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PRUDENTIAL (AN) LIMITED

Incorporated and registered in England and Walegidiered no. 1347088

DIRECTORS’ REPORT FOR THE YEAR ENDED 31 DECEMBER 2009

Principal activity

The principal activity of the Company in the coucf€2009 was the transaction of long-term pensantlife insurance
business in the United Kingdom. This will contirine2010.

Business review

Throughout 2009 the Company continued its arrangé&sneith The Prudential Assurance Company LimitBAQC)

under which it reinsures the risks associated With its unit linked pensions business and witHifgrgolicies. The
Company writes mostly pension and some life progititht were previously sold to the customers ofeédbNational.
Although no active selling continues, new businssgenerated as policyholders top up existing pEdi@and when
existing policyholders switch from pensions intonaity contracts. In common with other UK long-teinsurance
companies, the Company’s products are structuresitiaer with-profits (or participating) products, mon-participating
products including annuities in payment and umikdid products. Depending upon the structure, theellof

shareholders’ interest in the value of policies #mal related profit or loss varies. The profitsnfr almost all of the
Company’s non-participating business accrue satehareholders.

Market review and strateqy

The operations of the Company are managed as painedJK Insurance Operations (UKIO) of the Prudknplc
Group. UKIO’s long-term products consist of lifesimance, pension products and pension annuitie009, it
continued its strategy of selectively competingaieas of the retirement savings and income maskbese it can
generate attractive returns. The Company remaicisséed on maximising value from the opportunitpraféd by the
fast growing need for retirement solutions.

Risks & uncertainties

The Company is a wholly owned subsidiary within @eup, Prudential plc and as such forms a patti@bverall risk

management process of the Group. A significant giathe Group’s business involves the acceptandenaanagement
of risk. The Group has a Risk Framework requirgigbusinesses and functions within the Groupineluding the

Company, to establish processes for identifyingjuating and managing key risks. The system efial control is an
essential and integral part of the risk managementess. As part of the annual preparation dbitsiness plan, all of
the Group’s businesses and functions are requiredhrtry out a review of risks including an assesaroé the impact

and likelihood of key risks and effectiveness of ttontrols in place to manage them. The assessmeaviewed

regularly throughout the year and all businessesfanctions within the Group are required to canfiannually that
they have undertaken risk management. Actual peeince is regularly monitored against the busipéess. Detailed

procedures are laid down in financial and actugniatedure manuals. The insurance operationseoGtioup, such as
the Company, also prepare a financial conditiomrep

Further detail about the key risks and uncertaraigecting the Company is provided in the sectieingincial Risk
Management, Market Risk, Credit Risk and LiquidRysk in note 7 and in the financial statements @ parent
company, PAC.

Performance and measurement

The results of the Company for the year as seboypages 8 and 9 show a profit on ordinary actisitiefore tax of
£619,000 (2008:£1,784,000).

The shareholders’ funds of the Company total £25@® (2008:£24,526,000).

The Company does not report against Key Performbmaieators in its Business Review. This is beeate Company is
part of the wider Prudential Group and the Grolguisiness is managed on a divisional basis suchKasnklrance
Operations. Key Performance Indicators existliermanagement of the divisions, of which this Camgfsabusiness forms
a part. The divisional Key Performance Indicat@as be found in the Annual Report of Prudential plc



PRUDENTIAL (AN) LIMITED

DIRECTORS’ REPORT FOR THE YEAR ENDED 31 DECEMBER 2009 (continued)

Corporate responsibility

The Company is a wholly owned subsidiary within Bredential Group and corporate responsibility (&R)
philosophy that is firmly embedded in Prudentialfserations around the world as an integral pakioef the
organisation does business. The organisation sttiveninimise the social, ethical and environmeimtglact of its
activities and to maximise the opportunities. Tinpartance of engaging with stakeholders and redpgnd their
concerns is recognised. To do this the organisatiaimtains a regular dialogue and conducts periadiearch on the
issues that matter most to them.

In 2009, financial institutions came under contohgerutiny as a result of the market turmoil. hasice companies are,
however, fundamentally different from banks becéahsg invest in assets for the long-term. Durimg financial

turmoil the organisation played a significant rtaehelp stabilise the market by providing liquidéyring difficult times
to the benefit of the whole economy.

Insurance companies have a unique role in sociehelping people manage uncertainty and plan fooee secure
future. In this way, the organisation’s commerei@ue is linked to the social value of what is offé to its customers.

The approach to CR is underpinned by the orgapisatfounding values of integrity, security and ¢gence.
Throughout its 160-year history the organisatios la@en committed to helping its customers

safeguard their financial security and protectrtfanilies. This, together with the contributianthe well-being of the
communities in which the organisation operateasistrong today as it has always been.

The Group, of which the Company is a part, has logeel a Group Governance Framework which is undaga by a
Group Governance Manual and associated procebséate 2008, the CR framework was enhanced thidurdrive
sustainability performance, provide greater focugptogrammes and activities, and to enable a camsistent
approach to reporting. The CR activities are fradmeund five core themes:

Insightful and transparent products meetingarust needs
Best people for the best performing business
Protecting the environment

Supporting local communities

Accountability and governance

agrwdRE

While the Group sets the overall strategy for G, ftamework gives the Company the flexibility haplement
programmes that best meets its markets. This résegythat the people on the ground are closeketpdustomers, and
their communities, and know best how to meet the&ds and expectations.

The Prudential plc Board discusses the Group’s @fopmance at least once a year and also reviewsgproves the
Group CR Report and strategy on an annual basiewBhe Board, the Responsibility Committee congsisenior
representatives from relevant Group functions awhef our core businesses, such as the Comparig.cdmmittee is
responsible for monitoring the Group’s CR actigtend for raising issues that need to be addressed.

Post Balance Sheet Events

There have been no significant events affectingCtbepany since the balance sheet date.
Accounts

The state of affairs of the Company at 31 DecerdB€® is shown in the balance sheet on page 11.pidfi¢ and loss
account appears on pages 8 and 9.



PRUDENTIAL (AN) LIMITED

DIRECTORS’ REPORT FOR THE YEAR ENDED 31 DECEMBER 2009 (continued)
Share Capital

There have been no changes to share capital yetre

Dividends

No dividend was paid in the year (2008: £Nil).

Payment policy

The Company does not have any trade creditorstardfore codes or standards on payment practiceliaolbsure of
trade creditor days are not applicable.

Directors

The present directors are shown on page 1.

Mr F A O’Dwyer was appointed as a director on 5usag 2009.

Mr S Allen resigned as a director of the Compangbrbecember 2009.

There were no other changes during the year.



PRUDENTIAL (AN) LIMITED
DIRECTORS’ REPORT FOR THE YEAR ENDED 31 DECEMBER 2009 (continued)

Disclosure to auditor

The directors who held office at the date of approval of this directors’ report confirm that, so far as they are each aware,
there is no relevant audit information of which the Company’s auditor is unaware; and each director has taken all the
steps that he ought to have taken as a director to make himself aware of any relevant audit information and to establish
that the Company’s auditor is aware of that information. This confirmation is given and should be interpreted in
accordance with the provisions of Section 418 of the Companies Act 2006.

Auditor

In accordance with Section 487(2) of the Companies Act 2006, KPMG Audit Plc will be deemed to be re-appointed
auditor of the Company for the current financial year.

Directors' and officers' protection

Prudential plc has arranged appropriate insurance cover in respect of legal action against directors and senior managers
of companies within the Prudential Group. In addition, the Articles of Association of the Company permit the directors,
officers and employees of the Company to be indemnified in respect of Habilities incurred as a result of their office,

On behalf of the Board of directors.

L S

Julie McLeod
On behalf of Prudential Group Secretarial Services Limited
Secretary

26th March 2010



PRUDENTIAL (AN) LIMITED

STATEMENT OF DIRECTORS® RESPONSIBILITIES IN RESPECT OF THE
DIRECTORS’ REPORT AND THE FINANCIAL STATEMENTS

The directors are responsible for preparing the Annual Report and the financial statements in accordance with applicable
law and regulations.

Company law requires the directors to prepare financial statements for each financial year. Under that law they have
elected to prepare the financial statements in accordance with UK Accounting Standards and applicable law (UK
Generally Accepted Accounting Practice).

Under company law the directors must not approve the financial statements unless they are satisfied that they give a true

and fair view of the state of affairs of the company and of the profit or loss of the company for that period. In preparing

these financial statements, the directors are required to:

* select suitable accounting policies and then apply them consistently;

* make judgements and estimates that are reasonable and prudent;

e state whether applicable UK Accounting Standards have been followed, subject to any material departures disclosed
and explained in the financial statements; and

* prepare the financial statements on the going concern basis unless it is inappropriate to presume that the company

will continue in business.

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
company's transactions and disclose with reasonable accuracy at any time the financial position of the company and
enable them to ensure that the financial statements comply with the Companies Act 2006. They have general
responsibility for taking such steps as are reasonably open to them to safeguard the assets of the company and to prevent
and detect fraud and other irregularities.

Under applicable law and regulations, the directors are also responsible for preparing a Directors' Report, that complies
with that law and those regulations. .

The directors are responsible for the maintenance and integrity of the corporate and financial information inciuded on the
company's website. Legislation in the UK governing the preparation and dissemination of financial statements may differ

from legistation in other jurisdictions.

DS el

D J Belsham
Director

26th March 2010



PRUDENTIAL (AN) LIMITED

INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF PRUDENTIAL {AN) LIMITED

'We have audited the financial statements of Prudential (AN) Limited for the year ended 31 December 2009 set out on
pages 8 to 26. The financial reporting framework that has been applied in their preparation is applicable law and UK
Accounting Standards (UK Generally Accepted Accounting Practice).

This report is made solely to the company's members, as a body, in accordance with sections Chapter 3 of Part 16 of the
Companies Act 2006, Our audit work has been undertaken so that we might state to the company's members those
matters we are required to state to them in an auditors' report and for no other purpose. To the fullest extent permitted by
law, we do not accept or assume responsibility to anyone other than the company and the company's members, as a body,
for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

As explained more fully in the Directors' Responsibilities Statement set out on page 6, the directors are responsible for
the preparation of the financial statements and for being satisfied that they give a true and fair view. Our responsibility is
to audit the financial statements in accordance with applicable law and International Standards on Auditing (UK and
Ireland). Those standards require us to comply with the Auditing Practices Board's (APB's) Ethical Standards for

Auditors.
Scope of the audit of the financial statements

A description of the scope of an audit of financial statements is provided on the APB's web-site at
www.frc.org.uk/apb/scope/UKP.

Opinion on finzancial statements

In our opinion the financial statements:

¢ give a true and fair view of the state of the company's affairs as at 31 December 2009 and of its profit for the year
then ended; '

*  have been properly prepared in accordance with UK Generally Accepted Accounting Practice; and

®  have been prepared in accordance with the requirements of the Companies Act 2006.

Opinion on other matters presceribed by the Companies Act 2006

In our opinion the information given in the Directors' Report for the financial year for which the financial statements are
prepared is consistent with the financial statements.

Matters on which we are required to report by exception

We have nothing to report in respect of the following:
Under the Companies Act 2006 we are required to report to you if, in our opinion:
s adequate accounting records have not been kept, or returns adequate for our audit have not been received from
branches not visited by us; or
the financial statements are not in agreement with the accounting records and returns; or
certain disclosures of directors' remuneration specified by law are not made; or
we have not received all the information and explanations we require for our audit.

Chris Moulder (Senior Statutory Auditor)

for and on behalf of KPMG Audit Ple, Statutory Auditer
Chartered Accountants

1 Canada Square

Canary Wharf

London
El14 5AG 26 March 2010



PRUDENTIAL (AN) LIMITED

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31 DECEMBER 2009

Technical Account - Long Term Business 2009
£000
Notes
Earned premiums, net of reinsurance
Gross premiums written 2 1,113
Outward reinsurance premiums (1,104)
9
Investment income 3 374
Other technical income 762
1,136

Claims incurred, net of reinsurance

Claims paid - gross amount (10,559)
- reinsurers’ share 10,586
27
Change in the provision for claims
- gross amount 9 (281)
(281)
Change in other technical provisions, net of reinsance
Long term business provision, net of reinsurance
- gross amount 704
- reinsurers’ share (499)
9 205
Other charges
Net operating expenses - administrative expenses 1,044)
Investment expenses and charges 3 (70)
Unrealised (losses)/gains on investments 3 (124)
Tax attributable to the long term business 4 40
1,198
Balance on the technical account - long term busise 102

All of the amounts above are in respect of contiguwoperations.

The notes on pages 12 to 26 form an integral gahese financial statement

2008
£000

1,772
(1,764)

8

667
145

812

(19,417)
17,511

(1,906)

1,418

1,418

13,970
(12,936)

1,034



PRUDENTIAL (AN) LIMITED

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31 DECEMBER 2009
(continued)

Non-Technical Account 2009 2008
£000 £000

Notes
Balance on the technical account — long term busise (102) 834

Tax (charge)/credit attributable to the balancehentechnical

account — long term business 4 (40) 333
Balance on the long term business technical acdmfotre tax (T42) m
Investment income 3 839 619
Unrealised losses on investments 3 (78) (2)
Operating profit on ordinary activities before tax 619 Nm
Tax on profit on ordinary activities 4 (93) (502)
Profit for the financial year E @

The Company has no recognised gains or losses threthose reported in the profit and loss account

In accordance with the amendment to Financial RemgpiStandard 3 (FRS 3) published in June 1999 oke wf
historical cost profits has been prepared as tiragany’s only material gains and losses on ase&tterto the holding
and disposal of investments.

All of the amounts above are in respect of contiguwoperations.

The notes on pages 12 to 26 form an integral gahese financial statement



PRUDENTIAL (AN) LIMITED

Reconciliation of movements in shareholders’ fund#or the year ended 31 December 2009

Profit for the financial year

Net movement in shareholders’ funds

Shareholders’ funds at beginning of year

Shareholders’ funds at end of year

The notes on pages 12 to 26 form an integral gahese financial statement

10

2009
£000

526

526

2008
£000

1,282

1,282



PRUDENTIAL (AN) LIMITED

BALANCE SHEET AS AT 31 DECEMBER 2009

ASSETS

Investments
Investments in group undertakings - loans
Other financial investments

Reinsurers’ share of technical provisions
Long term business provision
Technical provision for linked liabilities

Debtors

Debtors arising out of reinsurance operations
Other debtors

Deferred tax asset

Other Assets
Cash at bank and in hand

Prepayment and accrued income
Accrued interest and rent

Total assets
LIABILITIES
Capital and reserves

Called up share capital
Profit and loss account

Total shareholders’ funds attributable to equity interests

Technical provisions
Long term business provision
Claims outstanding

Technical provisions for linked liabilities

Provision for other risks and charges
Deferred taxation

Creditors

Other creditors including taxation and social security

Accruals and deferred income

Total liabilities

Notes

-3

~)

oo

i4

2,10

11

12

13

2009
£000

12,813
12,894

25,707

106,142
75,489

181,631

33
1,062

4,504

138

18,000
7,052

25,052

110,579
649

111,228

75,489

104

279

923

213.075

The accounts on pages 8 to 26 were approved by the board of directors on 26th March 2010

DT el

D J Belsham

. Director

2008
£000

12,191
16,317

28,508

106,641
73,442

180,083

8
1,778
43

996

24

18,000
6,526

24,526

111,283
368

111,651

73,442

838

983



PRUDENTIAL (AN) LIMITED

NOTES TO THE ACCOUNTS
1. Accounting Policies
A. Change in accounting policies

The Company has implemented the following changgseéparing its results for the year ended 31 Déesr009.
These standards closely reflect the requiremenitstefational Financial Reporting Standards (IFB&) form part of
the continuing convergence of IFRS in the UK.

Amendments to FRS 29 — Improving Disclosures Alfénancial Instruments

In May 2009 the Accounting Standards Board (ASBjraped the ‘Amendments to FRS 29 — Improving Disales
About Financial Instruments’, effective from 1 Janu2009, which requires enhanced disclosures daoutalue
measurements and liquidity risk. The amendmemisidie the introduction of a three-level hierarcbyfair value
measurement disclosures and additional disclosrest the relative reliability of fair value measonents. This has
been included in Note 7.

Amendments to FRS 8 — Related Party Transactions

The amendments to FRS 8 ‘Related Party Transatteeame effective for the Company in 2009. ThenBany is
required under the amendment to disclose any ttinsa with subsidiaries which are not wholly-own&tie Company
did not have any disclosable transactions undsrattmendment.

Additionally, in 2009, the Company also adoptedftiilowing new accounting pronouncements for whtiohir adoption
has no material impact on the financial statemehtse Company:

< Amendment on FRS 26 financial instruments — elegietdged items

¢ Amendments to UITF Abstract 42 and FRS 26 — Embeédivatives

¢ Amendments to FRS 20 ‘Share-based Payment — V&stinditions and Cancellations’

« Improvements to Financial Reporting Standards

B. Basis of Preparation

The financial statements are prepared in accordaitbePart 15 of the Companies Act 2006 and Sche@ubf The
Large and Medium-sized Companies and Groups (Adscamd Reports) Regulations 2008. The financatestents
comply with applicable accounting standards and AB& SORP, and have been prepared under the hiatocbst
accounting rules, modified to include the revalmatf investments.

The Company has taken advantage of the exemptider itRS1 (Revised) from preparing a cash flow state. The
Company has not presented a capital position seatewith supporting disclosures under FRS 27 orbtsis that the
Company is more than 90 per cent owned within agend the Company is included in the publicly k@é
Prudential group financial statements which prowdermation on a group basis complying with theguirement.

Going concern

The directors have a reasonable expectation thaftimpany will be able to continue in operationastence for the
foreseeable future and thus continue to adoptdi®g-oncern basis of accounting in preparing ith@nicial statements.
This conclusion has been based upon the followtlregCompany is a subsidiary within the Prudentiadup and it, its
parent company and the ultimate parent compangargnuing to trade and there are no plans foridigtion, the
Company has a healthy solvency margin, well in sxa# the regulatory capital resource requirenand, has very low
debt-financing. In addition consideration has ddsen given to the Company’'s performance, the mankehich it
operates, its strategy and risks and uncertairageset out in the Business Review on pages 2tte4nanagement of
financial risk as set out in Note 7, includingetgoosure to liquidity risk and credit risk.

12



PRUDENTIAL (AN) LIMITED

NOTES TO THE ACCOUNTS (continued)
1. Accounting Policies (continued)
C. Long-term Business

Under FRS 26, the measurement basis of assetsadnilities of long term business contracts is dejggn upon the
classification of the contracts as either insuracastracts, if the level of insurance risk is sfgaint, or investment
contracts if the risk is insignificant. A furthelistinction is made between investment contracth wnd without
discretionary participation features. Discretiongarticipation features represent the contractigthtrto receive
additional benefits as a supplement to guaranteseflis. The Company’s contracts are mainly unkéd contracts
which are investment contracts without discretignzarticipating features. Insurance contracts andstment contracts
with discretionary participation features are aeted for under previously applied UK GAAP, as set im the ABI
SORP.

Investment contracts without discretionary partitipn features are closer in nature to a depgéét atrangement between
the investors and the Company. Premiums and waitteds for these contracts are recorded within #terce sheet as a
movement on the investors’ liability and the loega business technical account reflects the femieg expenses and
taxation on the contract.

If these contracts involve up-front charges, thtome is also deferred and amortised through timital account in line
with contractual service provision. The provisidmsinvestment contracts without discretionarytiggration features are
included in Technical Provisions for Linked Liabés in the balance sheet.

For unit linked business premiums are accounted/ii@n the liabilities arising from the premiums ereated. Premiums
exclude any taxes or duties based on premiumsidPerannuity contracts that vest during the yeaiiraluded in claims
incurred and premium income at the annulity purchpase.

Claims paid include maturities, annuities, surres@ad death. Maturity claims are accounted faherpolicy maturity
date. Annuity claims are accounted for when theuiiyn becomes due for payment. Surrenders areuats for when paid
and death claims when notified.

D. Long-term business provision

The long term business provision is determined hy €ompany’s directors based on advice from the pgamyis

actuarial function holder, who determined the psmn using recognised actuarial methods, with dagamd to the
actuarial principles laid down in Directive 2002/88. It is calculated initially on a statutory wehcy basis to comply
with the reporting requirements under the FinanSexlvices and Markets Act 2000. The valuatiorhéntmodified to
remove certain resilience, contingency and othsemes required by Prudential Sourcebook issuethéyFinancial
Services Authority.

For unit-linked business, the calculation of thedderm business provision in respect of the promifor future
expenses compares the projected future revenuanstfeom each individual policy against the policglsare of
projected future expenses using prudent assumptghere there is a deficit in the projected reveoompared to the
projected level of charges, and such deficits milift be offset by projected excesses in the pregegiars, a provision
for future expenses is required. This provisiormatculated by discounting the deficits at a pruddistount rate. The
assumptions to which the long-term business prowig particularly sensitive are the interest taded to discount the
provision, the rate of fund growth on units and aissumed level of future expenses. The key assongpéire disclosed
in note 10 of the financial statements.

For annuity business, the calculation is based afiseounted value of projected future annuity paymeplus an
allowance for expenses. The projected amounts asedoon prudent assumptions of mortality and exgserand these
are discounted at a prudent discount rate. Theigioovis sensitive to each of these assumptionsalmost all of this
business is reassured.

13



PRUDENTIAL (AN) LIMITED

NOTES TO THE ACCOUNTS (continued)

1. Accounting Policies (continued)

For term assurance business, the net premium i@uaiethod has been used to calculate the longtesimess
provision. The net premium is calculated such ithabuld be exactly sufficient at the outset of fhicy to provide the
discounted value of the guaranteed death and rmyahanefits. The provision is then calculated bgtecting the
present value of future net premiums from the pregelue of future benefits using a prudent distoate. As this
business forms only a small part of the long-tetsitess provision, the provision is not particylaensitive to the
assumptions used.

D. Long-term business provision (continued)

For accumulating with-profits policies the provisibas been taken as the lower of:

- the accumulated fund or the value at the bid psfdbe notional number of units allocated to pdhclders, in both
cases excluding terminal bonus, and

- the surrender or transfer value which, having re@gampolicyholders' reasonable expectations, wbelgayable at
the valuation date,

or, if greater, the value of the guaranteed lifibdi excluding terminal bonus calculated on a gm&snium bonus

reserve method. For the purpose of calculatindigidity using the bonus reserve method, the meslinterest rate of

1.6% has been used and future reversionary boansessumed to fall from current levels to zero édiately.

E. Technical provision for linked liabilities
The technical provision for linked liabilities isbed on the market value of the related assets.
F. Investments

Investment income and realised and unrealised gaiespect of long-term business are includedhénlong-term
business technical account. Other investment incamderealised gains and unrealised gains are iedludthe non-
technical account.

Realised gains are determined as the differencecleatnet proceeds on disposal and the purchase ptavements in
unrealised gains comprise the change in the vdlirvestments held at the balance sheet date antttersal of
unrealised investment gains and losses recogniseariier accounting periods in respect of investniésposals.

Investments in group undertakings are valued alotiver of cost and net realisable value.

Following adoption of FRS 26, upon initial recogmit, financial investments are measured at fameaBubsequently, the
Company is permitted, subject to specific critetiadesignate its investments as either finanoiastments at fair value
through profit and loss, financial investments hatdan available-for-sale basis, financial investisideld to maturity, or
loans and receivables. The Company holds finaimsiaktments on the following bases:

0] Financial investments at fair value through prafitl loss — this comprises of assets designatecahggement as
fair value through profit and loss on inception atativatives which are deemed to be held for tiqdithese
investments are valued at fair value with all cleantipereon being recognised in the profit and dossunt. An
analysis of net gains/losses are disclosed sepgiratéote 3 on page 16.

The Company uses bid prices to value its quotehéiial investments. Actively traded investmeriteaut quoted
prices are valued using external broker bid pritfethere is no active established market for arestiment, the
Company applies an appropriate valuation techrégab as discounted cash flow technique.

(i) Loans and receivables — these comprise investnbatshave fixed or determinable payments and ate no
designated as fair value through profit and losawailable-for-sale. These investments includedasgtured by
mortgages, deposits and loans to policyholdersotimer unsecured loans and receivables. Under FR$&&
investments are carried at amortised cost usingffleetive interest method and subject to impaitmeriews.
The Company measures the amount of the impairrasgitlly comparing the amortised cost with the ptesdue
of its estimated future cash flows discounted afattiginal effective interest rate.

14



PRUDENTIAL (AN) LIMITED

NOTES TO THE ACCOUNTS (continued)

1. Accounting Policies (continued)
G. Allocation of Surplus

Surpluses arising from linked long term businessaaesult of the annual investigation of the léegn business, are
carried forward to the profit and loss account.

H. Tax

Tax is charged on all taxable profits arising ie #iccounting period. Except where otherwise reguiry accounting
standards, full provision for deferred tax withdigcounting is made for all timing differences whitave arisen but not
reversed at the balance sheet date.

I Foreign Currencies

Foreign currency assets and liabilities are traedlat year end exchange rates. Foreign curremgnue transactions
are translated at rates ruling at the transactatrsy] except for accrued revenue items that anslated at year end
exchange rates.

J. Reinsurance

In the normal course of business the Company stekeduce loss exposure by reinsuring certain seeélrisk in
various areas of exposure with other insurance eoiBp or reinsurers. An asset or liability is igrgsed in the balance
sheet representing premiums due to or paymentdrdoereinsurers and the share of benefits and slagnoverable
from reinsurers. The measurement of reinsuranset@ss consistent with the measurement of the riyialg direct
insurance contracts.

2. Segmental analysis

(a) Long-term business

Gross Premiums 2009 2008
£000 £000
Single premiums
- direct:
pensions 1,113 1,772
- -
All premiums were in respect of annuity purchas®d m the United Kingdom.
New Business 2009 2008
£000 £000
Regular premiums — direct, pensions 46 30
Single premiums
- direct:
pensions 1,164 2,029
- intragroup reassurance accepted, pensions 2 2
1,166 2,031

New business premiums include those contracts égdifirom premium income in the technical accourtenr-RS26
and the ABI SORP (as amended in December 2006k€eTae investment contracts without discretionanyigipation
features and carry no significant insurance risk.

15



PRUDENTIAL (AN) LIMITED

NOTES TO THE ACCOUNTS (continued)

2. Segmental analysis (continued)

(a) Long-term business (continued)

When classifying new business premiums for penbiginess the adopted basis of recognition is toidiecincrements
under existing pension schemes. Premiums include siegle premiums with a gross value of £1,164,0R008:

£2,029,000). The annualised gross value of new iprag(other than single) is £46,000 (2008: £30,00Bjior year
comparatives for new premiums (other than singée)ehbeen restated for accuracy. All new businessipms are in

respect of investment linked contracts.

(b) Assets attributable to the long term business fud

Of the total amount of assets shown on page 112,653,000 (2008: £191,023,000) is attributabléhtolong term

business fund.

3. Investment return

Investment Income

Interest receivable — other than bank
Income from other investments

Gains on the realisation of investments

Investment expenses and charges

Investment managers’ expenses
Unrealised (losses)/gains on investments

Total investment return

4. Taxation

(a) Analysis of charge in the period

Current tax

UK Corporation tax on profit for the period

Adjustments in respect of prior years
Total current tax

Deferred tax

Origination and reversal of timing differences

Total deferred tax

Tax (credit)/charge on profit on ordinary actiegi

Long-term business Non technical account
technical account

2009 2008 2009 2008
£000  £000 £000 £000
- - 621 191
374 667 218 309
- - - 119
374 667 839 619
(70) 177 - -
(124) 525 (78) )
180 1,369 761 617

Non technical account

2009 2008
£000 £000
28 0B

)(82 (13)

(54) 790
471 (288)
147 (288)
93 502



PRUDENTIAL (AN) LIMITED

NOTES TO THE ACCOUNTS (continued)
4. Taxation (continued)

b) Factors affecting tax charge for period

The tax assessed in the period is lower this year the standard rate of Corporate Tax in the UKtha differences
are explained below. The standard rate of taxbleasn determined by using the UK rate of corporati#onin force

for the period for which the profits of the Companiyl be taxed.

2009
£000
Profit on ordinary activities before tax 619
Profit on ordinary activities multiplied by efféat rate
of corporation tax in the UK of 28.0% (2008 .2%) 173
Effects of
Tax on disallowable expenses 2
Deferred tax recognised in the period (247)
Adjustments to current tax in respect of previpesods 3
Differences in tax rates between current and dedietax -
Write-off of prior year tax balances (85)
Current tax charge for the period (54)

2008
£000

1,784

508

2

288
(13
5

9

o

The rate of corporation tax in the UK fell to 28%weffect from 1 April 2008. The effective ratpmying for the year

to 31 December 2008 was 28.5%.

(c) Balance Sheet

2008
£000

(43)

245

(288)

2009
£000
Provision for Deferred Tax
Short term timing differences 104
Undiscounted provision for deferred tax liabil{pgset) @
Deferred tax (asset)/liability at start of period (43)
Deferred tax charged/(credited) in non technical
account for the period 147
104

(43)

5. Auditors’ remuneration

During the year the Company obtained the follovsegvices from KPMG Audit plc (KPMG) at costs asailet below

2009
£
Audit Services
Fees payable to KPMG for the audit of the Compsuagcounts 22,000

Non-audit services
Fees payable to KPMG and its associates for athmices:
Other services pursuant to legislation, includimg audit of the 3,000
regulatory return

17

2008
£

19,800

8,000



PRUDENTIAL (AN) LIMITED

NOTES TO THE ACCOUNTS (continued)
6. Directors’ emoluments and staff costs

The directors of the Company received emolument€#53 during the year in connection with serviteshe
Company (2008: £3,093). There was no compensédrdoss of office (2008: £Nil).

Retirement benefits are accruing to 1 of the dinectinder the Group’s defined benefit scheme amittlie directors
under the Group’s defined contribution scheme.

The Company has no employees. Included withinoperating expenses are amounts paid in return foragement
services provided to the Company by other grouppzomies.

7. Investments

Investments in group undertakings - loans at 3lebixer 2009 of £12,813k (2008: £12,191K) representanmercial
loan (including interest) with PAC. Both the loamd interest are repayable at any time at the stad@ither party.

Other financial investments Current Value Cost
2009 2008 2009 2008
£000 £000 £000 £000
Debt securities and other fixed interest securities 5,799 5,978 5,987 5,998
Loans secured by mortgages 304 339 304 339
Deposits with credit institutions 6,791 10,000 6,791 10,000
12,894 16,317 13,082 16,337

All debt securities and other fixed interest se@siare listed on a recognised UK investment exgba

Financial instruments — designation and fair values

On application of FRS26 all financial assets of ¢cbenpany are designated as either fair value tihrqugfit and loss or
loans and receivables. Financial liabilities aesighated as either fair value through profit avgk, amortised cost or
investment contracts with discretionary participatieatures accounted for under FRS26 and the ABRFSas described in
the Accounting Policies section.

Designation and fair values

2009 Fair value Loans and Total carrying Fair value
through profit receivables value
and loss £000 £000 £000 £000
Financial Assets
Deposits with credit institutions - 6,791 6,791 6,791
Debt securities 5,799 - 5,799 5,799
Loans and receivables:

Mortgage loans - 304 304 304
Other debtors - 13,875 13,875 13,875
Accrued interest and rent 138 138 138
Cash at bank and in hand - 4,504 4,504 4,504
Total 5,799 25,612 31,411 31,411
2008 Fair value Loans and Total carrying Fair value

through profit receivables value

and loss £000 £000 £000 £000
Financial Assets
Deposits with credit institutions - 10,000 10,000 10,000
Debt securities 5,978 - 5,978 5,978
Loans and receivables:

Mortgage loans - 339 339 339
Other debtors - 13,969 13,969 13,969
Accrued interest and rent - 24 24 24
Cash at bank in hand - 996 996 996
Total 5,978 25,328 31,306 31,306
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PRUDENTIAL (AN) LIMITED

NOTES TO THE ACCOUNTS (continued)

7. Investments (continued)

None of the debt securities held at 31 Decembe® 206 convertible.

All financial assets as at year end were valuetl véterence to observable market prices excepslaad receivables.

Loans and receivables are shown net of provisimnsripairment where applicable. The fair valudoaihs has been
estimated from discounted cash flows expected tedeived. The rate of discount used was the measkedf interest.

At 31 December 2009 the maximum exposure to craiton loans and receivables was £304,000 (20889 £€00).
Credit risk on the loans secured by mortgages tigated by the collateral held in the form of maigg interests over
property. The Company has not invested in any dévie instruments to further mitigate this riskvén that the loans
are secured by the property the amount of chanteifeir value of the loans secured by mortgagiebatable to
changes in credit risk is insignificant.

The fair values of quoted investments are basezlioent bid prices, where appropriate. If the ratfér a financial asset
is not active, fair value is established using gtioihs from independent third parties such as sodeby using valuation
techniques. The valuation techniques include fieeadirecent arm’s length transactions, referamogher instruments that
are substantially the same, discounted cash flalysis, option adjusted spread models and entergaisiation and may
include a number of assumptions relating to vagmklich as credit risk and interest rates. Changessumptions relating
to these variables could positively or negativeipact the reported fair value of these instruments.

Interest income on deposits was £137,000 (2008281000). No other interest income or expenses@agynised in
respect of financial assets that are not valuddiatalue through the profit and loss accouhhe prior year
comparative has been restated for accuracy.

Level 1, 2 and 3 fair value measurement hierarchyfofinancial instruments

In May 2009 FRS 29 ‘Financial Instruments: Discleslwas amended by the ASB to require certaintiohdil
disclosures to be included in the financial state€eT his hierarchy is based on the inputs to déirevilue measurement
and reflects the lowest level input that is sigmfit to that measurement. FRS29 does not requinpamatives to be
provided in the year of adoption.

The classification criteria and its applicatiortte Company can be summarised as follows:

Level 1 — quoted prices (unadjusted) in active mawts for identical assets and liabilities

Level 1 principally includes exchange listed eggtimutual funds with quoted prices, exchange trageivatives such
as futures and options, and national governmend$anless there is evidence that trading in a giveinument is so
infrequent that the market could not possibly besidered active. It also includes other finanaiatiuments where
there is clear evidence that the year end valudibased on a traded price in an active market.

All financial assets as at year end were classdidével 1.

a) Concentration of credit risk

The following table summarises by the rating theusiéies held by the Company as at 31 December 2002008:

Standard & Poors (S&P) rating (or 2009 2008
equivalent when not available from S&P) £000 £000
AAA 5,799 5,978
AA - 5,000
A 1,791 -

AA- 5,000 5,000
Moody’s — below BBB or not rated 304 339

12,894 16,317
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PRUDENTIAL (AN) LIMITED

NOTES TO THE ACCOUNTS (continued)

7. Investments (continued)
b) Financial risk management

The Company’s objectives and policy in relatiorttie management of financial risk resulting fromfitencial assets
and liabilities is to minimise any risk. The Comga exposure to financial risk through its finaacassets and
liabilities is not considered material to the assgnt of the Company’s assets, liabilities, finahgiosition, and the
profit and loss of the Company. The company’s expe to financial risk is limited due to the matehbf policyholder
liabilities to attaching asset value movementslierunit linked business and the reinsured witHigrousiness.

Market risk

Market risk is the risk that future changes in neanfirices may make a financial instrument lessataki The primary
market risk that the Company faces is interest rile because most of its assets are investmeatsatte bonds,
mortgages or cash deposits, the values of whichsabgect to interest rate risk. The amount of tiekne by the
Company’s shareholders depends on the extent tchvitsi customers share the investment risk thrabghstructure of
the Company’s products. The Company has somditiebithat contain guaranteed returns which gdlyerdll be
supported by fixed income investments.

Credit risk

Credit risk is the risk that a counterparty or asuer of securities, which the Company holds iragiset portfolio,
defaults or another party fails to perform accogdia the terms of the contract. The Company’s Iterg: fund holds
large amounts of interest rate sensitive investméimat contain credit risk on which a certain leeéldefaults is
expected. These expected losses are considered thaeDompany determines the crediting rates, depat@s and
premium rates for the products that will be suppibrby these assets. Although the investment guoeelpbf the
Company permit the use of derivatives contractsenwere used during 2009 or 2008. The Company i®seg to
credit-related losses in the event of non-perfoiceadry counterparties.

Liquidity risk

Liquidity risk is the risk that the Company may beable to meet payment of obligations in a timelgnmer at a
reasonable cost or the risk of unexpected incraas®e cost of funding the portfolio at appropeiaaturities or rates.
Liquidity management in the Company seeks to enthag even under adverse conditions, the Comparyahcess to
the funds necessary to cover surrenders, withdsaavad maturing liabilities.

For the unit-linked funds, there is a risk thatnffigant policyholder outflows could exceed the gkerm liquidity
within the funds. The Company has the power torded¢tlement to policyholders in certain circumstmby between
one and six months, depending on the fund.

Reinsurer’s share of technical provisions
Of the reinsurer’s share of technical provision€b81.6 million at 31 December 2009 (2008: £180illian), 0.02% of

the balance relates to companies outside of thdential Group and of this 100% was to a reinsurién @&P’s rating
of A+.
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PRUDENTIAL (AN) LIMITED

NOTES TO THE ACCOUNTS (continued)

7. Investments (continued)

c) Interest rate risk
Fair value Cash flow Total
2009 interest rate risk interest rate
risk
£000 £000 £000
Financial Assets
Deposits with credit institutions 6,791 6,791
Debt securities 5,799 - 5,799
Loans and receivables:
Mortgage loans - 304 304
Cash at bank and in hand - 4,504 4,504
12,590 4,808 17,398
Fair value Cash flow Total
2008 interest rate risk interest rate
risk
£000 £000 £000
Financial Assets
Deposits with credit institutions 10,000 10,000
Debt securities 5,978 - 5,978
Loans and receivables:
Mortgage loans - 339 339
Cash at bank and in hand - 996 996
15,978 1,335 17,313

To correctly classify interest rate risk, cashatland in hand for 2008 has been restated by mavirom “Not
directly exposed to interest rate risk” to “Cashwilinterest rate risk”.

Effective Interest Rates

Balance of financial
2009 instruments not at fair
value in profit and loss

Range of effective interest
rate applicable as at 31st
December 2009

%
£000 £000
Loans and receivables:

Mortgage loans 304 1.65% - 2.15%
Cash at bank and in hand 4,504 0.4%
4,808

Balance of financial
2008 instruments not at fair
value in profit and loss

Range of effective interest
rate applicable as at 31st
December 2008

%
£000 £000
Loans and receivables:

Mortgage loans 339 3.40% - 3.90%
Cash at bank and in hand 996 1.7%
1,335

Sensitivity to Interest Rate Risk

Interest rate risk is minimal for the shareholdesets as the deposit terms are all less than onthnthe Company has
no commitments to lend at a fixed interest rate.
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PRUDENTIAL (AN) LIMITED

NOTES TO THE ACCOUNTS (continued)
7. Investments (continued)
d) Liquidity risk

Contractual maturities and repricing dates

After 1 After 5 After 10 After 15 Total
One year -
2009 or less yearto 5 years to years to years to carrying
£000 years 10 years 15 years 20 years value
£'000 £'000 £'000 £'000 £'000
Financial Assets
Deposits with credit institutions 6,791 - - - - 6,791
Debt securities - - 5,799 - - 5,799
Mortgage loans - 33 - 229 42 304
Total 6,791 33 5,799 229 42 12,894
One year After 1 After 5 After 10 After 15 Total
orless yearto 5 years to years to years to carrying
2008 £000 years 10 years 15 years 20 years value
£'000 £'000 £000 £'000 £'000
Financial Assets
Deposits with credit institutions 10,000 - - - - 10,000
Debt securities - - 5,978 - - 5,978
Mortgage loans - 68 - 229 42 339
Total 10,000 68 5,978 229 42 16,317

The table below shows the maturity profile for istreent contracts on an undiscounted basis to taeestemillion. This
maturity profile has been based on the cash fljeptions of expected benefit payments as pahefietermination of the
value of in-force business when preparing the EBSidresults for the Prudential Group.

Maturity Profile for Investment Contracts

1 Year After 1 After 5 After 10 After 15 Over Total
orless yearto5 yearsto  yearsto years to 20  carrying
years 1l0years 15years 20years years value

£m £m £m £m £m £m £m

Financial Liabilities
Investment Contracts without Discretionary 20 22 38 15 2 1 98
Participation Features — 2009

Investment Contracts without Discretionary 18 32 33 11 2 0 96
Participation Features - 2008

Financial liabilities are designated as either Yailue through profit and loss, amortised costfopinvestment contracts
with discretionary participation features accounfiedunder FRS26 and the ABI SORP as describetiénAiccounting
Policies section.
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PRUDENTIAL (AN) LIMITED

NOTES TO THE ACCOUNTS (continued)
7. Investments (continued)
d) Liquidity risk (continued)

Financial Liabilities - Designation and fair values

Fair Value Amortised cost Total Fair value
2009 through Profit carrying
& Loss Account value
£000
£000 £000 £000
Financial Liabilities
Investment contracts without discretionary paréitigm features 75,489 - 75,489 75,489
Accruals and deferred income - 923 923 923
Total 75,489 923 76,412 76,412
Fair Value Amortised cost Total Fair value
2008 through Profit carrying
& Loss Account value
£000
£000 £000 £000
Financial Liabilities
Investment contracts without discretionary partitign features 73,442 - 73,442 73,442
Accruals and deferred income - 983 983 983
Total 73,442 983 74,425 74,425

At 31 December 2009 the Company held no finanizhbllities that were exposed to interest rate aisét none with a
contractual repricing date. All financial liabiés held at 31 December 2009 are denominated indsatarling and none

are exposed to credit risk outside of the Unitedgdiom.

e) Derivatives and Hedging

As at 31 December 2009, the Company held no derasabr forward contracts (2008: Nil).

f) Currency risk and geographical concentration

All financial assets are denominated in pounddisteand none are exposed to credit risk outsidh@United

Kingdom.
8. Other debtors

All debtors are due within a period of 5 years

Amounts due from group undertakings
Sundry debtors
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2009
£000

950
112

2008
£000

1,713
65



PRUDENTIAL (AN) LIMITED

NOTES TO THE ACCOUNTS (continued)

9. Reserves and policyholder liabilities

Long-term Claims Profit and
business outstanding Loss
provision net Account

of reinsurance

£000 £000 £000
Balance at beginning of year 4,642 368 6,526
Movement in profit and loss account for the year:
Movement in technical provisions (205) 281 -
Profit after tax - - 526
Net balance at end of year 4,437 649 7,052

Of the reinsurer’s share of technical provision€081.6 million at 31 December 2009 (2008: £180illian), 0.02% of
the balance relates to companies outside of thdential Group and of this 100% was to a reinsurién ®&P’s rating
of A+.

Of the balance on the profit and loss account d&d&lember 2009 the amount required not to be tlesgeealised
profits in determining the company’s profits avhl&for distribution is £Nil (2008:£Nil).

10. Long term business provision

The long term business provision has been calallagehe Company’s Actuarial function holder.

For unit linked business the long term businessipi@n comprises provisions for future expensesrandality risks.
The provision for future expenses is calculatedgisi discounted cashflow method. The level of agps allowed for
has been increased broadly in line with inflationaddition an explicit allowance has been madetereffect of regular

income withdrawals.

The mortality basis for wholly reassured non-linkaghuities in payment has been amended followingveew of
current and anticipated future experience.

Valuation interest rates and other economic assompteflect current market yields.

There have been no other significant changes ibdses or assumptions adopted for the calculafitredong term
business provision during the year.

The unit-linked provisions have been calculatedhenfollowing bases:

2009 2008
Discount Rate 3.00% gross 3.25% gross
Fund Growth 5.75% gross 5.00% gross
Expense Inflation 4.25% 3.50%
Mortality AM/AF92-3 AM/AF92-3
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PRUDENTIAL (AN) LIMITED

NOTES TO THE ACCOUNTS (continued)

10. Long term business provision (continued)

2009 2008
Personal / Self-Employed Pensions
Expenses - Single Premium * £64.67 £41.27
Expenses - Regular Premium - per policy * £172 £129.40
Executive Pensions
Expenses - Single Premium £152.90 £107.91
Expenses - Regular Premium - per policy £13526 £1,230.22

* For 2009 the expenses are split into 2 elemehtse attributable to Prudential and those fromit@aprhe expense
shown here is a combined expense.

11. Technical provision for linked liabilities

The technical provision for linked liabilities conmes provision for the value of units attributedpblicyholders. 100%
of the provision is reinsured.

12. Other creditors including taxation and sociakecurity

All creditors are payable within a period of fivears

2009 2008
£000 £000
Tax payable 244 838
Amounts due to group undertakings 29 -
Sundry creditors 6 -
219 838
13. Accruals and deferred income
Deferred income reserve 2009 2008
£000 £000
Balance at 1 January 983 291
(Deferred fees released to income)/Deferred fees (60) 692
Balance at 31 December 923 983

14. Bank accounts

Under the terms of the Company’s arrangements thighPrudential Group’s main UK banker, the bank daght of
set-off between credit balances (other than théseng term business funds) and all overdrawn ladarof those Group
undertakings with similar arrangements.

15. Capital requirements and management

Regulatory capital requirements apply at both aividual company level and at the Prudential Gréayel, of which
the Company is a part, for life assurance and inwest management business. The Prudential Grduphich the
Company is a part, is currently subject to the eaty requirements of the Insurance Groups Directi@D) as
implemented by the FSA.

In addition to obligations under subsidiary andd@mntial Group regulatory requirements, the Prudé@roup applies

an economic framework to its management of capiEdonomic capital provides a realistic and coesisview of the
Group’s capital requirements, allowing for diveiation benefits.
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PRUDENTIAL (AN) LIMITED

NOTES TO THE ACCOUNTS (continued)

15. Capital requirements and management (continugd

At the Company level, the FSA rules which govera Brudential regulation of insurance form parthaf Prudential’s
Sourcebook for Insurers, the General Prudentiak@dwok and Interim Prudential Sourcebook for IasurOverall,
the requirements of the General Prudential Souelzre intended to align the capital adequacy reqents for
insurance business more closely with those of lmgnkind investment firms and building societies, dgample, by
addressing tiers of capital, rather than lookingett admissible assets. An insurer must hold damtources equal at
least to the Minimum Capital Requirement (MCR).

The Prudential Sourcebook for Insurers also costaites on Individual Capital Assessments. Undeséirules and the
rules of the General Prudential Sourcebook allrmsumust assess for themselves the amount ofitapitded to back
their business. If the FSA views the results of tiésessment as insufficient, it may draw up its bwlividual Capital
Guidance for a firm, which can be superimposed r&sjairement.

The available capital of £25m (2008: £14m) reflehts excess of regulatory basis assets over ligsilof the Company
before deduction of the regulatory capital resosinaguirement of £6m (2008: £5m). This excess aflable capital
over capital resources requirement is monitorednduthe year. In addition, a realistic assessmématvailable capital
and capital requirements sufficient to cover a P0® year event is undertaken. Additional capgataught from the
parent company as necessary.

The capital requirement required by regulation matained during the year.

The Company’s capital position for life assuranessibesses with reconciliations to shareholders’itgga shown
below. Available capital for each fund is deterndiy reference to the FSA regulations at 31 Decer2d@9 and 2008.

2009 2008
£m £m
Shareholders Equity
Net Assets held outside long-term funds 20 9
Total Shareholder Equity 20 9
Held in long-term funds 5 5
Total available capital resources 25 14
16. Share capital
2009 2008
£000 £000
Allotted and fully paid:
18 million ordinary shares (2008: 18 million) of £ach 18,000 18,000

17. Related party transactions

The Company has taken advantage of the exemptiderymaragraph 3(c) of Financial Reporting Standarfilom
disclosing transactions with other subsidiary utadeéngs of the Prudential Group. There were neothansactions
with related parties.

18. Immediate and ultimate parent company

The immediate parent company is PAC. The ultinpaent company is Prudential plc which preparesig@ccounts.
Copies of these accounts can be obtained from ¢iep@ny Secretary, Laurence Pountney Hill, Londd2¢E OHH.
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