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Prudential Retirement Income Limited

Directors’ report for the year ended 31 December 210
Company Registration number

The Company Registration number is SC047842.

Principal activity

The principal activity of Prudential Retirement émee Limited (the Company) is the writing of pension
annuity long term insurance business. This willtoare in 2011.

Business review

Performance and measurement

The results of the Company for the year as setooupages 10 and 11 show a profit on ordinary
activities before tax of £39162009: profit of £375m).

The profits during 2010 have mainly arisen fromfpgsoon new business written in the year and
favourable investment returns earned on the sugdssts held by the Company.

The Shareholders’ funds of the Company total £109(2009: £1,620m).

The assets and liabilities of the Company increafigthg 2010 as a result of new business single
premiums of £2.3bij2009: £1.6bn) and a decrease in the yield on titenlying assets during 2010.
The above increases have been partially offsehéypayment of annuity claims. The increase in new
business premiums of £0.7bn over prior year, imipalue to a large one off bulk deal of £0.9bn vihic
was included in 2010.

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

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

With effect from 31 December 2008, the Company redtento an arrangement with The Prudential
Assurance Company Limited (PAC) to reinsure 15%albfts non-profit annuity business on a quota
share basis. This arrangement allows for all ofrfiesurance premiums to be deposited back to the
Company. On a UK GAAP basis the reinsurance resulésloss of £58n§2009: loss of £67m) in the
Company. There is an equal and offsetting profRAC from accepting this business.

The Company remained in a satisfactory financiaitjum at 31 December 2010.

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



Prudential Retirement Income Limited

Directors’ report for the year ended 31 December 200 (continued)
Business review (continued)

Market review and strategy

During 2010the Company has maintained its market leadershimimities, where it has continued to
extract maximum value from The Prudential Assura@Goenpany Limited’s internal vesting pension
book and has retained high conversion rates inahéa. This has been supported by the Company’s
partnership deals with insurers such as Zurich,aRbgndon and Save and Prosper. The Company now
hasapproximately 900,000 annuities in payment.

The Company’s strategy in the Wholesale market igarticipate selectively in bulk annuity and back
book buyouts, where the Company is able to winrass based on its financial strength, superioktrac
record as well as its extensive annuitant mortaigik assessment capabilities. The Company will
maintain a strict focus on value, only participgtim transactions that generate an acceptableofate

return.

Corporate responsibility

The Company is a wholly owned subsidiary within #ridential Group and corporate responsibility
(CR) is a philosophy that is firmly embedded in d@mitial’s operations around the world as an inlegra
part of how the organisation does business. Thanisgtion strives to minimise the social, ethicad a
environmental impact of its activities and to maisienthe opportunities. The importance of engaging
with stakeholders and responding to their concermecognised. To do this the organisation manstai
a regular dialogue and conducts periodic reseancheissues that matter most to them.

The approach to CR is underpinned by the organizatifounding values of integrity, security and
prudence. Throughout its 160-year history the dggion has been committed to helping its customers
safeguard their financial security and protectrtif@iilies. This, together with the contribution ttee
well-being of the communities in which the orgatisa operates, is as strong today as it has always
been.

The Group, of which the Company is a part, has ldgeel a Group Governance Framework which is
underpinned by a Group Governance Manual and asdcprocessed his encompasses all key
policies and procedures for example, the Group @ddisiness Conduct.

The CR activities are framed around four core tteeme

Fair and transparent products meeting customersneed
Best people for the best performing business

Protecting the environment

Supporting local communities

PWONE

While the Group sets the overall strategy for Gk, framework gives the Company the flexibility to
implement programmes that best meet its markets. fHtognises that the people on the ground are
closest to their customers and their communities] hest know how to meet their needs and
expectations.

The Prudential plc Board discusses the Group’s €fopmance at least once a year and also reviews
and approves the Group CR Report and strategyasmaal basis. Below the Board, the Responsibility
Committee comprises senior representatives froravastt Group functions and each of our core
businesses. This committee is responsible for mong the Group’s CR activities and for raisingiss

that need to be addressed.



Prudential Retirement Income Limited

Directors’ report for the year ended 31 December 200 (continued)

Post balance sheet events

Finance (no. 2) Act 2010 enacted the reductionoirparation tax rate from 28% to 27% with effect
from April 2011. In addition, the UK Government aoumced three further annual 1% cuts to reduce the
rate to 24% from April 2014.

At Budget 2011 on 23rd March 2011 the UK Governnaamtounced that the corporation tax rate would
instead reduce to 26% from April 2011 with thregtfar annual 1% cuts to 23% by April 2014.

Other than the enacted change to 27%, the effédiseoannounced changes are not reflected in the
financial statements for the year ended 31 Decer2b&0 as they have not yet been enacted and the
impact has not yet been estimated.

Results and dividends

The state of affairs of the Company at 31 Decer@b&0 is shown in the balance sheet on pages 12 and
13. The profit and loss account appears on pagesd@.1. No dividend for 2010 is propos€d009:
£Nil).

Payment policy

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

Share Capital

No ordinary shares were issued by the Company gldhia year (2009: Nil). There have been no other
changes in the Company’s share capital during 2010.

Directors
The present directors are shown on page 2.

Mr Haasz and Mr Boardman resigned as directorsi®fGompany on 15 January and 31 March 2010
respectively. There were no other changes duhiege¢ar.

Financial risk management objectives, policies anexposure

The Company is a wholly owned subsidiary of Pruidépic and as such forms a part of the overall ris
management process of the Group. A significant plathe Group’s business involves the managed
acceptance of risk. The Group has a Risk Govemkramework requiring all businesses and functions
within the Group i.e. including the Company, toakdish processes for identifying, evaluating and
managing key risks. The risk governance framevimitkased on the concept of three lines of defence:
risk management, risk oversight and independentrasse.

The system of internal control is an essential iatefral part of the risk management process. &t p

of the annual preparation of its business plamfalthe Group’s businesses and functions are requg
carry out a review of risks including an assessnwnthe impact and likelihood of key risks and
effectiveness of the controls in place to manageithThe assessment is reviewed regularly throughou
the year and all businesses and functions withégnGhoup are required to confirm annually that they
have undertaken risk management. Actual performasaegularly monitored against the business
plans. Detailed procedures are laid down in finanand actuarial procedure manuals. The insurance
operations of the Group, such as the Company patsmare a financial condition report.



Prudential Retirement Income Limited

Directors’ report for the year ended 31 December 200 (continued)
Financial risk management objectives, policies andxposure (continued)

The Company’s objectives and policy in relatiortite management of financial risk resulting from its
financial assets and liabilities is to minimise amgk. The Company’'s exposure to financial risk
through its financial assets and liabilities isvided in detail in note 9 of the notes to the fitiah
statements.

Disclosure of information to auditors

The directors who held the office at the date girapal of this directors’ report confirm that, sar fas
they are each aware, there is no relevant auditrivdtion of which the Company’s auditor is unaware;
and each director has taken all the steps thatdbgiit to have taken as a director to make themselv
aware of any relevant audit information and to ld&h that the Company’s auditor is aware of that
information. This confirmation is given and shoublel interpreted in accordance with the provisidns o
section 418 of the Companies Act 2006.

Auditor

In accordance with Section 487(2) of the CompaAts2006, KPMG Audit Plc will be deemed to be
re-appointed auditor of the Company for the curfiatncial year.

Directors’ and officers’ protection

Prudential plc has arranged appropriate insuraogerdn respect of legal action against directord a
senior managers of companies within the Prude@ialp. In addition, the Articles of Association of
the Company permit the directors, officers and eygs of the Company to be indemnified in respect
of liabilities incurred as a result of their offic€rudential plc also provides protections foediors and
senior managers of companies within the Group agaearsonal financial exposure they may incur in
their capacity as such. These include qualifyinigdt party indemnity provisions (as defined by the
relevant Companies Act) for the benefit of direstof Prudential plc including, where applicable, in
their capacity as a director of the Company an@rotompanies within the Group. These indemnities
were in force during 2010 and remain in force.

On behalf of the board of directors.

Prudential Group Secretarial Services Limited
Company Secretary
28 March 2011



Prudential Retirement Income Limited

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

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

Company law requires the directors to prepare Gisrstatements for each financial year. Undet tha
law the directors have elected to prepare the i@rstatements in accordance with UK Accounting
Standards and applicable law (UK Generally Acceptecbunting Practice).

Under company law the directors must not approedittancial statements unless they are satisfiad th
they give a true and fair view of the state of iaéfaof the company and of the profit or loss of the
company for that period.

In preparing these financial statements, the dirsare required to:

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

* make judgments and estimates that are reasonabjeradgent;

» state whether applicable UK Accounting Standardeehaeen followed, subject to any material
departures disclosed and explained in the finastaéments; and

e prepare the financial statements on the going corfzasis

The directors are responsible for keeping adegaeateunting records that are sufficient to show and
explain the Company’s transactions and disclosé weasonable accuracy at any time the financial
position of the Company and enable them to enduaé its financial statements comply with the
Companies Act 2006. They have general respongilidi taking such steps as are reasonably open to
them to safeguard the assets of the Company gm@vent and detect fraud and other irregularities.

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

information included on the Company's website. Ekagion in the UK governing the preparation and
dissemination of financial statements may diffenirlegislation in other jurisdictions.

A M Crossley
Director

28 March 2011



Prudential Retirement Income Limited

Independent Auditor’s report to the members of Prucential Retirement
Income Limited

We have audited the financial statements of PrugléRétirement Income Limited for the year ended 31
December 2010 set out on pages 10 to 40. The fedamporting framework that has been applied in
their preparation is applicable law and UK AccongtStandards (UK Generally Accepted Accounting
Practice).

This report is made solely to the Company's memizers body, in accordance with Chapter 3 of Part
16 of the Companies Act 2006. Our audit work hasnbandertaken so that we might state to the
Company's members those matters we are requirgdtmto them in an auditors' report and for neroth
purpose. To the fullest extent permitted by law, deenot accept or assume responsibility to anyone
other than the Company and the Company's membeis bady, for our audit work, for this report, or
for the opinions we have formed.

Respective responsibilities of directors and audits

As explained more fully in the Directors' Respoiliibs Statement set out on page 7, the direcioes
responsible for the preparation of the financiatesnents and for being satisfied that they giveua t
and fair view. Our responsibility is to audit, aefpress an opinion on, the financial statements in

accordance with applicable law and Internationah8ards on Auditing (UK and Ireland).

Those standards require us to comply with the AugliPractices 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 finansi@tements is provided on the APB's web-site at
www.frc.org.uk/apd/scope/private.cfm

Opinion on financial statements

In our opinion the financial statements:

e give a true and fair view of the state of the Comym affairs as at 31 December 2010 and of its
profit for the year then ended;

« have been properly prepared in accordance with BKe@ally Accepted Accounting Practice; and
« have been prepared in accordance with the requirsnoé the Companies Act 2006.

Opinion on other matters prescribed by the Companie Act 2006

In our opinion the information given in the DirexdoReport for the financial year for which the
financial statements are prepared is consistehttivé financial statements.



Prudential Retirement Income Limited

Independent Auditor’s report to the members of Prudential Retirement
Income Limited (continued)

Matters on which we are required to report by excepon

We have nothing to report in respect of the follogvmatters wherthe Companies Act 2006 requires us
to report to you if, in our opinion:

e adequate accounting records have not been kemtusns adequate for our audit have not been
received from branches not visited by us; or

« the financial statements are not in agreement thighaccounting records and returns; or

e certain disclosures of directors' remuneration ifipelcby law are not made; or

« we have not received all the information and exali@ms we require for our audit.

Chris Moulder (Senior Statutory Auditor)

For and on behalf of KPMG Audit Plc, Statutory Auditor
Chartered Accountants

15 Canada Square

Canary Wharf

London

E14 5GL

28 March 2011



Prudential Retirement Income Limited

Profit and Loss Account for the year ended 31 Decedmer 2010

Long Term Business - Technical Account Note 2010 £m 2009 £m
Gross premiums written 2(a) 2,322 1,612
Outward Reinsurance Premiums (401) (295)
Earned premiums, net of reinsurance 1,921 1,317
Investment income 3 1,015 660
Unrealised gains on investments 904 1,444
1,919 2,104
Claims incurred, net of reinsurance
Claims paid (1,022) (942)
Change in other technical provisions, net of reingance
Long term business provision, net of reinsurance 13 (1,294) (1,677)
Technical provision for linked liabilities, net odinsurance 13 (849) (69)

(2,143) (1,746)

Net operating expenses

Acquisition costs 8 (45) (52)
Administrative costs (20) a7)
Investment expenses and charges (268) (313)

(333) (382)
Tax attributable to the long term business (91) (98)
Balance on the technical account — long term busies 251 253

The amounts shown above are in respect of contimyperations.

The accounting policies and notes on pages 14 forda®an integral part of these financial stateraent
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Prudential Retirement Income Limited

Profit and Loss Account for the year ended 31 Decdmer 2010 (continued)

Non-Technical Account Note 2010 £m 2009 £m
Balance on the long term business technical account 251 253
Tax attributable to balance on the long term bussintechnical

account 91 98
Investment income 3 27 49
Unrealised gains / (losses) on investments 23 (24)
Investment expenses and charges (1) (1)
Profit on ordinary activities before tax 391 375
Tax on profit on ordinary activities 5(a) (100) (107)
Retained profit for the financial year transferred to reserves 13 291 268

Statement of total recognised gains and losses

Year ended 31 December 2010
2010 £m 2009 £m

Retained profit for the financial year 291 268

Total gains and losses recognised since the lashaal report 291 268

Reconciliation of movement in Shareholders’ Funds

Year ended 31 December 2010
2010 £m 2009 £m

Shareholders’ capital and reserves at beginnirygaf 1,620 1,352
Retained profit for the financial year 291 268
Shareholders’ capital and reserves at end of year 1,911 1,620

The amounts shown above are in respect of conimyperations.

The accounting policies and notes on pages 14 fora®an integral part of these financial stateraent

11



Prudential Retirement Income Limited

Balance sheet as at 31 December 2010

ASSETS Note 2010 £m 2009 £m
Investments

Land and buildings 9 771 728
Investments in group undertakings 10 1,210 1,137
Other financial investments 9 17,144 15,464

19,125 17,329

Assets held to cover linked liabilities 12 2,830 1,982

Reinsurers’ share of technical provisions

Long term business provision 13 2,435 2,200

Technical provision for linked liabilities 13 499 350
2,934 2,550

Debtors

Debtors arising out of direct insurance operations 2 -

Debtors arising out of reinsurance operations 12 7

Other debtors 15 62 56

76 63

Other assets

Cash at bank and in hand 19 174 87

Prepayments and accrued income

Accrued interest and rent 372 349

Total assets 2(b) 25,511 22,360

The accounting policies and notes on pages 14 fora®an integral part of these financial stateraent

12



Prudential Retirement Income Limited

Balance sheet as at 31 December 2010 (continued)

LIABILITIES Note 2010 £m 2009 £m
Capital and reserves
Called up share capital 20 858 858
Profit and loss account 13 1,053 762
Total shareholders’ funds 1,911 1,620
Technical provisions
Long term business provision 13 16,003 14,474
Claims outstanding 13 3 2
Technical provisions for linked liabilities 13 3,329 2,331
Provision for other risks and charges
Deferred tax 16 289 276
Creditors
Derivative liabilities 9 154 137
Amounts owed to credit institutions 761 698
Creditors arising out of direct insurance operation 4 13
Creditors arising out of reinsurance operations 2,598 2,374
Other creditors including taxation and social ségur 17 459 435
3,976 3,657
Total liabilities 25,511 22,360

The financial statements on pages 10 to 40 wereapg by the board of directors on 28 March 2011.

A M Crossley
Director

The accounting policies and notes on pages 14 fora®an integral part of these financial stateraent

13



Prudential Retirement Income Limited

Notes to the financial statements for the year ende31 December 2010

1.
@)

(b)

(€)

Accounting Policies

Change in accounting policies

There have been no changes to accounting polit&smere required to be applied in preparing the
Company’s results for the year ended 31 DecemhHp.20

Basis of preparation

The financial statements have been prepared wr@acce with Part 15 of the Companies Act 2006
and Schedule 3 of the Large and Medium-sized Coiapaand Groups (Accounts and Reports)
Regulations 2008.

The financial statements comply with applicablecatting standards and the ABI SORP, and have
been prepared under the historical cost accoumtites, modified to include the revaluation of
investments.

The Company has not presented a capital positadersent with supporting disclosures under FRS
27 on the basis that the Company is more than B0greg owned within a group and the Company
IS included in the publicly available Prudential o@p financial statements which provide
information on a group basis complying with thigugement. The process for setting assumptions
and determining liabilities, as required to be ldised by FRS 27, is described in Note 14 of the
financial statements (together with key assumpjions

The directors have a reasonable expectation thatQompany will be able to continue in
operational existence for the foreseeable futuckthns continue to adopt the going concern basis
of accounting in preparing the financial statements

This conclusion has been based upon the followthg: Company is a subsidiary within the
Prudential Group and it, its parent company andultienate parent company are continuing to
trade and there are no plans for liquidation, tlen@any has a healthy solvency margin, well in
excess of the Minimum Capital Requirement (MCR) &mhanced Capital Requirement (ECR)
(Note 11), generates positive cashflows and hasleer debt-financing. In addition consideration
has also been given to the Company’s performaheanarket in which it operates, its strategy and
risks and uncertainties, as set out in the Busifkessew of pages 3 and 4, the management of
financial risk as set out in Note 9, includingeatgosure to liquidity risk and credit risk.

Long term business

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

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

Investment income and realised and unrealisedsimant gains attributable to long term business
are credited to the long term business technicaad.

14



Prudential Retirement Income Limited

Notes to the financial statements for the year ende31 December 2010
(continued)

1. Accounting Policies (continued)
(c) Long term business (continued)

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

(d) Investments

() Land and Buildings
Land and buildings are valued annually by professi@xternal valuers on a Market Value
basis, as defined in the Appraisal and Valuatiomiéé issued by the Royal Institute of
Chartered Surveyors, in particular Practice Statén3e2. No depreciation is provided on
land and buildings held for investment purposesadoordance with Statement of Standard
Accounting Practice 19, Accounting for Investmerdgerties.

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

(i)  Other financial investments
Listed investments are shown at fair value. Undistevestments are valued on quotations
provided by external fund managers, brokers, indépst pricing services or values as
determined by the directors.

(i) Realised gains and losses on investments
Realised gains and losses on investments représemlifference between net proceeds on
disposal and the purchase price.

(iv) Unrealised gains and losses on investments
Unrealised gains and losses on investments regrésemifference between the change in
the value of investments held at the balance sHatt and the reversal of unrealised
investment gains and losses recognised in ead@uating periods in respect of investment
disposals.

Under FRS 26 upon initial recognition, financialvéstments are measured at fair value.
Subsequently, the Company is permitted, subjespéific criteria, to designate its investments as
either financial investments at fair value throygbfit and loss, financial investments held on an
available-for-sale basis, financial investmentsdhil maturity, or loans and receivables. The
Company holds financial investments on the follaprases:

(v) Financial investments at fair value through prefitd loss
This comprises assets designated by managemeatraslue through profit and loss on
inception and derivatives which are deemed to be foe trading. These investments are
valued at fair value with all changes thereon be@upgnised in the profit and loss account.

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

15



Prudential Retirement Income Limited

Notes to the financial statements for the year ende31 December 2010
(continued)

1.

(d)

(e)

(f)

(9)

Accounting Policies (continued)

Investments (continued)

(vi) Loans and receivables

This comprises investments that have fixed or d@teable payments and are not

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

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

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

discounted at the original effective interest rate.

Long term business provision

The long term business provision is determinedhigyCompany’s directors based on advice from
the Company’s Actuarial Function Holder, who detiewd the provision using recognised actuarial
methods, with due regard to the actuarial prinsijdéd down in Directive 2002/83/EC.

It is calculated initially on a statutory solvenbgsis to comply with the reporting requirements
under the Financial Services and Markets Act 200t valuation is then modified to remove
certain resilience, contingency and other resemeggiired by the Prudential Sourcebook for
Insurers and the General Prudential Sourcebookdsly the Financial Services Authority.

The technical provisions are the discounted vafuature claim payments, adjusted for investment
expenses and future administration costs. Clainmgays allow for the effects of mortality in line
with the bases set out in Note 14. These bases beer derived from an analysis of recent
population and internal mortality experience andkenallowance for improvements in mortality in
the future.

The interest rates used for discounting claim paymare derived from the yield on the assets held
and make allowance for potential defaults on trassets (see Note 14). Long-term rates of default
appropriate to the assets held have been set basad investigation into historic rates of default
by credit rating, term to redemption and securityx additional short-term default provision is held
to reflect market conditions at the valuation date.

Cash Flow Statement

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

Taxation

Tax is charged on all taxable profits arisingtia accounting period.

Except where otherwise required by accountingdstads, full provision for deferred tax without

discounting is made for all timing differences whicave arisen but not reversed at the balance
sheet date.

16



Prudential Retirement Income Limited

Notes to the financial statements for the year ende31 December 2010
(continued)

1.

(h)

(i)

2.

(@)

Accounting Policies (continued)
Foreign Currencies

Foreign currency revenue transactions are tramslatdhe rate applied at the time of execution.
Monetary foreign currency assets and liabilitieg daranslated at year end exchange rates.
Exchange differences are included in the profit lasd account.

Reinsurance

In the normal course of business the Company seetexduce loss exposure by reinsuring certain

levels of risk in various areas of exposure witheotinsurance companies or reinsurers. An asset
or liability is recognised in the balance sheetr@spnting premiums due to or payments due from

reinsurers and the share of benefits and claimsvezable from reinsurers. The measurement of

reinsurance assets is consistent with the measuatexhthe underlying direct insurance contracts.

Segmental analysis

Gross premiums written
2010 £m 2009 £m

Pension annuities:

- Level and fixed increasing 1,261 1,490
- Index linked 1,061 122
2,322 1,612
Comprising:
External direct premiums:
- Immediate annuities 1,307 517
- Deferred annuities 1 1
1,308 518

External reinsurance accepted:

- Immediate annuities 139 129

Reinsurance from a related party:

- Immediate annuities 875 965

Total 2,322 1,612

All premiums are single premium businegdl business is written in the United Kingdom. Gpou
pension schemes included in premiums are £923n9(Z12m). Included in External Direct premiums
in 2010 is an amount of £885m in respect of a groulx buy in from Glaxo Smith Kline Pension
scheme.

(b) Assets attributable to the long term businessuhd

Of the total assets shown on page 124,475m (2009: £21,315m) is attributable to theglderm
business fund.

17



Prudential Retirement Income Limited

Notes to the financial statements for the year ende31 December 2010
(continued)

3. Investment income

Long term business Non technical
technical account account
2010 £Em 2009 £m 2010 £m 2009 £m

Income from equity securities 1 2 - -

Income from land and buildings 55 78 5 5

Income from debt securities 913 859 21 21

Income from mortgage loans and other loans 3 3

Income from deposits with credit institutions 1 1 - -

Income from other investments 27 15 5 9

(Losses) / profits on the realisation of investrsent 3) (259) 4) 14

other than derivatives

Exchange gains / (losses) 18 (39 - -
1,015 660 27 49

4. Staff costs

The Company has no employees (2009: Nil). Includ#din net operating expenses are amounts paid
in return for management services provided to thm@any by other group companies.

5. Tax on profit on ordinary activities
(a) Analysis of charge in the period

2010 £m 2009 £m

Current Tax

UK Corporation tax on gains of the period 86 21
Adjustments in respect of previous periods 1 -

87 21

Deferred Tax

Origination and reversal of timing differences 13 83
Adjustments in respect of previous periods - 3

13 86
Tax on profits on ordinary activities 100 107

18



Prudential Retirement Income Limited

Notes to the financial statements for the year ende31 December 2010
(continued)

5. Tax on profit on ordinary activities (continued)
(b) Factors affecting tax charge for the period

2010 £m 2009 £m

Profit on ordinary activities before tax 391 375

Profit on ordinary activities multiplied by effeeé rate of

corporation tax in the UK of 28% (2009: 28%) 109 105
Effects of
Adjustment in respect of previous periods 1 -
Timing differences
- Transfer from the non-technical account in exagfsthe statutory (23) 7
surplus
Utilisation of tax losses brought forward - (91)
Current tax charge for the period 87 21

6. Auditors’ remuneration

Fees payable to KPMG Audit Plc (KPMG) for the audiitthe Company’s accounts were £68,000
(2009: £78,525). Fees payable to KPMG for otherises pursuant to legislation, including the awdit
the regulatory return were £30,000 (2009: £16,475).

7. Directors’ emoluments

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

2010 £ 2009 £

Aggregate emoluments and non-pension benefits 363,461 552,955

During the year five (2009: five) directors werdiged to shares under the Prudential’s main |largnt
incentive schemelhree directors are entitled to retirement beneiitder defined benefit schemes and
four directors participate in the defined contribntscheme.

The aggregate of emoluments and amounts receivabler long term incentive schemes of the highest

paid director included in the above figure was £&38. During the year the highest paid director did
not exercise any share options but he did recdiaees under a long term incentive scheme.

8. Acquisition costs

Included within the total for acquisition costs ammmissions of £19m (2009: £22m).
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Notes to the financial statements for the year ende31 December 2010
(continued)
9. Investments

Cost Current Value
2010 Em 2009 £m 2010£m 2009 £m

Freehold land and buildings 418 419 441 406
Leasehold land and buildings 297 320 330 322
Derivative assets 30 - 153 115
Equity securities 19 3 9 2
Debt securities and other fixed income securitiesl5,783 15,013 16,242 14,779
Loans secured by mortgages 37 37 37 37
Other loans 4 4 4 3
Deposits with credit institutions 699 528 699 528

17,287 16,324 17,915 16,192

The change in current value of investments includeatie profit and loss accounas a gain of £724m
(2009: gain of £1,211manalysed between a gain of £7002009: gain of £1,234mincluded in the
Long term business technical account and a ga&Rdfn (2009: loss of £23mincluded in the Non-
technical account. The change in current value780f (2009: gain of £1,234m) included a gain of
£54m (2009: gain of £95m) in respect of land anitdings, a gain of £647m (2009: gain of £1,064m) in
respect of debt securities, a loss of £9m in redgpesquity securitie€009: gain of £27mand a gain of
£8m (2009: gain of £48m) in respect of derivatives.

Amounts included in the above ascribable to listedstments:
Current Value
2010 £Em 2009 £m

Equity securities 7 2
Debt securities and other fixed income securities 15,537 14,113

15,544 14,115

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

land and buildings
2010 £m 2009 £m

At cost 715 739
Aggregated depreciation (48) (46)
Net book value based on historical cost 667 693
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Prudential Retirement Income Limited

Notes to the financial statements for the year ende31 December 2010
(continued)

9. Investments (continued)

(a) Financial instruments

() Designation and fair values

All financial assets of the Company are designateeither fair value through profit and loss omba

and receivables. Financial liabilities are desigdaas either fair value through profit and loss or
amortised cost.

2010 Fair value Loans and Total Fair value
through receivables carrying
profit and value
loss
£m
Financial Assets:
Freehold land and buildings 441 - 441 441
Leasehold land and buildings 330 - 330 330
Deposits with credit institutions - 699 699 699
Equity securities 9 - 9 9
Debt securities 16,242 - 16,242 16,242
Loans:
Loans secured by mortgages - 37 37 37
Other loans - 4 4 4
Derivative assets 153 - 153 153
Accrued investment income - 372 372 372
Other Debtors - 50 50 50
Debtors arising out of direct insurance - 2 2 2
operations
Debtors arising out of reinsurance - 12 12 12
operations
Cash at bank and in hand - 174 174 174
Assets held to cover linked liabilities 2,830 - 2,830 2,830
20,005 1,350 21,355 21,355
Financial Liabilities:
Creditors arising out of direct insurance - 4 4 4
operations
Creditors arising out of reinsurance - 2,598 2,598 2,598
operations
Other creditors - 1,174 1,174 1,174
Derivative liabilities 154 - 154 154
154 3,776 3,930 3,930
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Prudential Retirement Income Limited

Notes to the financial statements for the year ende31 December 2010
(continued)

9. Investments (continued)

(a) Financial instruments (continued)

(i) Designation and fair values (continued)

2009 Fair value Loans and Total Fair value
through receivables  carrying
profit and value
loss
£m
Financial Assets:
Freehold land and buildings 406 - 406 406
Leasehold land and buildings 322 - 322 322
Deposits with credit institutions - 528 528 528
Equity securities 2 - 2 2
Debt securities 14,779 - 14,779 14,779
Loans:
Loans secured by mortgages - 37 37 37
Other loans - 3 3 3
Derivative assets 115 - 115 115
Accrued investment income - 349 349 349
Other Debtors - 58 58 58
Debtors arising out of reinsurance - 7 7 7
operations
Cash at bank and in hand - 87 87 87
Assets held to cover linked liabilities 1,982 - 1,982 1,982
17,606 1,069 18,675 18,675
Financial Liabilities:
Creditors arising out of direct insurance - 13 13 13
operations
Creditors arising out of reinsurance - 2,374 2,374 2,374
operations
Other creditors - 1,118 1,118 1,118
Derivative liabilities 137 - 137 137
137 3,505 3,642 3,642

As at 31 December 2010 no convertible bonds (2088) were included in debt securities. There were
no convertible bonds included in borrowings (2009il).

For financial liabilities designated as fair valireough profit and loss there was no material imhjusc
profit from movements in credit risk during 201G1&2009.

(i) Determination of fair values

The fair values of the financial assets and litib#li as shown in the table above and on the prsviou
page have been determined on the following bases.
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Prudential Retirement Income Limited

Notes to the financial statements for the year ende31 December 2010
(continued)

9. Investments (continued)
(a) Financial instruments (continued)
(i) Determination of fair values (continued)

The fair values of the financial instruments forievhfair valuation is required under UK GAAP are
determined by the use of current market bid prioegjuoted investments, or by using quotations from
independent third-parties, such as brokers andngriservices or by using appropriate valuation
techniques. Investments valued using valuationnigeies include financial investments which by their
nature do not have an externally quoted price basedegular trades and financial investments for
which markets are no longer active as a resultarket conditions e.g. market illiquidity. The vaiion
techniques used include comparison to recent den@gh transactions, reference to other instruments
that are substantially the same, discounted cast dinalysis, option adjusted spread models and, if
applicable, enterprise valuation. These techniquayg include a number of assumptions relating to
variables such as credit risk and interest ratéan@es in assumptions relating to these varialdekl c
positively or negatively impact the reported faitue of these instruments. When determining thatgp
into the valuation techniques used priority is givi®@ publicly available prices from independent
sources, when available but overall, the sourgaioing is chosen with the objective of arrivingsafair
value measurement which reflects the price at whittorderly transaction would take place between
market participants on the measurement date.

The fair value estimates are made at a specifictpoitime, based upon available market information
and judgements about the financial instrumentsludticg estimates of the timing and amount of
expected future cash flows and the credit standingpunterparties. Such estimates do not reflegt an
premium or discount that could result from offerfiog sale at one time the Company’s entire holdings
of a particular financial instrument, nor do thensider the tax impact of the realisation of urisea
gains or losses from selling the financial instrambkeing fair valued. In some cases the fair value
estimates cannot be substantiated by comparismlépendent markets, nor can the disclosed value be
realised in immediate settlement of the finanaiatiument.

The loans and receivables have been shown nebeisgns for impairment where applicable. The fair
value of loans has been estimated from discountsth dows expected to be received. The rate of
discount used was the market rate of interest.

The estimated fair value of derivative instrumergiects the estimated amount the Company would
receive or pay in an arm’s length transaction. ameunt is determined using quoted prices if exchang
listed, quotations from independent third partiesalued internally using standard market practices
The fair value of borrowings is based on quotedketgprices, where available.

The fair value of other financial liabilities ofdfCompany is determined using discounted cash ftdws
the amounts expected to be paid.
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Notes to the financial statements for the year ende31 December 2010
(continued)

9. Investments (continued)

(a) Financial instruments (continued)

(i) Level 1, 2 and 3 fair value measurement hiehgy of financial instruments

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

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

Level 1 principally includes exchange listed e@sfimutual funds with quoted prices, exchange trade
derivatives such as futures and options, and ratigavernment bonds unless there is evidence that
trading in a given instrument is so infrequent tiha market could not possibly be considered active
also includes other financial instruments whereehe clear evidence that the year end valuation is
based on a traded price in an active market.

Level 2 — inputs other than quoted prices inclugdédin level 1 that are observable either direftls.
as prices) or indirectly (i.e. derived from prices)

Level 2 principally includes corporate bonds andeotnon-national government debt securities which
are valued using observable inputs, together wilr-the-counter derivatives such as forward excaang
contracts and non-quoted investment funds valuel @bservable inputs. It also includes investment
contract liabilities that are valued using obselwaputs.

The nature of the Company’s operations in the Ukamthat a significant proportion of the assets
backing non-linked shareholder backed busines$@ldtin corporate bonds, structured securities and
other non-national government debt securities. &lassets, in line with market practice, are gelyeral
valued using third party broker quotes in the Ukhei directly or via third parties such as IDC or
Bloomberg. Such assets have generally been cldsifé level 2 as the nature of broker quotations
means that it does not strictly meet the definitadna level 1 asset. However these valuations are
determined using independent external quotatiams fnultiple sources and are subject to a number of
monitoring controls such as monthly price varianstale price reviews and variance analysis oTepri
achieved on subsequent trades.

In addition level 2 includes debt securities thatealued internally using standard market prasti€f

the total level 2 debt securities of £13,981m (2@12,806m), £642m (2009 £609m) are valued
internally. The majority of such securities use nimapricing, which is based on assessing the credit
quality of the underlying borrower to derive a abie discount rate relative to government secatitie
Under matrix pricing, the debt securities are mtitaking the credit spreads on comparable quoted
public debt securities and applying these to theivadent debt instruments factoring a specified
liquidity premium. The significance of the paramieteised in this valuation technique are readily
observable in the market and, therefore, are rlgjesuto interpretation.
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Notes to the financial statements for the year ende31 December 2010
(continued)

9. Investments (continued)

(a) Financial instruments (continued)

(i) Level 1, 2 and 3 fair value measurement hiehg of financial instruments (continued)

Level 3: Significant inputs for the asset or lidlgithat are not based on observable market data
(unobservable inputs)

Level 3 principally includes investments in privagquity funds, investments in property funds which
are exposed to bespoke properties or risks, inwgnwhich are internally valued or subject to a
significant number of unobservable assumptionscanthin derivatives which are bespoke or long

dated. It also includes debt securities which arely traded or traded only in privately negotiated
transactions and hence where it is difficult toesisthat these have been based on observable market
data. The inherent nature of the vast majorityhelse assets means that, in normal market conditions
there is unlikely to be significant change in tpedfic underlying assets classified as level 3.

Of the £48m (2009: £45m) level 3 items which suppan-linked shareholder-backed business (0.2%
(2009: 0.3%) of the total assets net of derivatiabilities backing this business), all are intdiya
valued. Internal valuations, which represent orfly 2009: 4%) of the total assets net of derivative
liabilities supporting non-linked shareholder-batkkusiness, are inherently more subjective than
external valuations.

If the value of all level 3 investments backing Amked shareholder-backed business was varied by
10%, the change in valuation would be £5m (2008 5vhich would reduce or increase shareholders’
equity by this amount before tax.

2010 Level 1 Level 2 Level 3 Total
£m

Equity securities 1 7 1 9
Debt securities 2,214 13,981 47 16,242
Other investments (including derivative assets) - 153 - 153
Assets held to cover linked liabilities 632 2,240 - 2,872
Derivative liabilities - (154) - (154)
Total financial investments, net of derivative

liabilities: 2,847 16,227 48 19,122
Percentage of total 14.9%  84.9% 0.2% 100%

The difference in Assets held to cover linked litibs shown in the above table compared to thatvsh
in the Designation and fair values table earliedus to assets not covered by the disclosure exgaints
of FRS29.

2009 Level 1 Level 2 Level 3 Total
£m

Equity securities - 2 - 2

Debt securities 1,910 12,826 43 14,779
Other investments (including derivative assets) - 115 - 115

Assets held to cover linked liabilities 398 1,516 2 1,916
Derivative liabilities - (237) - (137)

Total financial investments, net of derivative

liabilities: 2,308 14,322 45 16,675
Percentage of total 13.8% 85.9% 0.3% 100%
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Notes to the financial statements for the year ende31 December 2010
(continued)

9. Investments (continued)
(a) Financial instruments (continued)
(i) Level 1, 2 and 3 fair value measurement hiehg of financial instruments (continued)

Reconciliation of movements in level 3 financiattuments measured at fair value

The following table reconciles the value of leveffiancial instruments at 1 January 2010 to that
presented at 31 December 2010. Total gains anddagsorded in the long-term technical account in
the period represents realised gains and lossdading interest and dividend income, unrealiseidga
and losses on financial instruments classifiedaamtvalue through profit and loss and foreign exgjea
movements on overseas investments. All these amauatincluded within “investment income” and
“unrealised gains (losses)” in the long-term techhaccount.

2010 At 1Jan Total Purchases Sales Transfers Transfers At 31 Dec
2010 gainsin into level 3 out of leve 2010
long- 3
term
technical
account
£m
Equity securities - - 1 - - - 1
Debt securities 43 23 - 9) 1 (11) 47
Assets held to 2 - - (2) - - -
cover linked
liabilities

Total financial
investments net
of derivative

liabilities 45 23 1 (11) 1 (112) 48
2009 At1 Jan Total Purchases Sales Transfers Transfers At 31 Dec
2009 losses in into level 3 out of leve 2009

long-term 3

technical

account

£m

Equity securities - - - - - - -
Debt securities 67 (0] 10 (55) 24 (2) 43
Assets held to 3 - - 2 1 - 2
cover linked
liabilities

Total financial

investments net of

derivative

liabilities 70 (1) 10 (57) 25 (2) 45

Of the total gains of £23m (2009 : £1m loss) inplkeod,a £17m (2009 : £3m loss) gain relates to level
3 financial instruments still held at the end & ffear, all of which relate to debt securities.
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9. Investments (continued)
(a) Financial instruments (continued)
(i) Level 1, 2 and 3 fair value measurement hiehg of financial instruments (continued)

Transfers between level 1 and level 2

There have been no significant transfers betweean leand level 2 during the year.
(iv) Interest income and expense

The interest income on financial assets not atvaine through profit and loss wd8m for the year
ended 31 December 2010 (2009: £3m).

There is no interest expense on financial liak#ithot at fair value through profit and loss fax flear
ended 31 December 2010 (2009: £Nil).

(b) Market risk

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

Market risk comprises four types of risk, namely:

. Interest rate risk: due to changes in market istawges,

» Liquidity risk: inability to meet payment of obligans in a timely manner at a reasonable cost or
the risk of unexpected increases in the cost adivghthe portfolio at appropriate maturities oesat

e Currency risk: due to changes in foreign exchaaggesty and

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

The financial assets covering the Company’s liibdi are subject to market risk. The liabilities f
annuity contracts are subject to market risk agisnom changes in the returns of the attachingtasse
Except mainly to the extent of any minor assetiliigbduration mismatch, and exposure to credik,ris
the sensitivity of the Company’s annuity busingssults to market risk for movements in the cagyin
value of liabilities and covering assets is broadtytral on a net basis.

The principal items affecting the results of ther@any are mortality experience and assumptions and
credit risk.
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Notes to the financial statements for the year ende31 December 2010
(continued)

9. Investments (continued)

(b) Market Risk (continued)
() Interest rate risk

The following table shows an analysis of the classiefinancial assets and liabilities and theiredir
exposure to interest rate risk. Each applicaldescbf the Company’s assets or liabilities areyzedl
between those exposed to fair value interest isiteaash flow interest rate risk and those withdirect
interest rate risk exposure.

2010 Fair value  Cash flow Not directly Total
interest interest exposed to
rate risk rate risk  interest rate
risk
£m
Financial Assets:
Freehold land and buildings - - 441 441
Leasehold land and buildings - - 330 330
Deposits with credit institutions - 699 - 699
Equity securities - - 9 9
Debt securities 15,680 492 70 16,242
Loans:
Loans secured by mortgages 37 - - 37
Other loans 4 - - 4
Derivative asset 139 - 14 153
Cash at bank and in hand - - 174 174
15,860 1,191 1,038 18,089
Financial Liabilities:
Derivative liabilities 144 - 10 154
144 - 10 154
2009 Fair value Cashflow Not directly Total
interest rate interest rate exposed to
risk risk interest rate
risk
£m
Financial Assets:
Freehold land and buildings - - 406 406
Leasehold land and buildings - - 322 322
Deposits with credit institutions - 528 - 528
Equity securities - - 2 2
Debt securities 14,136 576 67 14,779
Loans:
Loans secured by mortgages 37 - - 37
Other loans 3 - - 3
Derivative asset 108 - 7 115
Cash at bank and in hand - 87 - 87
14,284 1,191 804 16,279
Financial Liabilities:
Derivative liabilities 136 - 1 137
136 - 1 137
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(continued)

9. Investments (continued)
(b) Market Risk (continued)

(i) Maturity analysis of derivatives

The net derivative position as at the 31 Decemb&02vas a liability of £1m (2009: liability of £29m

The net derivative positions as stated above ca®mjphie following derivative assets and liabilities:

2010 £m 2009 £m
Derivative assets 153 115
Derivative liabilities (154) (137)
Net Derivative position (1) (22)

The derivative assets and liabilities have beeludsd at fair value and their maturity within 1 yea
less which represents the basis on which they amaged (i.e. to manage principally asset or lighbili
value exposures). Contractual maturities are nosidered essential for an understanding of thengmi
of the cash flows for these instruments and ini@aer the Company has no cash flow hedges.

(iif) Sensitivity to interest rate movement

The close matching by the Company of assets oogpiate duration to its annuity liabilities is bdsen
maintaining economic and regulatory capital. Theasueement of liabilities under capital reporting
requirements and UK GAAP is not the same, with iogeincy reserves and some other margins for
prudence within the assumptions required undefF8# regulatory solvency basis not included for UK
GAAP reporting purposes. As a result UK GAAP’s geiders’ funds are higher than regulatory
capital and therefore more sensitive to interest tiak.

The estimated sensitivity of the shareholder-badkesiness to a movement in interest rates of 1% and
2% as at 31 December 2010 and 2009 are as follows:

2010
Fallof 2% Fallof 1% Rise of 1% Rise of 2%
£m
Carrying value of debt securities and
derivatives 5,793 2,600 (2,152) (3,959)
Long term business provision (5,336) (2,433) 1,866 3,481
Related tax effects (123) (45) 77 129
Net sensitivity of profit after tax and
shareholders’ funds 334 122 (209) (349)
2009
Fallof2%  Fallof 1% Riseof 1% Rise of 2%
£m
Carrying value of debt securities and
derivatives 4,724 2,128 (1,771) (3,268)
Long term business provision (4,515) (2,027) 1,674 73,0
Related tax effects (59) (28) 27 55
Net sensitivity of profit after tax and
shareholders’ funds 150 73 (70) (141)
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(continued)

9. Investments (continued)

(b) Market Risk (continued)
(iv) Currency risk

As at 31 December 201the Company held 4% (2009: 5%) and 5% (2009: 4%bsdinancial assets
and financial liabilities respectively, in curreesj mainly US dollar and Euro, other than the fionet
currency, Sterling.

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

In addition, the portfolio of the Company includesuity securities and investment property. Exeigdi
any second order effects on the measurement diathiities for future cash flow to the policyholda
fall in their value would have given rise to thdldwing effects on pre-tax profit, profit after taand
shareholders’ equity.

(v) Other Price Risk — Equities and Property

In addition the shareholder backed portfolio of @@mpany includes equity securities and investment
property. Excluding any second order effects anrtfeasurement of the liabilities for future casiwfl

to the policy holder a fall in their value wouldveagiven rise to the following effects on pre-tanff,
profit after tax, and shareholder equity.

2010 A decrease A decrease
of 20% of 10%
£m
Pre-tax profit (156) (78)
Related current tax effects 42 21
Net sensitivity of profit after tax and
shareholders’ equi (114) (57)
2009 A decrease A decrease
of 20% of 10%
£m
Pre-tax profit (146) (73)
Related current tax effects 41 20
Net sensitivity of profit after tax and
shareholders’ equi (105) (53)

A 10% or 20% increase in their value would haveapproximately equal and opposite effect on profit
and shareholders’ equity to the sensitivities shabowve.

In the equity and property risk sensitivity anatygiven above the Company has, for 2010, considered
the impact of an instantaneous 20 per cent fadlgnity and property markets. If equity and propert
markets were to fall by more than 20 per cent, @mnpany believes that this would not be an
instantaneous fall but rather this would be expetteoccur over a period of time during which the
Company would be able to put in place mitigatinghegement actions.

30



Prudential Retirement Income Limited

Notes to the financial statements for the year ende31 December 2010
(continued)

9. Investments (continued)

(c) Derivatives and Hedging

The Company uses various derivative arrangementsdar to assist in the matching of contractual
liabilities.

Currency swap agreements involve the exchangeyh@ats in different currencies over the life of the
agreement. The Company enters into currency svapsdctions to hedge foreign currency risk on
overseas investments. Interest rate and inflateapsagreements involve the exchange of fixed and
floating payments over the life of the agreemeritbout an exchange of the underlying principal
amount. The Company has entered into credit defavdp arrangements predominantly in respect of
sovereign government debt obligations.

The swap agreements are accounted for on a meaaket basis, consistent with the assets and ligsilit
hedged. All over-the-counter derivative transawioare conducted under standardised ISDA
(International Swaps and Derivatives Associatiot) Imaster agreements and the Group has collateral
agreements between the individual group entitifgswhich the Company is one, and relevant
counterparties in place under each of these marlster agreements.

The notional amount of the derivatives were a®fed at 31 December 2010 and 2009;

2010 Notional amount on which future payments
are basel
Asset Liability
£m £m
Cross-currency swaps 321 401
Futures - -
Forwards 390 391
Inflation swaps 1,982 1,980
Credit default swaps 985 -
Interest rate swaps 586 586
2009 Notional amount on which future payments
base:
Asset Liability
£m £m
Cross-currency swaps 321 407
Futures 10 -
Forwards 407 400
Inflation swaps 1,286 1,286
Credit default swaps 5 -
Interest rate swaps 586 586
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9. Investments (continued)

(c) Derivatives and Hedging (continued)

(i) Debt securities and other fixed income secesiti

The following table summarises by the rating, teeusities held by the Company as at 31 December
2010 and 2009:

Total Total

2010 2009

£m £m

S&P — AAA 4,359 4,032
S&P — AA+ to AA- 2,036 1,665
S&P — A+ to A- 5,467 4,755
S&P — BBB+ to BBB- 2,162 2,042
S&P — Other 119 155
14,143 12,649

Moody's — Aaa 93 76
Moody's —Aal to Aa3 111 58
Moody's —Al to A3 93 188
Moody's — Baal to Baa3 146 135
Moody'’s - Other 57 101
500 558

Fitch 147 285
Other 1,452 1,287
Total debt securities 16,242 14,779

In the table above, S&P ratings have been usedemnerilable. For securities where S&P ratings are
not immediately available, those produced by Mosea@yid then Fitch have been used as an alternative.

Where no external ratings are available, interagings produced by the Prudential Group’s asset
management operations, which are prepared on aaraivip basis to external ratings, are used where
possible. Of the total debt securities held at 31 Decembd20hich are not externally rated, £551m
(2009: £261m) were internally rated AAA to A-, £/862009: £325mvere internally rated BBB to B-
and £115m (2009: £23m) were unrated.

(i) Loans and receivables

Of the total loans and receivables held £3 millip@09: £1m) are past their due date but have remn be
impaired. Of the total past due but not impaig&8lmillion (2009: £1m) are less than 1 year pasirth
due date. The Company expects full recovery ofehlesns and receivables. In accordance with
accounting policy, impairment reviews were perfadnfer loans and receivables. During the year
ended 31 December 2010, no impairment losses (BNID:were recognised for loans and receivables.
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9. Investments (continued)
(c) Derivatives and Hedging (continued)

(i) Securities lending and reverse repurchasessgnents

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

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

the Company had lef2,129m(2009: £2,488m) of securities and held collateralar such agreements
of £2,266m(2009: £2,543m) Of this amount £154r(2009: £201m) related to another group company.

At 31 December 2010, the Company had entered &terse repurchase transactions, under which it
purchased securities and had taken on the obligatioresell the securities for the purchase price,
amounting to £220m (2009: £353m), together withraed interestOf this amount £Nil (2009: £2m)
related to another group company.

(iv) Collateral under derivative transactions

At 31 December 201@he Company had pledged £81m (2009: £8fm)iabilities and held collateral
of £82m(2009: £70m) in respect of over-the-counter denveatransactions.

(d) Reinsurer’s share of technical provisions

Of the reinsurer’s share of technical provisions3atDecember 2010 of £2,934¢R009: £2,550m),
1.4% (2009: 1.3%pf the balance relates to companies outside ofPtluelential Group and of these
100% (2009: 100%) of the balance were from reimsungth S&P’s rating oAA- and above, based on
the ratings at the date of signing these finarstatkements.

(e) Risk management

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

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

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

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

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

(e) Risk management (continued)

Market risk

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

The primary market risks that the Company facemtisrest rate risk because most of its assets are
investments that are bonds, mortgages or cash itepibe values of which are subject to interets ra
risk. The Company has some liabilities that contgiraranteed returns which generally will be
supported by fixed income investments.

Credit risk

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

Liquidity risk

Liquidity risk is the risk that the Company may un@able to meet the payment of obligations in algme
manner at a reasonable cost or the risk of uneggdntreases in the cost of funding the portfotio a
appropriate maturities or rates. The Company wrietely annuity business, which cannot be

surrendered. Therefore liquidity risk is mitigatéy cashflow matching the maturity profile of
investments with the expected regular annuity payme

10. Investments in group undertakings

Cost Current Value
2010 Em 2009 £m 2010£m 2009 £m

Loans to group undertakings 1,210 1,137 1,210 1,137

In 2010 the Company entered into loan agreemenf2@®8m which represents loans to The Prudential
Assurance Company Limited. Of the total loans, #4174 to be repaid within one year and the
remainder o£1,036m have no set term.

11. Capital requirements and management

Regulatory capital requirements apply at both aividual Company level and at the Prudential Group
level, of which the Company is a part, for life @ssice and investment management business. The
Prudential Group, of which the Company is a parturrently subject to the solvency requirements of
the Insurance Groups Directive (IGD) as implemergdhe FSA. Under the IGD a continuous parent
company solvency test is applied: under this testsurplus capital held in each of the regulated
subsidiaries, including the Company, is aggregaiitit the free assets of non-regulated subsidiaries.

From this total, Prudential Group borrowings arewtged, other than subordinated debt issues which
qualify as capital.
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11. Capital requirements and management (continued)

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

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

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

The available capital of £1,523(2009: £1,293m) reflects the excess of regulat@sidhassets over
liabilities of the fund, before deduction of thetal resources requirement of £704m (2009: £614m).

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

2010 2009
£m £m
Shareholders’ equity
Held outside long term funds:
Net assets 879 840
Total 879 840
Held in long term funds 1,032 780
Total shareholders’ equity 1,911 1,620
Adjustments to regulatory basis
Other adjustments to restate these amounts toudaten,
basis (388) (327)
Total adjustments (388) (327)
Total available capital resources on FSA regulatgr
bases 1,523 1,293
12. Assets held to cover linked liabilities
Cost Current Value

2010 Em 2009 £m 2010 £m 2009 £m

Assets held to cover linked liabilities 2,925 2,110 2,830 1,982

The change in current value of assets held to daovexd liabilities included in the Long term busss
technical account was a gain of £203m (2009: ghE2&0m).
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13. Reserves and policyholder liabilities (net of reinsrance)

Claims Technical Long term Profit

outstanding provision business and loss
for provision account
linked
liabilities
£m
Balance at 1 January 2010 2 1,981 12,274 762
Movement in technical provisions for the year - 849 1,294 -
Profit and loss account 1 - - 291
Balance at 31 December 2010 3 2,830 13,568 1,053

Of the balance on the profit and loss account g0F3Im (2009: £762m), £819m (2009: £679m) is
distributable to the shareholder. The remainindarize on the profit and loss account is not
distributable due to the need to maintain the megumargin of solvency, as computed under the mfles
the FSA’s Interim Prudential Sourcebook, InsuraRcadential Sourcebook and General Prudential
Sourcebook.

14. Long term business provisions

The Company’s liabilities are for contracts thabypde individual immediate and bulk immediate and
deferred annuities.

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

The deferred annuities are also either fixed or IRRRed, both during deferment and in payment.

The primary risks to the Company are therefore afityt investment and credit risk.

The Company’s fixed-increase annuities may incaporautomatic increases in annuity payments by
fixed amounts over the policyholder’s life. Ther@many’s RPI annuity contracts provide for a regular

annuity payment which changes periodically basetherchange in the UK Retail Prices Index, which

for some contracts are subject to pre-defined naramd maxima.

For bulk annuity business, the Company managesdbets and accepts the liabilities of a company
pension scheme, to the extent to which they ardddnusually when it is wound up by the employer.

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

The key assumptions made at 31 December 2009 aDeé@&Imber 2010 are shown below.
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14. Long term business provisions (continued)
Mortality

Mortality assumptions are set in light of recenpylation and internal experience. The mortality
assumptions used are percentages of standardiattoartality tables. The percentages of the stehda
table used are selected according to the sourdmusihess. Where annuities have been sold on an
enhanced basis to impaired lives an adjustmenaiemeither through an addition to the age or tjinou
an explicit mortality loading set by the underwrgteThe base mortality assumptions have been update
during 2010 to use the PCxA tables. PreviouslyRhNxA tables were used, which reflected normal
retirements only. The PCxA tables reflect all egtients and have been found to provide a bettés fit
experience.

The mortality assumptions also include an allowdncexpected future improvements in longevity. For
males, the future mortality improvements are i hmith Prudential’s own calibration of the CMI 2009
mortality model, with a long term improvement rate2.25% p.a. For females, the future mortality
improvements are in line with Prudential’s own leedtion of the CMI 2009 mortality model, with a
long term improvement rate of 1.25% plde assumptions used (shown as a range of pegesntd
base tables with future improvements), before dioyvance for impairment, are set out overleaf:

2010 2009
Males Females Males Females
In payment: 94% — 95% 86% — 97% 96% - 102% 88% - 98%
PCMAOO with PCFAOQO with PNMAOO PNFAOQ0
future future (C=2000) (C=2000)
improvements in | improvements in with medium with 75% of
line with line with cohort medium cohort

Prudential’'s own
calibration of the
CMI model, with a
long term

Prudential’s own
calibration of the
CMI model, with a
long term

improvement table
with a minimum
annual
improvement of

improvement table
with a minimum
annual
improvement of

improvement rate
of 2.25% p.a.

improvement rate
of 1.25% p.a.

2.25% up to age 9(
decreasing linearly
to zero by age 120

,1.25% up to age 9(
decreasing linearly
to zero by age 120

In deferment:

AM92 - 4 years

AF92 - 4 yearg

AM3Ryears

AF92 - 4 years

Interest rate

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

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

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

Valuation Rules.
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14. Long term business provisions (continued)
Interest rate (continued)

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

The investment management expenses are reviewedlpnand reflect the Company’s costs.

The credit risk assumption is also reviewed angualhd reflects the assets actually held. The
assumption about the future level of defaults heenlreduced to 42 basis points per annum (47 basis
points per annum at 31 December 2009). This reatuddirgely reflects the impact of asset tradingrove
the course of 2010.

Expenses

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

Other assumptions
A number of other, less financially significant,t@arial assumptions are made in calculating the

provisions, including the likely marital statusjoint-life policyholders on death and the futuréesaof
escalation of certain benefits.

15. Debtors
Other Debtors 2010 £m 2009 £m
Amounts due from group undertakings 47 44
Tax recoverable 12 10
Other debtors 3 2

62 56

16. Provision for deferred tax

2010 £m 2009 £m

Unrealised gains on investments 27) (29)
Transfer to the non technical account in excesghef statutory 316 295
surplus

Undiscounted provision for deferred tax 289 276

2010 £m 2009 £m

Deferred tax liability at start of year 276 190
Deferred tax charge in profit and loss account 13 86
Deferred tax liability at end of year 289 276
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16. Provision for deferred tax (continued)

From April 2011 the standard corporation tax rabe the UK will change from 28% to 27%.
Subsequent phased rate changes to 24% are alsosptbfput are not yet substantially enacted.
Deferred tax at the end of 2010 has been provideallyvat the rate of 27% on the basis that allhef t
temporary differences will reverse at the new rale effect of this change on the deferred tartass
and liabilities at 31 December 2010 is £10.7m.

17. Creditors

Other creditors including taxation and social secuity 2010 £m 2009 £m
Amounts owed to group undertakings 396 387
Taxation 46 27
Other creditors 17 21

459 435

Included within amounts owed to group undertakiag81 December 2010 was an amount of £394m
(2009: £384m), which represents two contingent do@mncluding interest) repayable to The Prudential
Assurance Company Limited.

Loan repayments are contingent upon surplus arsimbare made after the end of each financial year
as a specified percentage of the lesser of the @oyw Pillar | surplus and the Company’s Pillar 1l
surplus which emerged over that period. If eitherplus arising amount is negative, no repayments
need be made in respect of that financial year.

Any repayment obligations crystallise on the lasy df the financial year to which the surplus agsi
relates. The loans may be prepaid by the Comppaw prior notice.

All other creditors of £65m (2009: £51m) are pagablthin a period of five years.

18. Guarantees and Commitments

Although currently none the Company has providewmf time to time, other guarantees and
commitments to third parties entered into in themad course of business.

19. Bank current accounts

Under the terms of the Company’s arrangements thhPrudential Group’s main UK banker (HSBC),
the bank has a right of set-off between creditrxzda (other than those of long term business fusuls)
all overdrawn balances of those Group undertakvigssimilar arrangements.

20. Called up share capital

The total number of issued and fully paid sharethetyear end was 837,700,000 (2009: 837,700,000)
ordinary shares and 20,000,000 (2009: 20,000,0@d¢m@nce shares.

The Preference Shares issued carry the right ®ive@ non-cumulative preferential Dividend which
shall accrue at the rate of two pence per annura.Pireference Shares may not be redeemed otherwise
than at the option of the Company at any time afierfifth anniversary of the date of issue of such
Preference Share.
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20. Called up share capital (continued)

The Preference Shares carry no voting rights exiegptresolution is proposed in relation to (i) the
winding up of the Company, a voluntary arrangemeith creditors of the Company or proposed
receivership, administrative receivership or adstiation of the Company; or (ii) an alteration bét
rights of the Preference Shares or in relatiomipather matter which will have detrimental effagon
the rights of the Preference Shares.

21. Charges

In the normal course of business certain reins@rdiabilities were secured by a floating charge,
ranking these liabilities equally with amounts dusder unsecured direct (non-reassurance) policies,
over the long term insurance assets of the Compampunts secured by charges of this nature were
£5,448m and £465m (2009: £4,561m and £463m) remtiiagendividual liabilities to one customer.

22. Related party transactions

The Company has taken advantage of the exemptideruparagraph 3(c) of Financial Reporting
Standard Number 8 from disclosing transactions wither subsidiary undertakings of the Prudential
Group. There were no other transactions with edlgarties.

23. Immediate and ultimate parent company

The immediate parent company is The Prudential vasse Company Limited. The ultimate parent
company is Prudential plc, which is the only pamarhpany which prepares group financial statements.

Copies of these financial statements can be olatdnoen the Company Secretary, Laurence Pountney
Hill, London, EC4R OHH.
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