yield curve. The short rate in the modebissumed to fluctuate around this
initial curve. A second random process disturles itfitial curve to which the
short rate reverts.

* Equity model

The equity return is generated using a risk-neliigiormal model. It consists of
a drift term and a random process. The drift tegrthe short rate taken from the
nominal interest rate model described above. Eqeityrns fluctuate about this
rate by means of a random process based on anlarolatility and a random
number. The volatility assumption is time depend&ht process for dividends is
designed to be consistent with the current dividgiettd and tends to a defined
long-term yield level, whilst being constrained dyotal return on equities that is
consistent with the risk-neutral framework.

* Corporate bond model

Corporate bond returns are modelled as a giltmgtlus additional volatility. This
is an approximation to the Merton model which ssggehat the return on a
corporate bond can be decomposed into the retura nsk-free bond and the
return on a put option on the value of a firm.

* Property model

Property returns are modelled as a corporate btme lease) and an equity
component (the residual price). Property effetyiieehaves like a lognormal
process with annual volatility of 15%.

* Real interest rate and inflation model

Real interest rates are modelled using a one-fadtdirand White model. This
model takes current forward rates (the UK giltdanganeous real forward curve)
to define an initial yield curve. The modelled &t rate is assumed to fluctuate
around this initial curve. This fluctuation is cellated to the random variables
used to derive nominal interest rates. The inffatate is defined as the difference
between the nominal and the real interest rate.
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Calibration of asset model

The GeneSIS model has been calibrated to the marieds of traded derivative
instruments as at 31 December 2009. The assurspiged in the calibration are:

* Risk free interest rate

The yield curve used to calibrate the nominal igerate model is shown below:

Instantaneous Risk Free Forward Rates

6%

5% A \‘
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0 5 10 15 20 25 30 35 40
Time (years)

A table of the above interest rates is given in équfix 9.

The risk-free rate has been determined as 10 bes the gilt rate, reflecting the
decrease in yield on gilts arising from their reqidlities and other factors.

It has been assumed the parameters defining tbidliion in modelled interest rates
around this yield curve are obtained by calibrating model to replicate observed
swaption rates.

* Equity volatility

For UK equities, total return option prices werdadtied with exercise dates from
1 to 10 years, and for (forward) strikes K = {0089, 1.0}. The resulting volatility
surface (based on moneyness and term) was convetted structure dependent
only on term through determining the moneynesshefgolicy guarantees. The
average strike was 0.82 for the first ten years.
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The resulting volatilities for UK equities are show the graph below:

Projection of Volatility Surface

30%

| N R S

28% >

/ .
26%

4’/ /
—a— At The Money (ATM)
/./. —e—90% ATM
24% —a—80% ATM |
/ / —— Average moneyness

220 I S S —
5 6 7 8 9 10

[N
N
w
N

Term (years)

A table of the above volatilities is given in Ap#n 10.

There is no deep and liquid market for put optiemsa basket of overseas
equities. Thus overseas equity volatility is pebtethat of UK equity to reflect
the market data. The peg is set at 90%, refledtiegdiversification benefit of
overseas equities.

For periods over 15 years, market observation is pussible and we have
assumed 20% volatility for UK equities and 18%dweerseas.

The final volatility term structure for UK equities shown in the graph below:
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A table of the above volatilities is given in Appia11.
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(4)(a)(iii)

(4)@)(v)

(4)@)(V)

» Corporate bonds

The annualised additional volatility over the gdturn for corporate bonds was
5.98%. This volatility was determined from a hi&tal index of corporate bond
returns.

*  Property

Property returns were decomposed into a corpa@te return plus the value of
upward only rent increases. Due to scarcity of kelardata and the serial
correlation of published indices, the property paaters were based on expert
opinion.

* Real interest rates
The model was calibrated using 5 years of realdiod rates data, instantaneous
nominal forward rates for 25 years and the RPIlaiidh rate as at December
20009.

e Correlations
Correlations between asset classes have beemd®tdrbased on internal expert

opinion and analysis of historical values. Thereations implied by the
economic scenarios generated for the valuatiomsfellows:

Corporate UK Overseay
Cash Bgnds Equities | Equities Property
Cash 100% 13% 5% 6% 7%
Corporate Bonds 13% 100% 39% 31% 31%
UK Equities 5% 39% 100% 74% 40%
OS Equities 6% 31% 74% 100% 30%
Property 7% 31% 40% 30% 100%

The asset model was used to valuertwplired example options. The same table
applies to WPSF UK and SAIF liabilities. The reéswre set out in Appendix 6.

The initial and long-term yields assudfer assets backing WPSF UK and SAIF
liabilities are shown below:

31 December 2009 31 December 2008
UK Overseas UK Overseas
% % % %
Equity dividend yield
Current 4.73 3.19 4.43 3.94
Long term 3.25 2.50 3.25 2.50
Property rental yield
Current 9.10 N/A 8.35 N/A
Long term 6.75 N/A 6.50 N/A

All overseas territories for the UK business aemated together; we do not isolate
significant territories within these.

When expressed in sterling, the entriesild be the same as for UK assets.
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(4)(@)(vi)

(4)(@)(vii)

(4)(a)(viii)

(4)(b)
(4)(c)

A table of the outstanding mean dunasiof reversionary bonus claims for material
products is:

31 December 2009

Product Proportion of total Duration

RB guarantee (%) (Years)
WPSF Bonds 16 9
WPSF OB/IB 9 8
WPSF Personal Pensions 5 10
WPSF PPRP 24 10
WPSF Group Pensions 9 10
With Profit Annuities 28 11
SAIF 9 10
Total 99 N/A

A check of the model was carried out to calculdéie tMonte Carlo) prices of the
equity put options with a strike of 80% ATM forwar@ihe results are shown below
and demonstrate that the GeneSIS model is caphl@eroducing market prices.

Term (yrs) Strike Market Price GeneSIS Price
(%) (%) (%)

Strike = 80% ATM forward
1 80.8 3.2 3.2
2 83.2 6.5 6.4
3 86.6 9.3 9.2
4 90.5 11.7 11.8
5 94.9 13.9 14.0
6 99.6 16.0 16.0
7 104.5 18.0 17.9
8 109.9 19.9 19.8
9 115.6 21.4 21.3
10 121.6 23.0 22.7

The model reproduces the current asséies for a wide range of securities, equity
options and swaptions when the future income, gairg losses are projected and
discounted to the valuation date.

The PSALM model projects 5000 sceonarover 40 years. We have demonstrated that
this produces statistically credible results, haging statistical theory and empirically
by running the model several times on randomlyedéfit sets of economic scenarios
and demonstrating that the results are materiédlsec

Not applicable

Not applicable

75



()@

G)@)()

For the WPSF UK business and SAIF, modethatiagement decisions are consistent
with the Principles and Practices of Financial Mgeraent (PPFM) available to the
public, and with the Financial Condition Reportdbmitted annually to the PAC
Board. Details are given for UK business; a simdpproach is used for the Hong
Kong business.

In practice, a range of management actions wouldobsidered at any time of stress.
The actions taken would depend on the economioakitind the financial position of
the fund at that time. The stochastic model caneftect all possible actions and so it
includes assumptions to broadly reflect the likedcisions. The assumptions made,
as described below, are therefore indicative of dbons that might be taken in
practice.

The results are sensitive to the bonus, MVR anastment policy the company
employs. The annual bonuses and investment mixdgnamically modelled in
PSALM stochastic projections. Dynamic managemetibiag are assumed to depend
on the PAC solvency position during the projectibar this purpose a PAC solvency
ratio is calculated as (assets/regulatory liabHityl) for the combined with-profits
funds, where the regulatory liability includes diooal resilience capital requirement.
Two ratios are calculated either including or erlalg the cost of personal pension
mis-selling costs (accumulated past and potentiglré costs, run-off in line with
relevant policy asset shares) as an additionabnakiasset. The appropriate ratio is
applied when deriving management actions in ordegnisure that PAC’s bonus and
investment policy remain unaffected by the chargifgersonal pension mis-selling
costs to the inherited estate in the WPSF.

Paragraphs (5)(a)(i) to (5)(a)(vii) below set dvé key management actions assumed.

Reversionary bonuses (RB)

The following rules are assumed for WPSF business:

e The initial RB rates are shown in Appendix 7.

* When the solvency ratio (including the cost of paed pension mis-selling) is at or
above 8%, RB rates are determined by comparingptbgected terminal bonus
level with the theoretical terminal bonus level tthvaould be consistent with
targeting RB rates on 60% of expected future imaest returns, net of charges.
RB rates are increased if the projected terminalbdevel is too high or decreased
if the projected terminal bonus level is too lownpared with a target range.

« If (on the RB declaration month) the solvency leigdbelow 8%, then RB rates are
reduced by 50%. If solvency recovers back abovel& RB rates are assumed to
revert back to the full level.

The following additional rules are assumed for SBiSiness:

« The calculated RB rates (ie determined by projgctite terminal bonus level) are
assumed to apply when the solvency ratio (includivegcost of personal pension
mis-selling) is at or above 16.6%.

* If (on the RB declaration month) the solvency rasidelow 8.3%, SAIF RB rates
are assumed to reduce by 90%. Between 16.6% afid ®Rency, SAIF RB rates
are reduced linearly. When the solvency ratio regssve 16.6%, RB rates return to
the full level.

< If the WPSF RB rates have been cut by 50%, the $¥BFRates derived above are
also assumed to reduce by a further 50%.
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(S)(a)(i)

Smoothing rules

Smoothing costs are determined in line with exgect@mpany practice to the extent
that this can be modelled (given the practical ttands of stochastic modelling).

The stochastic asset liability model does not tegdcific final bonus rates; instead
the approach used is to determine:

e the opening claim values by applying a ratio ofrolaalue to asset share to each
model point asset share, and

e all future claim values as equal to asset shautgest to the smoothing of claim
values and the reversionary bonus underpin (whgskcable).

The claim value between year ends is determinegicbymulating the previous year-
end smoothed claim value at a rate of return, whiaygual to the risk-free rate plus a
risk premium (which is the weighted average of tis&k premiums for each asset
class). The risk premiums are set to target amadivieind return of 7.9% over the

long term.

In the RCM scenario, the risk-free rate reducdmawith the interest rate event.
The yearly reviews adjust the claim value towah#sasset share, as follows:

e if the claim value (before the application of smongy) is withint 10% of the
target asset share, the smoothed claim value eysel to the target asset share,

« if the claim value (before the application of sntoog)) is outsidet 10% but
within + 20% of the target asset share, the smoothed efaline is moved 10%
(of the asset share) closer to the asset share,

* if the claim value (before the application of sntoog)) is outsidet 20% but
within + 33% of the target asset share, the smoothed claloe is moved to
+10% of the asset share,

« if the claim value (before the application of smung) is outsidet 33% of the
target asset share, the smoothed claim value igdhtwo thirds of the way to
the target asset share.

With-profit immediate annuities are constrainedrstitat the year-on-year change in
total annuity lies within the range -5% to 11%.

In addition to the modelling assumptions descriabdve smoothing is suspended if
the solvency ratio (including the cost of persqmatsion mis-selling) is less than 6%.
In these circumstances, for AWP and CWP produdimcvalues on maturity or
death are set equal to the greater of the guaichieeefit and the asset share. For
other decrements, claim values are set equal toasiset share. For with-profit
immediate annuities (WPIA), there is no limit tetfall in smoothed annuity that can
be applied when smoothing is suspended. The sohvetmeck is carried out monthly
for AWP business, and annually for CWP and WPIAimess, to reflect practical
constraints on when claim values can be revised.
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(5)(a)(iii) Market value reductions (MVRSs)

It is assumed that the MVR-free limit to be appliedll AWP business in the sixth
and subsequent policy years varies according tsdhency ratio (including the cost
of personal pension mis-selling), as follows:

*  When the solvency ratio is above 8%, the MVR-figstlis £25,000.
*  When the solvency ratio is between 6% and 8%, thi&Nree limit is £10,000.
¢ When the solvency ratio is below 6%, the MVR-frigaitl is zero.

« Once the MVR-free limit has fallen to £10,000 oraza does not return to
£25,000 until the solvency ratio is at least 15%.

For personal pensions, our current practice ippdyea reducing scale of MVRs on
early retirement within six years of the selectetirement date. The phasing out of
MVRs on Prudence Bond and PSA by the later of &gerfdl in-force duration of 15
years is also allowed for. For both personal jperssand Prudence Bond/PSA, it is
assumed that phased MVRs would be applied onheifblvency ratio (including the
cost of personal pension mis-selling) is at or &@%. Below 8%, full MVRs are
assumed to be applied.

The maximum MVR (as a percentage of the pre-MVihthalue) is capped at 15%
providing the solvency ratio (including the costpefsonal pension mis-selling) is at
or above 6%. When the solvency ratio is below &t MVR is not capped.

(5)(a)(iv) Frequency of bonus declarations

Bonus declarations are assumed to be made anndéaltitional mid-year bonus
declarations for accumulating with-profits (AWP)smess are made if both:

e the solvency ratio (including the cost of persgreision mis-selling) is less than
or equal to 15%, and

* the claim value to asset share ratio for AWP bussing either greater than 125%
or less than 75%.

B)(@)(v) Asset re-balancing and switching

The asset allocations are assumed to be re-balamcash annual basis towards the
long-term benchmark asset allocation. There is sgumed limit on the maximum
amount that can be re-balanced in any month.

In addition to rebalancing, asset switching (prafaom UK and overseas equities
into corporate bonds) is triggered when the solyeatio falls below 6% (including
the cost of personal pension mis-selling). The ant®to be switched are determined
as follows:

« At 6% solvency or above, UK and overseas equitiesaasumed to remain at
their long-term benchmark proportions (if switchihgs not yet taken place). If
switching has already taken place in the modelickivig from corporate bonds
back into equities (in order to return to the ldagn benchmark) can only occur
when solvency rises above 8%.

« At 2.5% solvency, UK and overseas equities arerasduo be fully switched into
corporate bonds.

« Between 6% and 2.5% solvency, the required switdbuat is determined by
linear interpolation between the limits specifidubae.
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The maximum amount that can be switched in any misn2% of total assets.

The SAIF asset share asset allocation is assuntselttte same as the WPSF but with
around 6% more corporate bonds (and around 6%rlegher assets).

The property portfolio is assumed to be illiquiceothe short term, so no switching of
property assets occurs in the model.

(5)(@)(vi) Tax on shareholders’ transfers
If the PAC solvency level (excluding the cost ofrgmnal pension mis-selling) is
above 8%, tax on shareholders’ transfers is asstionbd paid from the WPSF's free
assets.

(5)(a)(vii) Operation of SAIF
PSALM contains rules to model the SAIF PrincipldsFinancial Management. As
well as the rules set out above, this includes:

» recalculating the enhancement factor applied toFSA$set shares, with the
intention of distributing all SAIF assets (includifuture profits arising in SAIF)
to SAIF policies, and

e merging SAIF into the WPSF when SAIF assets (inagdhe bonus smoothing
account but excluding SACF) fall below £1bn, incesdin line with RPI from the
date of commencement of the Scottish Amicable seh@®97).

(5)(b) The proportion of equities and level of eesionary bonus rates after 5 and 10 years
are shown below, projected by the PSALM model agsgmarious specific constant
rates of return.

0] Based on forward rates derived from the risk freerest rate curve

Year Rate of Equity Proportion of initial RB rate
return proportion
WPSF| SAIF | WPSF - | WPSF - |SAIF —Life| SAIF-
Life Pensions Pensions
% % % % % % %
Curren N/A 42 37 10C 10C 10C 10C
5 year 3.1¢ 41 36 67 117 75 33
10 year 4.04 41 36 75 92 0 0
(ii) Based on forward rates plus 17.5% of the long-tgittryield
Year Rate of Equity Proportion of initial RB rate
return proportion
WPSF| SAIF | WPSF - | WPSF - |SAIF —Life| SAIF-
Life Pensions Pensions
% % % % % % %
Curren N/A 42 37 10C 10C 10C 10C
5 year 3.96 41 36 83 13¢ 11z 56
10 year 481 41 36 10C 13z 12 11
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(i) Based on forward rates less 17.5% of thegloerm gilt yield

Year Rate of Equity Proportion of initial RB rate
return proportion
WPSF| SAIF | WPSF - | WPSF - |SAIF —Life| SAIF -
Life Pensions Pensions

% % % % % % %
Curren N/A 42 37 10C 10C 10C 10C
5 year: 245 41 36 42 83 65 14
10 year 3.2¢ 41 36 50 58 0 14

The initial reversionary bonus rates are shownppéekdix 7.

(6) For SAIF guaranteed annuity options, modeliedPSALM, no decrements are
assumed in deferment and 10% of the annuity isnasduo be taken as cash (i.e. the
guarantee cost applies only to the remaining 90Bt)e to constrained information on
the age at vesting and the nature of the annui®yQ Gosts are calculated using an
annuity certain of 24 years.

A summary of the decrement assumptions is showimeitable below:
Product Decrement Average surrender/paid-up rate
for the policy years

1-5 6-10 11-15| 16-20
CWP savings endowment surrender 3.15 4.9% 2.70 2.70
CWP target cash endowment surrender 3.15 4.95 2.70 2.70
UWP savings endowment surrender N/A N/A N/A N/A
UWP target cash endowment surrender N/A N/A N/A N/A
UWP bond surrender 2.95 8.21 5.40 5.40
UWP bond automatic 0.00 0.00 0.00 0.00

withdrawals

CWP pension regular premium PUP 3.15 3.60 2.70 2.70
CWP pension regular premium surrender| 1.35 1.35 1.35 1.35
CWP pension single premium surrender 0.90 0.90 0.90 0.90
UWP individual pension regular premiun PUP 8.55 6.75 450 450
UWP individual pension regular premium surrender 3.15 3.15 3.15 3.15
UWP individual pension single premium | surrender 2.70 2.70 2.70 2.70

(7)

It is assumed that in extreme market scenathas group actions of policyholders

would serve to increase the costs of guaranteesmodthing. This is modelled by
assuming that decrement rates will be 10% lowen tha current best estimate. The
same assumptions are used in both the base val@attbthe RCM.

Financing costs

Not applicable
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8. Other long-term insurance liabilities

No liabilities are shown at line 46 of Form 19. hilgies shown at line 47 of Form 19 are as

follows:
With-profits Description Amount
fund £m
WPSF The tax payable from the estate in respédcitafe shareholder 640
transfers from the fund
Pensions mis-selling liabilities 384
Contingency reserve 100
SACF capital support fees receivable from SAIF )(77
Reserve for compensation in respect of complaintsiortgage 47
endowment policies
Other 22
SAIF SACF capital support fees payable to the WPSF 77
Reserve for compensation in respect of complaintsiortgage 35
endowment policies
Other 15
DCPSF Charges for guarantees and capital suppygabfeato the WPSF 148
9. Realistic current liabilities

Regulatory current liabilities comprise two elengent

(i) aprovision for the capital gains tax (CGT) expddtebe paid on unrealised investment gains,
and

(i)  other current liabilities, as reported within Fotdlines 17 to 41.

The realistic current liabilities shown at line 6LForm 19 are the same as the regulatory current
liabilities except that:

(@) the unrealised CGT provision is determined assuraidiscounted CGT rate of 19.2% rather
than the undiscounted rate of 20%, and

(b) the realistic current liabilities include cash bses which had not been paid to policyholders
prior to the end of the financial year (as showka@&m 14 line 12).
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The reconciliation of realistic to regulatory curtdiabilities is shown below:

WPSF SAIF DCPSF
£m £m £m
Current liabilities (Form 14 line 49) 2,830 572 70
Unpaid cash bonus (Form 14 line 12) 4 - -
Regulatory current liabilities 2,834 572 70
Impact of discounting CGT rate (2b) 3 -
Realistic current liabilities (Form 19 line 51) 03B 570 70

10. Risk capital margin

(&) The risk capital margin is £1,545m for the VWRBlus the DCPSF) and zero for SAIF.
This has been calculated assuming:

() a percentage change in market values, in accordaitiidNSPRU 1.3.68R, of 20.0%
for equitiesand 12.5% for real estate. The assumed percentageges for each
significant territory were the same as for Unitdddgdom assets. A fall in market values
is the more onerous.

(i) a change in the yields of United Kingdom fixed met securities of 78 bps. For
significant territories, the assumed change indgies 78 bps for the United States and
78 bps for the member states of the European Uh@ainhave adopted the euro as their
official currency (“euroland”). A fall in yields ithe more onerous. The assumed long-
term gilt yields or nearest equivalent are shownwe

Territory Long-term gilt yield Long-term gilt yield
in base valuation in RCM
% %
UK 4.45 3.67
USA 4.43 3.65
euroland 3.96 3.18

(i) in respect of credit risk, average changes in sisreand consequent changes in asset
values as follows:

(@) for bonds issued or guaranteed by an orgammsathich is a credit risk scenario
exempt organisation in accordance with INSPRU Z¥R,8no credit stress is
applied. For other bonds, spreads are assumedrease on average by 190 basis
points (assets backing WPSF & DCPSF asset shases),7 basis points (WPSF
estate) and by 199 basis points (SAIF). Asset gafineluding those in respect of
credit risk scenario exempt organisations) fall ralleby 7.9% (WPSF and
DCPSF asset shares), by 4.7% (WPSF estate) an@%y(6AIF).

(b) for debts, it is assumed that spreads increasaverage by 146 basis points and
asset values fall overall by 13.4%.

(c) no allowance is made for reinsurance credk &s the volume of reinsured with-
profits business is immaterial.

(d) no change is assumed for non-reinsurance dingragreements. These are not
considered to present a significant credit risk.
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11.

(e) for other debtors reported in lines 78 an78orm 13, it is assumed that asset
values fall overall by 1.0%.

the impact of the persistency risk scenario is\ejant to an increase in the realistic

that any change in asset values in (iii) is indejeen of the change in liability values in

In the risk capital margin calculation the mg@iment actions assumed are the same as

The assets allocated to support the WPBPRRL and the reserve for unrealised capital
gains reflect the actual mix of the assets bacthiege liabilities. Current assets are used
to support current liabilities. The RCM is backsdsirplus fixed interest assets.

For the WPSF and SAIF none of the assets heldover the risk capital margin are

(iv)
value of liabilities of 0.4% for the WPSF and 0.786 SAIF.
(v)
(iv).
(b) )
those set out in 6.(5)(a).
There are no changes to other assumptions.
) (@)
(ii)
outside the respective fund.
For the DCPSF the assets backing the RCM are helkiWPSF.
Tax

The treatment of tax is set out below.

() The investment returns credited to the witbfgis benefits reserves include an allowance for
tax deducted during 2009 at the rates shown bdtather adjustments may be made from
time to time to bring the tax charged to assetesharto line with the aggregate tax actually
paid and expected to be paid in the future. Taxsloareholders transfers is not currently

deducted from asset shares.

(i)  The future policy related liabilities includdlowance for tax on future investment returns and
tax relief on expenses at current rates of taxaatig for any likely deferral of tax on capital
gains, as shown in the table below.

(i) The realistic current liabilities include geserve for unrealised capital gains which is the
regulatory reserve except that a discounted ral® @ rather than 20% is applied.

TAX RATES WPSF and SAIF'
Source Tax Rate
Franked Investment Income 0.0%
Unfranked Investment Income (fixed interest anchtas 20.0%
Unfranked Investment Income (property) 20.0%
Capital Gains 19.2%
Initial Expense Relief 15.0%
Renewal Expense Relief 20.0%
Shareholder Transfers (gross business) 38.9%
Shareholder Transfers (net business) 7.2%

Tax is not applied to pensions or DCPSF busindsar dhan in respect of tax on shareholders’ trassfem

the WPSF.
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12.

Derivatives

The WPSF and SAIF hold:

Exchange traded equity index and fixed income &guPositions are used either:

(a) to reflect tactical asset allocation (short termelws around the strategic (long term)
benchmark, or

(b) as part of a delta hedging programme to protecintherited estate from large falls in equity
values.

Equity index options to protect the inherited esfabm large falls in equity values.

Forward currency contracts primarily to hedge auryerisk arising from US and European bond
exposures, but also to implement tactical assetation positions.

Over-the-counter (OTC) equity single stock optitmacrease the equity exposure of the
convertible bond sub-fund.

OTC fixed income derivatives positions to convéoafing rate assets into fixed rate assets.
OTC interest rate swaps to change the averagei@uiftthe fixed interest portfolio.

OTC total return swaps based on the IPD AnnuaPAdiperty index to adjust tactically the fund's
exposure to property.

Index and single name credit default swaps to aszer decrease credit exposure.

SAIF holds OTC swaptions to partially hedge itsrgnéeed annuity liabilities.
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13.

14.

Analysis of change in working capital

WPSF SAIF
£m £m
Working capital at 1 January 2009 5,363 -
Reversal of zeroisation by closed funds - 169
Working capital at 1 January 2009 prior to zerdisat 5,363 169
Assets:
Investment return on opening working capitak(eding PAL) 297 19
Return on PAL 172 -
Investment return on assets backing liabilities (220) 177
Excess (over expected cost) of 2009 claim whwer asset shares (156) (166)
Change in cost of guarantees, options, and smapthin
2009 economic experience 402 81
Economic assumption changes 602 145
Non-economic assumption changes 12 -
Model enhancements 138 -
Impact of new business (148) -
Change in bonus smoothing account charges - 69
Other 19 (51)
Other:
Change in contingency reserve (100) -
Other 60 21
Working capital at 31 December 2009 prior to zextiis 6,441 464
Zeroisation by closed funds - (464)
Working capital at 31 December 2009 6,441 -

Optional disclosure

Not applicable
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Appendix 6

Asset type K=0.75
n 5 15 25 35
Annualised compound equivalent of the risk frae essumed for the period 3.13% A4.77% 4.70% 4.56%
1 Risk-free zero coupon bond 858,465 495,404 314,10[7 208,484
2 FTSE All Share Index (p=1) 113,997 238,017 317,425 390,491
3 FTSE All Share Index (p=0.8) 104,129 182,571 218,67p 249,180
4 Property (p=1) 34,516 104,875 173,269 247,101
5 Property (p=0.8) 28,840 67,947 99,67 136,109
6 15 year risk free zero coupon bonds (p=1) 4,737 9,205 7,986 15,6211
7 15 year risk free zero coupon bonds (p=0.8) 3,321 2,230 734 1,392
8 15 year corporate bonds (p=1) 13,584 40,810 71,246 117,368
9 15 year corporate bonds (p=0.8) 10,460 19,075 28,211 43,980
10 Portfolio of 65% FTSE All Share and 35% propéptyl) 67,163 165,423 239,034 315,3R5
11 Portfolio of 65% FTSE All Share and 35% propépty0.8) 59,465 118,809 154,090 188,860
12 Portfolio of 65% FTSE All Share and 35% 15 fie zero coupon bonds (p=1) 49,308 124,348 179)47@39,869
13 Portfolio of 65% FTSE All Share and 35% 15 ffi@e zero coupon bonds (p=0.8) 42,007 83,745 16670 131,200
14 Portfolio of 40% equity, 15% property, 22.5%yEar risk free zero coupon
bonds and 22.5% 15 year corporate bonds (p=1) 2652 80,389 128,901 186,83¢
15 Portfolio of 40% equity, 15% property, 22.5%yEar risk free zero coupon
bonds and 22.5% 15 year corporate bonds (p=0.8) 7321, 46,648 67,603 91,790
L=15
16 Receiver swaptions 3.66% | 6.24% | 4.95% ] 3.38%
Asset type K=1
n 5 15 25 35
Annualised compound equivalent of the risk frae essumed for the period X X X X
1 Risk-free zero coupon bond X X X X
2 FTSE All Share Index (p=1) 248,998 401,418 496,201 582,340
3 FTSE All Share Index (p=0.8) 230,652 314,552 350,256 379,950
4 Property (p=1) 141,665| 238,447  32506Pp 414,367
5 Property (p=0.8) 125,354 164,023 199,770 238,430
6 15 year risk free zero coupon bonds (p=1) 75,092 81,514 74,861 91,752
7 15 year risk free zero coupon bonds (p=0.8) 60,237 31,879 13,912 13,479
8 15 year corporate bonds (p=1) 100,213 150,341 196,01 258,157
9 15 year corporate bonds (p=0.8) 84,109 84,703 90,294 111,043
10 Portfolio of 65% FTSE All Share and 35% propépy1) 187,850 312,60 402,324 492,884
11 Portfolio of 65% FTSE All Share and 35% propépty0.8) 170,080 232,886 268,163 305,780
12 Portfolio of 65% FTSE All Share and 35% 15 fige zero coupon bonds (p=1) 162,7R0 261,059 380)16 406,092
13 Portfolio of 65% FTSE All Share and 35% 15 ffide zero coupon bonds (p=0.8) 145,640 185,260 82@5, 231,371
14 Portfolio of 40% equity, 15% property, 22.5%yEar risk free zero coupon
bonds and 22.5% 15 year corporate bonds (p=1) 125,749 204,907 266,88b 345,192
15 Portfolio of 40% equity, 15% property, 22.5%yEar risk free zero coupon
bonds and 22.5% 15 year corporate bonds (p=0.8) 4809 134,104 152,038 178,968
L=20
16 Receiver swaptions 473% | 747% | 5.76%] 3.94%
Asset type K=15
n 5 15 25 35
Annualised compound equivalent of the risk frae essumed for the period X X X X
1 Risk-free zero coupon bond X X X X
2 FTSE All Share Index (p=1) 616,092 784,625 890,30[L 993,871
3 FTSE All Share Index (p=0.8) 579,335 631,113 646,638 665,015
4 Property (p=1) 524577| 610,269 700,830 797,754
5 Property (p=0.8) 483,899 455,863 463,753 489,213
6 15 year risk free zero coupon bonds (p=1) 499,426 477,974 454,994 443,7%2
7 15 year risk free zero coupon bonds (p=0.8) 455,498 301,145 194,12D 146,656
8 15 year corporate bonds (p=1) 514,398 538,470 576,95p 638,548
9 15 year corporate bonds (p=0.8) 471,290 371,066 329,47p 328,127
10 Portfolio of 65% FTSE All Share and 35% propépy1) 562,748 684,744 785,908 888,7]70
11 Portfolio of 65% FTSE All Share and 35% propépty0.8) 524,493 532,218 546,520 571,133
12 Portfolio of 65% FTSE All Share and 35% 15 fige zero coupon bonds (p=1) 541,07 628,381 7@4}19 790,019
13 Portfolio of 65% FTSE All Share and 35% 15 fige zero coupon bonds (p=0.8) 501,330 475,616 9967, 481,279
14 Portfolio of 40% equity, 15% property, 22.5%yEar risk free zero coupon
bonds and 22.5% 15 year corporate bonds (p=1) 920,2 573,880 639,681 721,608
15 Portfolio of 40% equity, 15% property, 22.5%yEar risk free zero coupon
bonds and 22.5% 15 year corporate bonds (p=0.8) 479,105 416,747 401,98D 417,912
L=25
16 Receiver swaptions 571% | 8.44% | 6.37%] 4.36%
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Appendix 7

Initial reversionary bonus (RB) rates in stochagéluation

RB rates
%

Life & Pensions
1. PSA/PIB 3.00
2. Personal Pensions 3.00
3. OB assurances 1.2/2.5
4, IB assurances 1.1/2.3
5. PPRP 0.25/0.50
Annuities
6. Annuities 1.50
Corporate
8. Unitised 3.25
9a. DC Cash Accumulation 2.75
9b. DB Cash Accumulation 2.25
10. AVC Cash Accumulation 2.75
12. Pension Savings Plan 2.25
IFA
13. Prudence Bond

- Standard 3.00

- High RB 3.75
14. Prudential Pensions 3.00
15. SAL Life 2.75
16. SAL Pensions

- Funds 5, 6 3.125
SAIF?
17. Principal Endowment 0.80/1.50
20. Flexipension (series 1) 0.40/0.90
21. Life 2.00
22. Pensions — Funds 3 & 4 2.25

! Subject to a guarantee of 4.75%, 2.50% for certain earlier business

2 SAIF projected rates are reduced by applying the PAC solvency adjustment factor

Where two rates are shown, the first is the rateB®fadded to the original sum assured and the sesdhe rate
of RB added to existing RB.
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Appendix 8

The tables below show the Reversionary Bonus (R&srand the Terminal Bonus (TB) as a

proportion of the Sum Assured.

OB Assurances

Reversionary Bonus Rates

2009 Actual 2010 2011 Ultimate
RB on SA 1.2% 1.2% 1.2% 1.2%
RB on RB 2.5% 2.5% 2.5% 2.5%
TB as a proportion of Sum Assured
Term 2009 2010 2011 2012 2013
10 15% 20% 21% 21% 20%
15 24% 25% 24% 25% 34%
20 51% 45% 42% 35% 38%
25 65% 60% 61% 61% 63%
30 137% 117% 88% 63% 56%
PPRP Regular Premium
Reversionary Bonus Rates
2009 2010 2011 Ultimate
RB on SA 0.25% 0.25% 0.25% 0.25%
RB on RB 0.50% 0.50% 0.50% 0.50%
TB as a proportion of Sum Assured
Term 2009 2010 2011 2012 2013
10 7% 8% 16% 17% 14%
15 9% 3% 5% 8% 10%
20 16% 14% 7% 10% 11%
25 0% 0% 0% 7% 14%
30 47% 13% 2% 0% 0%
PPRP Single Premium
Reversionary Bonus Rates
2009 2010 2011 Ultimate
RB on SA 0.25% 0.25% 0.25% 0.25%
RB on RB 0.50% 0.50% 0.50% 0.50%
TB as a proportion of Sum Assured
Term 2009 2010 2011 2012 2013
10 0% 0% 26% 38% 34%
15 28% 11% 6% 1% 0%
20 8% 0% 0% 0% 43%
25 72% 44% 33% 23% 14%
30 199% 183% 155% 133% 115%
PP Regular Premium
Reversionary Bonus Rates
2009 actual 2010 2011 Ultimate
RB rate 3.00% 2.50% 2.50% 2.50%
TB as a proportion of Sum Assured
Term 2009 2010 2011 2012 2013
10 9% 10% 13% 13% 13%
15 13% 13% 15% 16% 17%
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Appendix 9
The table below shows the instantaneous risk-fseedrd rates used to calibrate the nominal interest
rate model.

Year 31 December 2009 31 December 2008
0 0.61 1.54
1 1.48 1.20
2 2.95 2.82
3 3.84 3.58
4 4.48 3.89
5 4.96 4.04
6 5.32 412
7 5.55 4.17
8 5.68 4.23
9 5.71 4.32

10 5.68 4.45
11 5.60 4.61
12 5.49 4.78
13 5.36 491
14 5.22 5.00
15 5.08 5.04
16 4.94 5.02
17 4.81 4.94
18 4.69 4.80
19 4,58 4.62
20 4.48 4.42
21 4.39 4.20
22 4.31 3.97
23 4.24 3.76
24 4.17 3.57
25 411 3.41
26 4.11 3.41
27 411 3.41
28 4.11 3.41
29 4.11 3.41
30 411 3.41
31 4.11 3.41
32 411 3.41
33 4.11 3.41
34 411 3.41
35 411 3.41
36 4.11 3.41
37 411 3.41
38 4.11 3.41
39 411 3.41
40 4.11 3.41
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Appendix 10
The table below shows the UK equity volatilitiedabed for the GeneSIS asset model calibration.

100% 90% 80% Average
Year

at the money at the money | at the money moneyness
1 22.69% 25.54% 28.67% 27.98%
2 23.93% 26.10% 28.45% 27.93%
3 24.71% 26.56% 28.50% 28.07%
4 25.28% 26.87% 28.58% 28.20%
5 25.70% 27.15% 28.68% 28.34%
6 26.12% 27.42% 28.82% 28.51%
7 26.52% 27.74% 29.06% 28.77%
8 26.84% 27.99% 29.25% 28.97%
9 26.97% 28.08% 29.25% 28.99%
10 27.07% 28.15% 29.31% 29.05%

Appendix 11

The table below shows the final term structurel&requity volatilities used in the GeneSIS asset
model calibration.

Equity volatilities (%)

Year UK Overseas
0 27.78 25.01
1 27.50 24.75
2 27.41 24.67
3 27.26 24.54
4 27.14 24.42
5 27.19 24.47
6 27.65 24.89
7 27.37 24.63
8 25.92 23.33
9 25.89 23.30

10 25.53 22.98
11 24.41 21.97
12 23.28 20.95
13 22.16 19.94
14 21.03 18.93
15 20.00 18.00
16 20.00 18.00
17 20.00 18.00
18 20.00 18.00
19 20.00 18.00
20 20.00 18.00
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