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Financial  
highlights

Shareholder-backed policyholder liabilities

At 1 Jan 2010 At 1 Jan 2011 At 31 Dec 2011

Asia US UK Other movements

£13,050m

£48,311m

£38,700m

£100,061m £1,298m
£7,368m £1,029m

£12,427m £122,183m

£43,944m

£60,523m

£17,716m 

£1,839m
£7,824m

£(657)m

£2,317m £133,506m

£46,048m

£69,189m

£18,269m

Net liability �ows3 Net liability �ows3

Asset management net inflows and profitability

IFRS operating profit

+22%

2010

£284m

£378m

£357m

£461m

2011

M&G Other asset management business Total asset management

External funds under 
management

2010

£89.3bn

£111.4bn

£91.9bn

£111.2bn

2011

Total asset management 
net in�ows

–49%

2010

£8,890m

£4,506m

2011

M&G net inflows

–52%

2010

£9,105m

£4,385m

2011

Life APE new business sales, profits and investment in new business
Balancing capital consumption and value optimisation

Life APE new business sales

+6%

2010

Asia1

£820m

£3,485m

£1,164m

£1,501m

£746m

£3,681m

£1,275m

£1,660m

2011

US UK

New business profit

+6%

2010

£365m

£2,028m

£761m

£902m

£260m

£2,151m

£815m

£1,076m

2011

Free surplus investment
in new business1 

+14%

2010
(£54m)

£(202)m

£(297)m

£(65)m
£(300)m

£(278)m

£(643)m

£(553)m

2011

Asia1 US UK Group

2011 2010 2011 2010  2011 2010  2011 2010

New business profit margin 65% 60% 64% 65% 35% 45% 58% 58%
Payback period2 3 years 3 years 1 year 1 year 4 years 4 years 2 years 2 years
Internal rate of return >20% >20% >20% >20% >20% >20% >20% >20%
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+7%

2010

£1,941m
£2,070m

2011

EEV operating profit

+8%

2010

£3,696m
£3,978m

2011

Dividend per share relating 
to the reporting year

+5.6%

2010

23.85p
25.19p

2011

+3%

+8%

2010

62.0p

106.9p
115.7p

63.9p

2011

EEV IFRS

Basic earnings per share4

Group shareholders’ funds
(including goodwill attributable to shareholders)

EEV shareholders’ funds per share

Balance sheet, cash and capital

EEV shareholders’ funds

2010

£18.2bn

19% 16%

£19.6bn

2011

Return on shareholders’ funds8

+8%

IRFS shareholders’ funds

2010

£8.0bn

27% 20%

£9.1bn

2011

+14%

IGD capital b efore final 
dividend6

–7%

2010

£4.3bn
£4.0bn

2011

Underlying free surplus
generated5

+16%

2010

£1,714m

£1,983m

2011

Cash remitted to Group

+18%

2010

£1,105m

£935m

2011

Holding company 
cash balances7

–3%

2010

£1,232m £1,200m

2011

+8%

+8%

2010

658p

715p
771p

713p

2011

Including
goodwill
Excluding
goodwill

Notes
1	 	Asia	new	business	amounts	exclude	Japan,	which	ceased	writing	new	
business	in	2010.

2	 	Payback:	expected	period	over	which	future	undiscounted	free	surplus	
generation	from	shareholder-backed	business	recoups	initial	new	business	
investment.

3	 	Net	liability	flows	are	defined	as	movements	in	shareholder-backed	policyholder	
liabilities	arising	from	premiums	(net	of	charges),	surrenders,	maturities	and	deaths.	

4	 	Based	on	operating	profit	after	tax	and	non-controlling	interests.	2010	excludes	an	
exceptional	tax	credit	of	£158	million	which	primarily	related	to	the	impact	of	a	
settlement	agreed	with	the	UK	tax	authorities.

5	 	Underlying	free	surplus	generated	comprises	underlying	free	surplus	generated	
from	the	Group’s	long-term	business	(net	of	investment	in	new	business)	and	asset	
management	operations.	

6	 	For	2011,	IGD	amounts	are	estimated.	Both	2010	and	2011	are	stated	before	
final	dividend.

7	 	Including	short-term	investments.
8	 	Operating	profit	after	tax	and	non-controlling	interests	in	(but	including	
in	2010	exceptional	tax	credit	of	£158	million)	as	percentage	of	opening	
shareholders’	funds.
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Notes
1	 	If	long-term	business	is	considered	
separately	from	asset	management	
and	UK	general	insurance	
commission.

2	 	Excludes	Japan	which	ceased	writing	
new	business	in	2010.

3	 	Source:	Annuity	Specs.

The continued growth in the profits of our Asian life 
insurance business was one of the highlights of our 
2011 results, as Asia passed an important milestone 
becoming the largest contributor 1 to Group IFRS 
operating profit.

Chief Financial  
Officer’s overview

Business review | Chief Financial Officer’s overview

2011 was a productive year for Prudential during which we delivered strong 
performance across all of our key metrics and made clear progress towards 
our 2013 ‘Growth and Cash’ financial objectives. 

At a Group level, the key headlines show that EEV new business profit (‘new business 
profit’) increased by 6 per cent to £2,151 million (2010: £2,028 million2), IFRS operating 
profit based on longer-term investment returns (‘IFRS operating profit’) increased 
by 7 per cent to £2,070 million (2010: £1,941 million) and underlying free surplus 
generation increased by 16 per cent to £1,983 million (2010: £1,714 million). These 
results were delivered during a particularly challenging macroeconomic environment 
and are testament to the quality of our franchises across Asia, the US and the UK. 

Growth 
In life insurance, new business profit was up 6 per cent to £2,151 million 
(2010: £2,028 million2) on APE sales in 2011 of £3,681 million (2010: £3,485 million2) 
resulting in a new business margin of 58 per cent (2010: 58 per cent2). The growth in 
both sales and new business profit was achieved while investing 14 per cent less capital 
than last year, reflecting our disciplined approach to optimising the balance between 
value creation and capital utilisation, and our ongoing focus on those products and 
geographies with the highest returns and shortest payback periods. 

Asia produced new business profit of £1,076 million (2010: £902 million2), and APE 
sales of £1,660 million (2010: £1,501 million2), up 19 per cent and 11 per cent 
respectively on the previous year. Our new business margin increased from 60 per cent 
to 65 per cent in 2011, driven by favourable country mix with a particularly strong 
performance in Indonesia, which is now the largest contributor to virtually all of our key 
financial metrics in Asia. 

Jackson delivered new business profit of £815 million (2010: £761 million), up 7 per cent 
compared to 2010, based on APE sales of £1,275 million (2010: £1,164 million). Our 
new business margin in the US remains attractive at 64 per cent (2010: 65 per cent). We 
continued to focus on variable annuities over the course of 2011 and APE sales in this 
product line grew by 15 per cent to £1,091 million (2010: £948 million). We remain a top 
three player in US variable annuities3 and continue to balance value, risk and capital. 

In the UK, we delivered new business profit of £260 million (2010: £365 million) and 
total APE sales of £746 million (2010: £820 million), down 29 per cent and 9 per cent 
respectively. These declines are primarily due to the level of bulk annuity activity 
achieved in 2010, which was not repeated in 2011, as there were fewer attractive 
opportunities in which to deploy our capital in that segment of the market. At a retail 
level, we delivered new business profit of £231 million (2010: £257 million) and APE 
sales of £712 million (2010: £725 million) as we continue to apply our value over volume 
approach, focusing on the product lines that produce the most attractive IRRs and 
payback periods. In 2011 we delivered a retail new business margin of 32 per cent, 
down from 35 per cent in 2010, due to lower volumes of higher margin 
individual annuities.

58%
New business margin

Nic Nicandrou
Chief Financial Officer

EEV new business profit2

2010

£2,028m £2,151m

2011

+6%
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Across our life insurance businesses we grew our shareholder-backed policyholder 
liabilities by £11.3 billion in 2011 to £133.5 billion. This increase was driven by 
£9.0 billion of net inflows with the balance principally coming from foreign exchange 
and investment related movements.

In asset management, we have delivered £4.5 billion of net inflows over 2011 
(2010: £8.9 billion). This is a good performance in what was a challenging year for asset 
managers. At the end of 2011, our total funds under management were £351 billion, 
of which £111 billion are external assets. M&G produced £4.4 billion (2010: £9.1 billion) 
of net inflows in the period (£3.9 billion retail, £0.5 billion institutional), an excellent 
result given the market backdrop. M&G has ranked number 1 in the UK retail market for 
gross and net sales over the last 13 consecutive quarters based on data to the end of 
December 20111. At 31 December 2011 it had external funds under management of 
£91.9 billion, 3 per cent higher than at the beginning of the year. External funds 
comprise £44.2 billion (2010: £42.5 billion) of retail and £47.7 billion (2010: £46.8 billion) 
of institutional assets. Adding these funds to internal amounts, M&G’s total funds under 
management were £201.3 billion. Eastspring Investments reported retail and 
institutional net inflows of £633 million in 2011 (2010: £1.8 billion). At the end of 2011, 
Eastspring Investments had £50.3 billion of funds under management, of which 
£19.2 billion were external assets.

Profitability
Group IFRS operating profit increased by 7 per cent to £2,070 million (2010: £1,941 million) 
and Group EEV operating profit based on longer-term investment returns (‘EEV operating 
profit’) by 8 per cent to £3,978 million (2010: £3,696 million), equivalent to an annualised 
return on embedded value of 16 per cent. The contribution to these metrics from 
each business operation and each source is more balanced than at any previous time 
in the Group’s history, greatly enhancing both the quality and the resilience of the 
Group’s earnings.

The continued growth in the profits of our Asian life insurance business was one of the 
highlights of our 2011 results, as Asia passed an important milestone becoming the 
largest contributor2 to Group IFRS operating profit. Asia’s long-term business IFRS 
operating profit was up 32 per cent in 2011 to £709 million (2010: £536 million) with 
particularly strong performances coming from our businesses in Indonesia, Singapore 
and Hong Kong. We continue to see significant opportunities to grow both the size and 
the productivity of our distribution channels across South East Asia while maintaining 
good penetration of high margin health and protection insurance, and this should aid 
strong ongoing IFRS performance. Asia’s long-term EEV operating profit, a measure of 
the economic value creation in the year, grew by 22 per cent in 2011 to £1,764 million 
(2010: £1,450 million), further underlining the creation of sustainable value by 
these operations.

In the US, long-term business IFRS operating profit was down 17 per cent in 2011 to 
£694 million (2010: £833 million). This reduction was due to the expected accounting 
impact of accelerated deferred acquisition cost (DAC) amortisation of £232 million 
(2010: £11 million), which masked an underlying improvement in earnings. Excluding 
this effect, Jackson’s earnings continued to grow during 2011 reflecting the rising asset 
base which generates both higher revenues and scale economies. Fee income 
increased by 34 per cent from £506 million in 2010 to £680 million in 2011 as a result of 
the strong growth in separate account asset balances which at 31 December 2011 were 
23 per cent higher at £38 billion (2010: £31 billion) reflecting strong net inflows in 
variable annuities. Spread income (including the expected return on shareholders’ 
assets) was £813 million in 2011 (2010: £817 million) and the average spread margin 
that we earned on general account liabilities increased from 243 bps in 2010 to 258 bps 
in 2011. The general account closed the period with policyholder liabilities of £31 billion 
(2010: £29 billion). Jackson’s long-term EEV operating profit decreased by 2 per cent in 
2011 to £1,431 million (2010: £1,458 million).

‘	We	continue	to	see	
significant	opportunities	
to	grow	both	the	size	
and	the	productivity	
of	our	distribution	
channels	across	
South	East	Asia	while	
maintaining	good	
penetration	of	high	
margin	health	and	
protection	insurance,	
and	this	should	aid	
strong	ongoing	IFRS	
performance.’

Notes
1	 	Source:	Fundscape.	(Q4	issue,	
December	2011).	The	Pridham	Report.	
Fundscape	LLP.

2	 	If	long-term	business	is	considered	
separately	from	asset	management	
and	UK	general	insurance	
commission.

IFRS operating profit
based on longer-term
investment returns

+7%

2010

£1,941m
£2,070m

2011
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Chief Financial  
Officer’s overview

In the UK long-term business IFRS operating profit was up by 1 per cent from 
£673 million in 2010 to £683 million in 2011, despite 2010 benefiting from a single 
large bulk annuity deal, which contributed £63 million to the result (2011: £23 million). 
Our UK business continues to focus on the sustained delivery of IFRS profits. 
The strength of the with-profits fund, which currently has a surplus estate of 
£6.1 billion, provides a secure platform to support future IFRS profits and cash 
generation. EEV operating earnings reduced by 9 per cent in 2011 to £853 million 
(2010: £936 million), principally reflecting the reduction in new business profits 
discussed above.

In asset management IFRS operating profit was up 22 per cent to £461 million 
compared to £378 million in 2010. M&G (including Prudential Capital) delivered 
a record performance, growing IFRS operating profit by 26 per cent to £357 million, 
(2010: £284 million) due to rising revenues which increased by 15 per cent on the 
prior year and a lower cost-income ratio of 60 per cent (2010: 63 per cent). Eastspring 
Investments produced a good performance as rising revenues and a fall in the cost-
income ratio to 62 per cent (2010: 64 per cent) drove IFRS operating profit higher by 
11 per cent to £80 million (2010: £72 million). 

Capital generation
We take a disciplined approach to capital allocation across the Group. Over the last few 
years we have taken several important steps to improve the efficiency and effectiveness 
of the capital allocation process, emphasising an unbiased focus on the products and 
geographies with the most attractive profitability characteristics. This has improved not 
only our returns on capital invested, but also our capital strength and capital fungibility. 
In 2011 we have continued to produce significant amounts of free capital, which we 
measure as free surplus generated. 

In 2011, we generated £2,536 million of underlying free surplus before reinvestment 
in new business from our life in-force and asset management businesses, up 8 per cent 
from £2,359 million in 2010. We reinvested £553 million of the free surplus generated 
in the period into writing new business. The majority of this reinvestment (£297 million) 
was into Asia, which remains the primary destination for investment within the Group. 
In the US, we invested £202 million in new business with a continued emphasis on 
variable annuities as we capitalised on the ‘baby boomer’ demand for the product and 
a weakened competitive environment following the financial market challenges of the 
last few years. In the UK, we invested £54 million in new business and our product 
focus remains annuities and with-profits bonds. The IRRs on this invested capital were 
more than 20 per cent in Asia, the US, and the UK, with payback periods of three years, 
one year and four years respectively. 

Of the remaining free surplus generated after reinvestment in new business, 
£1,105 million was remitted from the business units to Group. This cash was used to 
meet central costs of £195 million, service net interest payments of £282 million and 
meet dividend payments of £642 million. Furthermore, an aggregate £205 million 
was paid to secure new distribution agreements in Asia and to the UK tax authorities 
following the settlement reached in 2010. 

The remaining free surplus generated in the period was retained within our businesses 
and this has bolstered local capital ratios. The total free surplus balance deployed 
across our life and asset management operations increased from £3,338 million at the 
beginning of the period to £3,421 million at the end of the period.

‘Growth and Cash’ financial objectives 
The following discussion contains forward-looking statements that involve inherent 
risks and uncertainties. Prudential’s actual future financial condition or performance 
or other indicated results may differ materially from those indicated in any such 
forward-looking statement, due to a number of important factors (including those 
discussed under the heading ‘Risk factors’ in this document). See the discussion 
under the heading ‘Forward-looking statement’ at the end of this report.

‘	In	2011	we	have	
continued	to	produce	
significant	amounts	
of	free	capital,	which	
we	measure	as	free	
surplus	generated.’

‘	These	results	were	
delivered	during	a	
particularly	challenging	
macroeconomic	
environment	and	are	
testament	to	the	quality	
of	our	franchises	across	
Asia,	the	US	and	the	UK.’
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At our 2010 investor conference, entitled ‘Growth and Cash’, we announced new 
financial objectives demonstrating our confidence in continued rapid growth in Asia, 
and increasing levels of cash remittances from all of our businesses. These objectives 
were defined as follows:

(i)	 	Asia	growth	and	profitability	objectives1:	
To double the 2009 value of IFRS life and asset management pre-tax operating 
profit in 2013 (2009: £465 million); and 
To double the 2009 value of new business profits in 2013 (2009: £713 million).

(ii)	 	Business	unit	cash	remittance	objectives1:	
Asia to deliver £300 million of net cash remittance to the Group in 2013 
(2009: £40 million);

 Jackson to deliver £200 million of net cash remittance to the Group in 2013 
(2009: £39 million); and 

 UK to deliver £350 million of net cash remittance to the Group in 2013 
(2009: £284 million2). 

(iii)		Cumulative	net	cash	remittances1: 
All business units in aggregate to deliver cumulative net cash remittances of at least 
£3.8 billion over the period 2010 to end-2013. These net remittances are to be 
underpinned by a targeted level of cumulative underlying free surplus generation of 
£6.5 billion over the same period.

As mentioned in the Group Chief Executive’s report we believe we remain on track to 
achieve these objectives. Below we set out in more detail our progress towards these 
objectives based on our results in 2011.

Asia profitability objectives
Actual Objective

2009
£m

2010
£m

2011
£m

Change 
(over 
2010)

%

Change 
(since 
2009)

%
2013
£m

Value of new 
 business 713 901 	1,076	 19 51 1,426
IFRS operating 
 profit* 465 604 784	 30 69 930

Business unit net  
remittance objectives

Actual Objective

2009
£m

2010
£m

2011
£m

2013
£m

Asia† 40 233 206	 300 
Jackson‡ 39 80 322	 200 
UK§ 434 420 297	 350 
M&G** 175 202 280	

Total 688 935 1,105	

Objectives for cumulative period  
1 January 2010 to 31 December 2013 Actual Objective

Percent-
age

achieved 

1 Jan 2010
 to 31 Dec

 2011
£m

1 Jan 2010
 to 31 Dec

 2013
£m

At 31 Dec
 2011

%

Cumulative net cash remittances from 2010 onwards 2,040 3,800 54
Cumulative underlying group free surplus generation 
 (which is net of investment in new business) 3,697 6,500 57

Notes
1	 	The	objectives	assume	current	
exchange	rates	and	a	normalised	
economic	environment	consistent	
with	the	economic	assumptions	made	
by	Prudential	in	calculating	the	EEV	
basis	supplementary	information	for	
the	half-year	ended	30	June	2010.	
They	have	been	prepared	using	
current	solvency	rules	and	do	not	
pre-judge	the	outcome	of	Solvency	II,	
which	remains	uncertain.

2	 	Representing	the	underlying	
remittances	excluding	the	
£150	million	impact	of	proactive	
financing	techniques	used	to	bring	
forward	cash	emergence	of	the	
in-force	book	during	the	financial	
crisis.

*		 	Total	Asia	operating	profit	from	
long-term	business	and	Eastspring	
Investments	after	development	costs.

†	 		Net	remittances	from	Asia	in	2010	
included	a	one-off	remittance	of	
£130	million,	representing	the	
accumulation	of	historic	distributable	
reserves.	

‡		 	Net	remittances	from	Jackson	include	
£122	million	in	2011	representing	
releases	of	excess	surplus	to	Group.

§		 	In	2009,	the	net	remittances	from	the	
UK	include	the	£150	million	arising	
from	the	pro-active	financing	
techniques	used	to	bring	forward	cash	
emergence	of	the	in-force	book	during	
the	financial	crisis.	The	2010	net	
remittances	include	an	amount	of	
£120	million	representing	the	releases	
of	surplus	and	net	financing	payments.

*	*	Including	Prudential	Capital.
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In 2011 net remittances from business operations increased to £1,105 million. All of our 
businesses are now remitting considerable amounts of cash to Group and this is in line 
with our strategy as we seek to move away from the historical reliance on the UK. 
Jackson delivered the largest increase in net remittances during 2011, as we began to 
reap the rewards of our post-financial crisis expansion in variable annuities. It is 
testament to the quality of what Jackson has achieved in recent years that it can pay 
such a large remittance while financing growth and maintaining a strong RBC ratio, 
which at the end of 2011 was 429 per cent. Remittances from the UK life operations 
continue to be underpinned by the with-profits business but also reflect positive 
cashflows from the shareholder-backed business. M&G delivered a large increase in 
net remittances, reflecting its highly profitable growth and its ‘capital-lite’ business 
model that facilitates a high dividend payout ratio from its earnings. Asia’s remittances 
were also very strong in 2011 as it matures into an increasingly cash generative 
business, reaping the rewards of its significant growth and its health and protection 
product focus. 

Against the cumulative 2010 to 2013 target of £3.8 billion, by the end of 2011 a total 
of £2,040 million has been remitted by business operations. We remain confident of 
achieving this target. Our confidence is underpinned by the strong underlying free 
surplus generation of our businesses which, by the end of 2011, had generated a total 
of £3.7 billion against our 2010 to 2013 cumulative target of £6.5 billion. 

Capital position, financing and liquidity
The Group has continued to maintain a strong capital position. At 31 December 2011, 
our IGD surplus is estimated at £4.0 billion (2010: £4.3 billion), with coverage a very 
strong 2.75 times the requirement. All of our subsidiaries maintain strong capital 
positions at the local regulatory level. As mentioned above, Jackson’s RBC ratio at the 
end of 2011 was 429 per cent.

In addition to our strong capital position, on a statutory (Pillar 1) basis the total credit 
default reserve for the UK shareholder annuity funds also contributes to protecting 
our capital position in excess of the IGD surplus. This credit default reserve, as at 
31 December 2011, was £2.0 billion, notwithstanding the positive steps taken through 
2011 to improve the credit quality of the £26.8 billion asset portfolio (measured on 
a statutory basis). This represents 33 per cent of the portfolio spread over swaps, 
compared with 43 per cent at 31 December 2010, when bond spreads over swap rates 
were much lower. Importantly, it is equivalent to a default rate of 7.6 per cent over the 
life of these investments, considerably higher than what has been experienced 
historically for the types of fixed income securities that we hold.

‘		All	of	our	businesses	
are	now	remitting	
considerable	amounts	
of	cash	to	Group	and	
this	is	in	line	with	our	
strategy	as	we	seek	to	
move	away	from	the	
historical	reliance	on	
the	UK.’
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Solvency II, which is currently anticipated to be effective from 1 January 2014, 
represents a major overhaul of the capital adequacy regime for European insurers. 
We are supportive in principle of the development of a more risk-based approach to 
capital, but we have concerns as to the potential consequences of some aspects of 
the Solvency II regime under consideration. With the continued delays to policy 
development, the final outcome of Solvency II remains uncertain. Despite this 
uncertainty, we continue to prepare for when the regime is eventually implemented.

Our financing and liquidity position remained strong throughout the year. In December 
of 2011 we redeemed ¤500 million of Tier 2 subordinated notes at their first call date. 
This redemption was effectively pre-financed via an issuance of US$550 million of Tier 1 
subordinated notes in January of 2011, which raised £340 million net of transaction 
costs. The next call on external financing is in December 2014 on the US$750 million 
of Perpetual Subordinated Capital Securities. Our central cash resources amounted 
to £1.2 billion at the end of 2011, a strong position.

We continue to engage with rating agencies in order to provide insurance financial 
strength ratings for the Group’s insurance operations. Prudential’s senior debt is 
currently rated A+ by Standard & Poor’s, A2 by Moody’s and A by Fitch.

Shareholders’ funds 
In 2011, investment markets experienced considerable volatility and recorded 
drops in both the global equity market indices and in long-term interest rates. 
Despite these effects the Group’s EEV shareholders’ funds increased by 8 per cent 
during 2011 to £19.6 billion (2010: £18.2 billion). On a per share basis EEV at the end 
of 31 December 2011 stood at 771 pence, up from 715 pence at 31 December 2010. 
IFRS shareholders’ funds were also 14 per cent higher at £9.1 billion (2010: £8.0 billion). 

The increases on both reporting bases are the result of the Group’s strong operating 
performance, offset by the relatively muted effect of the investment markets on the 
business, reflecting both the quality of the asset portfolio and the effectiveness of our 
proactive approach to risk management.

Nic Nicandrou
Chief Financial Officer

‘	Our	central	cash	
resources	amounted	
to	£1.2	billion	at	the	
end	of	2011,	a	strong	
position.’
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Accelerating 

Asia

Asia looks set to remain a 
world economic powerhouse 

as although lower external 
demand is impacting growth, 

regional and domestic demand 
remains robust. Prudential is 

well placed to participate in 
this growth as one of the 

region’s leading providers 
of long-term savings and 
protection products. 
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12m+
life  customers

365,000+
agents
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Accelerating 

Asia

Barry Stowe
Chief Executive 
Prudential Corporation Asia

Notes
1   Source: Published in the Asia 

Economic Monitor December 2011.
2   Excluding Australia and New Zealand
3  IFRS operating profit for insurance 

operations.

Market overview
The European debt crisis is driving significant uncertainty in the global 
economy, however, Asia looks set to remain a world economic powerhouse 
as although lower external demand is impacting growth, regional and 
domestic demand remains robust. 

The Asian Development Bank1 expects the Asian economies2  to grow by around 
7 per cent in 2012, down from about 7.5 per cent in 2011 and 9 per cent in 2010, but still 
significantly higher than the rest of the world. Prudential is well placed to participate 
in this growth as one of the region’s leading providers of long-term savings and 
protection products.

Over the last decade Asia’s sustained economic growth has resulted in the rapid 
growth of the Asian middle class and now this is one of the fastest growing population 
groupings in the world. Although Asia currently has less than 25 per cent of the world’s 
middle class population, the Organisation for Economic Cooperation and Development 
(OECD) sees this figure doubling in the next 15 years. This middle class now have 
increasing disposable income, assets and lifestyles they want to protect and the 
recognition of a need to plan their own financial futures, independent of any state 
provisions.

Asia is also seeing a significant rise in the incidence of non-communicable diseases such 
as cancer, heart disease and diabetes as until comparatively recently people used to 
die from infectious diseases and malnutrition before ‘middle age’ ailments could arise. 
However, now ‘rich country diseases’ have very quickly become an issue in Asia. 
The World Health Organisation expects the number of deaths in South East Asia 
attributable to non-communicable diseases or critical illnesses to increase by 
20 per cent over the next 10 years and the number of diabetics in China is expected 
to double by 2025. These critical illnesses not only have the potential to decimate 
individual families’ finances, they also impose a huge burden on the economy due to 
lost working time through sick leave and acquired skills exiting the work force. Raising 
awareness of lifestyle and related health issues together with the promotion of regular 
check ups, for example in relation to underwriting insurance policies, is becoming 
increasingly important as economies continue to develop.

Aligning to these developments, Asia is seeing a significant expansion of its savings and 
protection industry supported by governments and regulators. For example, regulators 
in China, Singapore and Malaysia have all recently stressed the importance of 
continuing to increase the rates of insurance penetration in their markets. Regulatory 
standards are also being raised with, for example, greater emphasis on ensuring that 
products are fit for purpose and that customers fully appreciate the features of their 
policies. Whereas compliance with the relevant regulations was always implicit in the 
way insurers ran their businesses, there is a trend towards a more explicit demonstration 
of this through documentation, audits and more formal management structures.

Prudential has a clear strategy in Asia focused on 
continuing to build high quality, multi-channel 
distribution that enables us to meet Asia’s fast growing 
savings and protection needs with a product portfolio 
centred on regular premium life insurance policies with 
protection riders.

Total IFRS operating profit3

2010

£536m

£709m

2011

+32%

New business profit*

2010

£902m

£1,076m

2011

+19%

* Excludes Japan which ceased writing 
new business in 2010.
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Despite the attractiveness of these markets, the competitive environment in Asia has 
remained fairly constant over the past few years as barriers to entry remain high due 
to the material capital requirements combined with a shortage of the strategic and 
executional expertise needed for securing licences, establishing brands, building 
quality distribution and launching and administering products. Distribution in the 
region remains dominated by traditional tied agency forces, but banks are becoming 
increasingly significant distributors. The industry’s growth has typically been 
constrained by the pace at which the insurers can build out distribution and assemble 
the infrastructures needed to administer and manage the increasing volumes of 
premiums generated by the business. 

The size and significance of Asian insurers has increased in recent years. 
A consequence of this has been their increased presence in the capital markets. Today 
there is far more disclosure and analysis of the financial performance of the businesses 
than was the case a few years ago, but there is still some way to go before the industry 
has common reporting standards and accounting practices. Market leadership is still 
typically gauged by simple sales metrics although this is changing as metrics that 
emphasise value generated using a risk-based assessment of returns to policyholders 
and shareholders are becoming more prevalent. Regulators are now taking a broader 
view of market leadership too; leaders are expected to behave in an exemplary manner 
at all times, to drive improvements in all aspects of the business and to champion 
a variety of social initiatives.

Business performance
Prudential has had operations in Asia since the 1920s, but began expanding its Asian 
business in 1994 as the Asian economic revolution was getting under way. Today 
Prudential is a leading international insurer in Asia with six of its 11 operations being 
market leaders in terms of new business scale. Prudential has established a high 
performance platform with multichannel distribution, a product portfolio based 
on regular premium savings policies with attached riders that provide additional 
protections and a well respected brand that is becoming increasingly well known 
as a champion of CSR initiatives including financial literacy.

Our strategy is focused on building high quality tied agency and complementary third 
party distribution channels, providing products that demonstrably meet customers’ 
savings and protection needs and strengthening and deepening customer 
relationships. It continues to be driven in a highly focused and disciplined way. 
While market outperformance in terms of new business growth is an indicator 
of success, Prudential prioritises quality of service, profitability, returns on capital 
and capital efficiency ahead of top-line growth.

Financial performance AER CER

2011
£m

2010
£m

Change
%

2010
£m

Change
%

APE sales1 
  Asia (excluding India) 1,559  1,313  19 1,313  19 
  India 101  188  (46) 178  (43)

 Total APE sales 1,660  1,501  11 1,491  11 
NBP1 1,076  902  19 900  20 
NBP margin (% APE)1 65% 60%  60 %  
Total IFRS operating profit* 709  536  32 533  33 
Total EEV operating profit* 1,764  1,450  22 1,438  23 

* Operating profit from long-term 
operations excluding Eastspring 
Investments, development costs 
and Asia regional head office costs.

Note
1   Excludes Japan which ceased writing 

new business in 2010.
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2013 Financial objectives

• Double 2009 value of IFRS 
life and asset management 
pre-tax operating profit

• Double 2009 value of 
new business profits

• Deliver £300 million 
of net cash remittance 
to the Group

At the country level the execution of the strategy varies depending on local conditions 
and objectives in each market. For example Prudential’s agency management 
competencies drive effective selection discipline and training designed to ‘fast start’ 
new agents and improve the skills and productivity of the more experienced ones in 
all markets. However, agency priorities are differentiated with the emphasis more on 
increasing scale in some markets, such as Indonesia and Vietnam and productivity 
improvements in more established markets such as Hong Kong and Singapore. 

Prudential has a diverse range of successful bank distribution partnerships across the 
region that includes regional relationships with international banks such as Standard 
Chartered and local ones such as E.Sun in Taiwan. We are also successful in working 
with multiple partners in one market. Key drivers of this success are a long-term 
commitment to creating value for ourselves and our partners, expertise in developing, 
training and motivating bank sales teams and committed marketing support.

Prudential’s product mix is orientated around a core of regular premium policies with 
protection riders. The portfolio is regularly refreshed with new features and benefits 
that keep pace with evolving customer needs and also drive sales force activities.

Protecting the value of the in-force book is also a core priority for Prudential. 
Technology, such as iPad-based customer and agent services, drives operational 
efficiencies. Persistency drivers are actively monitored and achieving persistency 
targets forms part of compensation calculations for staff and agents. We have a robust 
claims platform with technical expertise and a disciplined approach to monitoring 
claims and re-pricing as necessary.

In September 2011 Prudential launched a major new CSR initiative in collaboration 
with Turner Broadcasting in the form of a fictional band called Cha-Ching, who through 
episodes running on the Cartoon Network across Asia and a fully interactive website, 
teach children about the basics of financial planning. Currently Cha-Ching is seen daily 
in over four million homes in seven markets (Hong Kong, the Philippines, Singapore, 
Indonesia, Vietnam, Thailand, and Malaysia). Cha-Ching.com has had over 18 million 
pages viewed in its first four months with an average duration of over nine minutes. 
The programme is being actively supported by regulators and local schools.

Prudential’s focus on customer service and delivery is reflected through the number 
of awards received by its operations, that include in China, ‘The Brand with Greatest 
Potential in the Insurance Industry’, in India, ‘Insurance Company of the Year’, in 
Indonesia, ‘Best Life Insurance Company’, ‘Best Islamic Insurance Company’, ‘Best Life 
Insurer in Achieving Total Customer Satisfaction’, and in Vietnam, a Labour Medal 
from the President’s Office, a first for a foreign insurance company in that country.

‘ Prudential has a diverse 
range of successful bank 
distribution partnerships 
across the region that 
includes regional 
relationships with 
international banks such 
as Standard Chartered 
and local ones such as 
E.Sun in Taiwan.’

www.prudentialcorporation-asia.comCha-Ching

In September 2011 Prudential  
launched a major new CSR initiative in 
collaboration with Turner Broadcasting 
in the form of a fictional band called 
Cha-Ching, who through episodes 
running on the Cartoon Network across 
Asia and a fully interactive website, 
teach children about the basics of 
financial planning. 

4m 
homes in seven markets view daily

18m+ 
page views in first four months – 
average duration over nine minutes
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Financial performance
Prudential Asia remains well on track to deliver its 2013 new business profit, IFRS 
operating profit and cash remittance targets despite the more challenging external 
market conditions seen during 2011 where, for example, the MSCI Asia Pacific 
Excluding Japan Index was down 15 per cent and economic growth rates moderated.

New business sales APE for 2011 of £1,660 million was a record breaking high, 
representing an 11 per cent growth over 2010. Excluding India, where the market 
remains disrupted following the regulatory change in the third quarter 2010, APE 
growth was up 19 per cent. Prudential has now delivered 10 consecutive quarters 
where the APE is higher than the same quarter in the prior year and the average 
growth rate over this period was 19 per cent (including India). The fourth quarter 
APE at £513 million was also a record high, being up 18 per cent over prior year and 
27 per cent higher than the third quarter of 2011.

Agency (excluding India) continues to be our largest distribution channel, generating 
66 per cent of APE with a growth rate of 13 per cent over prior year. We ended the 
year with 228,000 agents (365,000 including India). However, although agency scale 
is important, management focus is also on further improving agent activity and 
productivity and we delivered a year-on-year increase in average active agents 
of 8 per cent, coupled with a 5 per cent increase in productivity.

Prudential’s bancassurance model generated 29 per cent of APE in 2011 with a growth 
rate of 37 per cent over prior year. New relationships that include our first full year of 
operations with UOB contributed 16 percentage points of this growth but our long-
established relationships with other partners including SCB, Maybank and SingPost 
also performed well, collectively growing 22 per cent over the prior year and reflecting 
our ongoing successes in generating value for our partners. 

The new business mix for 2011 reflects our ongoing focus on regular premium 
savings with protection. The proportion of regular premium business remains high at 
91 per cent of APE and in line with prior years. The proportion of protection business 
in the APE mix increased to 30 per cent from 27 per cent in the previous year while the 
proportion of linked business reduced to 32 per cent compared to 41 per cent in prior 
year principally due to a lower contribution from India and a move towards non linked 
policies in that market.

New business profits of £1,076 million are 19 per cent higher than last year and average 
new business profit margins increased from 60 per cent to 65 per cent. The key driver 
for the increase in new business profit margin was a favourable change in country mix, 
in particular, a lower proportion of sales from India.

EEV profits from our in-force business of £688 million are up 25 per cent on prior year 
mainly driven by higher unwind as the scale of the book continues to grow. We 
continue to review and update our models to reflect evolving experience trends and for 
year end 2011 we made a number of changes that resulted in a net positive assumption 
change of £10 million. This included net positive changes, mainly on mortality and 
morbidity, totalling £150 million that were offset by a remodelling of withdrawal and 
lapse trends. The main contributor to this negative adjustment was Malaysia where in 
the second half of 2011 we decided to strengthen our assumptions to reflect our recent 
experience on our PruSaver product riders in Malaysia where policyholders that had 
accumulated gains on the savings component of their unit-linked policies realised some 
of these when markets were high while continuing to make their regular premium 
payments. This amounted to a negative charge to in-force profits of £108 million 
and remodelling of lapse trends in other markets such as India amounted to a net 
£32 million. Actual net experience variances for the year were positive £65 million 
reflecting better than expected performances. The assumption changes and variances 
remain very small in the context of total EEV shareholders’ funds of £8.5 billion.
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Operating profit on the IFRS basis grew strongly to £709 million, 32 per cent higher 
than last year. New business strain as a percentage of APE reduced during 2011 to 
3.3 per cent compared to 3.7 per cent in 2010, driven by favourable product and 
country mix.

During 2011, shareholder-backed business policyholder liabilities have increased to 
£18.3 billion (2010: £17.7 billion). Our strong business momentum saw net insurance 
inflows of £1.8 billion (up 42 per cent on last year’s equivalent amount of £1.3 billion), 
which were offset by falls in market value. As expected outflows including those from 
partial withdrawals are at a lower run rate than 2010, both in absolute terms and when 
expressed as a percentage of opening policyholder liabilities.

Underlying free surplus generated by the life operations grew by 26 per cent to 
£410 million as the emergence of profits from the in-force book is increasing at a faster 
rate than the investment in new business. The cash generating capacity of the life 
business is clearly demonstrated by net remittances of £239 million to the Group during 
2011. This includes £6 million as Prudential’s share of the first dividend ever to be paid 
by a life insurance company in India since the industry was nationalised in the 1950s.

Looking at individual countries:

China AER CER

2011
£m

2010
£m

Change
%

2010
£m

Change
%

APE sales (Prudential’s 50 per cent share) 59 58 2 59 – 

CITIC-Prudential remains one of the leading foreign joint ventures in a market that 
remains dominated by domestic players. We have true multi-channel distribution with 
a high quality agency force and a diverse range of national, regional and foreign bank 
partners covering many of the major cities and provinces in China’s more developed 
eastern regions. Sales for 2011 were £59 million, 2 per cent higher than the prior year.

During the second half of 2011 the market conditions became increasingly challenging 
with general concerns about the economy reflected by the MSCI China index being 
down 18 per cent for the year. It remains challenging to recruit and retain good agents 
in this competitive market. Sales through the bank channel were also impacted by new 
regulations prohibiting sales by non-bank staff.

Hong Kong AER CER

2011
£m

2010
£m

Change
%

2010
£m

Change
%

APE sales 331 287 15 276 20 

Prudential Hong Kong continues to deliver strong new business APE growth with 
an increase of 15 per cent over prior year to £331 million. Prudential remains the only 
leading player in Hong Kong to have a material presence in both the agency and bank 
distribution channels. 

Agency APE grew at 9 per cent driven by increases in the number of active agents and 
increased case sizes as a new par product has proven to be particularly attractive. 
Bancassurance sales through Standard Chartered Bank (SCB) grew at a faster pace 
than agency at 29 per cent demonstrating the strength of this long-term relationship 
and the significance of the bank channel in Hong Kong. Bancassurance sales accounted 
for 41 per cent of the total (2010: 37 per cent).
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2011
£m

2010
£m

Change
%

2010
£m

Change
%

APE sales (Prudential’s 26 per cent share) 101 188 (46) 178 (43)

The Indian market has been through a significant period of change during 2011, 
particularly following the regulatory driven refocus on savings and protection products, 
which came into effect on 1 September 2010. These factors led to a fall in sales from 
£188 million in 2010 to £101 million in 2011. Our joint venture with ICICI continues to 
be a leader in the private sector and the fourth quarter 2011 APE of £28 million was 
up 33 per cent on prior year, demonstrating some recovery in this business.

Indonesia AER CER

2011
£m

2010
£m

Change
%

2010
£m

Change
%

APE sales 363 283 28 283 28 

Indonesia is rapidly becoming one of Asia’s fastest growing and highest potential 
economies and Prudential continues to be a clear market leader in the Indonesian life 
insurance sector.

The strong new business APE growth at 28 per cent to £363 million has been primarily 
driven by the ongoing, rigorously managed, expansion of the agency force to 142,000 
at the end of 2011. Active manpower increased by 18 per cent as our method of 
recruiting, training and licensing continues to be effective and we increased 
productivity by 7 per cent. Although still small relative to our agency force, the volume 
of new business from the bank channel increased by over 81 per cent (accounting 
for 5 per cent of the total) and has high potential for the future. We are the leader in 
Syariah products with a 54 per cent market share, contributing 15 per cent of new 
business sales.

The product mix remains predominantly regular premium unit-linked with protection 
riders and a new Early Stage Crisis Cover rider launched last year proved very popular 
with an attachment ratio of 35 per cent.

Korea AER CER

2011
£m

2010
£m

Change
%

2010
£m

Change
%

APE sales 101 96 5 96 5 

In Korea we continue to balance growth and profitability and do not compete in the low 
margin, capital-intensive guaranteed return segment of the market. Work undertaken 
over the past 24 months to refocus the business is now showing good results and our 
own agency force is generating the majority of new business. Sales in the fourth 
quarter, down 26 per cent on prior year, were impacted by equity market volatility 
depressing what had otherwise been a strong performance during the rest of the year. 
Nevertheless, sales in 2011 were 5 per cent higher at £101 million. Encouragingly new 
business profit margins increased from 31 per cent to 43 per cent reflecting the lower 
operating costs of the revamped business and an increased proportion of linked 
products in the mix.
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Malaysia AER CER

2011
£m

2010
£m

Change
%

2010
£m

Change
%

APE sales 223 204 9 207 8 

New business growth in Malaysia of 9 per cent to £223 million reflects the continued 
success of our agency channel and the development of our bank partnership channel 
which has performed very strongly. Prudential remains a strong market leader with 
agent recruits up 11 per cent on prior year and the total number of active agents up 
9 per cent. We also had great success with bank distribution, up 164 per cent over 
prior year driven by increased activity with SCB and the launch of our Malaysian 
UOB partnership in April 2011. 

Singapore AER CER

2011
£m

2010
£m

Change
%

2010
£m

Change
%

APE sales 235 175 34 183 28 

Singapore recorded an excellent year with APE of £235 million up 34 per cent on prior 
year. The principal driver of growth was the partnership channel where we have a cross 
section of partners enabling us to access a broad customer range. This was our first full 
year partnering with UOB, who achieved a 154 per cent sales growth. Sales through 
our other principal partners also grew strongly with Maybank up 67 per cent, SCB 
up 38 per cent and SingPost up 23 per cent. Partnership channel sales amounted to 
£97 million (2010: £51 million). 

Agency numbers in Singapore remain in line with prior year but agency productivity 
continues to grow strongly.
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2011
£m

2010
£m

Change
%

2010
£m

Change
%

APE sales 148 120 23 123 20 

Taiwan is now mainly focused on bank distribution with partners E.Sun and SCB 
although it does have growing direct marketing and worksite marketing activities, 
up 21 per cent and 33 per cent respectively in 2011. 

Sales for 2011 were 23 per cent higher at £148 million. In particular Taiwan’s fourth 
quarter sales in 2011 of £53 million, were double those in the equivalent quarter last 
year, following successful marketing campaigns with SCB.

Others – Philippines, Thailand  
and Vietnam

AER CER

2011
£m

2010
£m

Change
%

2010
£m

Change
%

APE sales 99 90 10 86 15 

In Vietnam the depreciation of the local currency relative to sterling has made a strong 
underlying performance where new business APE in local currency is up 14 per cent, 
less visible in sterling terms. That strong performance has been driven primarily by 
an increase in agent numbers (38,000) and higher productivity. In Thailand, where 
we remain a relatively small player with market share of 2 per cent, volumes of new 
business were 4 per cent higher despite the disruption caused in the fourth quarter by 
the floods. Encouragingly, sales in December 2011 were 57 per cent higher than prior 
year. Philippines delivered excellent growth of 30 per cent driven by successes with 
partnership distribution and increased agency activity and productivity.

Japan
As previously announced, PCA Life Japan ceased writing new business with effect from 
15 February 2010. Sales for Japan in 2010 amounted to £7 million. 

Barry Stowe
Chief Executive
Prudential Corporation Asia
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United 
States

The United States is the 
world’s largest retirement 

savings market. Each year, 
many of the 78 million ‘baby 

boomers’1 reach retirement 
age. Jackson’s strategy 

focuses on capturing this 
opportunity while balancing 

value, volume, capital 
efficiency, cash generation, 

balance sheet strength and 
strict pricing discipline.
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2.9m+
policies and contracts in force

10,000
people reaching retirement age 
every day for next 20 years1

1 Source: US Census Bureau
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Market overview
The United States is the world’s largest retirement savings market. Each 
year, many of the 78 million ‘baby boomers’1 reach retirement age, which 
will trigger a shift from savings accumulation to retirement income 
generation for more than US$10 trillion of accumulated wealth over the 
next decade2.  

During 2011, the US equity markets continued to be challenging for the financial 
services industry, with higher volatility returning during the second half of the year, 
along with a decline of interest rates to historically low levels. Despite a very volatile 
year, the S&P 500 index recovered from the large falls in the third quarter to finish flat 
for the year. Implied volatility ended the year higher than that at year end 2010. Overall, 
rates on 10-year treasuries reached new historical lows during the second half of 2011, 
finishing the year below 2 per cent, while AA corporate spreads widened from year end 
2010 levels.  

In such an environment, Jackson’s asset and liability management continues to 
incorporate equity and interest rate exposure on an aggregate basis in order to ensure 
that total economic risk is hedged effectively within our established policy limits. 
Jackson continues to adapt its hedging programme to market conditions in order to 
ensure continued strong risk management. Despite historically low interest rates, 
volatile equity markets and the fluctuations in equity volatility experienced in 2011, 
Jackson’s hedging programme continued to perform well, mitigating the impact of 
the macroeconomic challenges and supporting our robust capital position. Jackson’s 
approach to pricing and hedging has always been to adopt a conservative stance and 
we believe that this positions Jackson well to outperform its peers during periods of 
market dislocation. Policyholder behaviour in 2011 continued to trend in line with both 
our pricing and reserving expectations.

The uncertain environment continues to provide an advantage to companies with 
good financial strength ratings and a track record of financial discipline. Companies that 
were hardest hit by the market disruptions over the last few years still have to work to 
regain market share as customers and distributors seek product providers that offer 
consistency, stability and financial strength. Jackson continues to benefit significantly 
from this flight to quality and heightened risk aversion. 

Thanks to our financial stability and innovative products, we continue to enhance our 
reputation as a high-quality and reliable business partner, with sales increasing as more 
advisers have recognised the benefits of working with Jackson. A significant part of 
Jackson’s growth continues to come from an increase in its distribution penetration 
with sales through distributors who either did not previously sell Jackson’s products 
or simply did not sell variable annuities. In the second half of 2011, Jackson entered into 
another wirehouse distribution agreement further extending Jackson’s ability to reach 
all major wirehouse firms in the US on attractive terms. 

Our strategy focuses on balancing value, volume, capital efficiency, balance sheet 
strength and strict pricing discipline for both variable and fixed annuities. Fixed annuity 
sales have slowed as a result of the current interest rate environment. 

Business review | Insurance operations | United States | continued

Strengthening 

United States

Mike Wells
President and  
Chief Executive Officer
Jackson National Life 
Insurance Company

Our strategy focuses on balancing value, volume, 
capital efficiency, balance sheet strength and strict 
pricing discipline for both variable and fixed annuities. 
Fixed annuity sales have slowed as a result of the 
current interest rate environment.

Notes
1  Source: US Census Bureau
2  Source: McKinsey
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Business performance
Continue to drive positive net retail sales 
In 2011, Jackson achieved record APE retail sales of £1,251 million, an increase of 
7 per cent over 2010. With the addition of modest institutional sales in 2011, total APE 
sales were £1,275 million, an increase of 10 per cent. Retail annuity net flows continued 
to benefit from increased sales and low levels of surrender activity, with an increase of 
6 per cent from £8.0 billion in 2010 to £8.5 billion in 2011. Jackson’s strategy continues 
to focus on balancing value, volume and capital consumption for its various annuity 
products. Jackson’s product diversity allows the company to quickly adapt to changing 
market conditions and sustain appropriate sales levels in all phases of the business 
cycle. During the second half of 2011, sales slowed relative to the first half run rate due 
to proactive changes we made to our product offerings and shifts in the competitive 
environment. During the third quarter, Jackson implemented various product initiatives 
to enhance product diversity and margins and further optimise the balance between 
growth, capital and profitability.

Innovate around our key variable annuity product
Jackson continues to innovate its product offerings, implementing various changes 
in 2011 to manage profitability, to comply with revised regulations and enhance risk 
management flexibility. Jackson continues to actively monitor its product offerings to 
ensure the company retains the appropriate pricing levels in current market conditions.  

Further enhance operational efficiency 
We continue to invest in our back office staffing and systems to provide world class 
customer service in an efficient and cost effective manner. In 2011, for the sixth 
consecutive year, Jackson was rated as a ‘World Class’ service provider by Service 
Quality Measurement Group. Jackson was able to provide this level of service in 2011 
while processing record retail sales, and decreasing its ratio of statutory general 
expenses to average assets (one measure of efficiency) to 42 basis points, compared 
to the 2010 level of 44 basis points. 

Financial performance
IFRS pre-tax operating profit was £694 million in 2011, down 17 per cent from 
£833 million in 2010. As previously indicated, this reduction was due to the expected 
accounting impact of accelerated deferred acquisition cost (DAC) amortisation of 
£232 million (2010: £11 million), which masked an underlying increase in earnings 
driven by higher fee income on separate account assets.  

At 31 December 2011, Jackson had £37.8 billion in separate account assets, an increase 
of 21 per cent compared to £31.2 billion in 2010. The increase in separate account 
assets primarily reflects the impact of substantial positive net flows. This growth 
resulted in variable annuity separate account fee income of £680 million in 2011, 
up 34 per cent over the £506 million achieved in 2010. 

Financial performance AER CER

2011
£m

2010
£m

Change
%

2010
£m

Change
%

APE sales 1,275  1,164  10 1,121  14 
NBP 815  761  7 734  11 
NBP margin (% APE) 64% 65%  65%  
Total IFRS operating profit 694  833  (17) 803  (14)
Total EEV operating profit 1,431  1,458  (2) 1,406  2 

New business profit

2010

£761m
£815m

2011

+7%

‘ Jackson’s product 
diversity allows the 
company to quickly 
adapt to changing 
market conditions and 
sustain appropriate 
sales levels in all phases 
of the business cycle.’

‘ In 2011, for the sixth 
consecutive year, 
Jackson was rated 
as a ‘World Class’ 
service provider 
by Service Quality 
Measurement Group.’
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Total spread income, including the expected return on shareholders’ assets, was 
£813 million in 2011, compared to £817 million in 2010. Excluding the expected return 
on shareholders’ assets, spread income was £730 million, an increase of £38 million 
over 2010. Spread income benefited by £113 million from swap transactions entered 
into to more closely match the overall asset and liability duration (2010: £108 million). 
This effect combined with the reduction in crediting rates has mitigated the downward 
pressures created by the lower interest rate environment.

Acquisition costs have increased in absolute terms compared to 2010 due to the growth 
in sales volumes. However, acquisition costs as a percentage of APE have decreased to 
70 per cent for 2011, compared to 73 per cent for 2010.  

The DAC amortisation charge increased in 2011 to £619 million (2010: £334 million). 
This comprises a core charge of £387 million (2010: £323 million) and an accelerated 
charge of £232 million (2010: £11 million). The higher core charge is in line with the 
increase in fee income and spread profits. The accelerated charge reflects the 
anticipated additional amortisation of £166 million relating to the reversal of the benefit 
received in 2008 from the mean reversion formula and a charge of £66 million caused 
by lower than assumed separate account returns. 

Administration expenses increased to £412 million in 2011 compared to £344 million 
in 2010, with the increase due primarily to higher asset-based commissions paid on the 
larger 2011 separate account balance. These asset-based commissions paid upon 
policy anniversary dates are treated as an administration expense as opposed to a cost 
of acquisition and are offset by higher fees. 

Jackson continues to actively manage its investment portfolio to mitigate investment 
risk. Jackson reported net realised gains on debt securities of £106 million in 2011 
compared to £11 million in 2010. This comprises interest related realised gains during 
the period of £158 million (2010: £224 million), primarily due to sales of government 
and corporate debt, net recoveries on sales of previously impaired securities of 
£10 million (2010: losses of £89 million) and bond write-downs of £62 million 
(2010: £124 million). In addition to the net realised gains on debt securities described 
above, Jackson had write-downs of £28 million (2010: £12 million) on commercial 
mortgage loans. In 2011 and 2010, Jackson did not experience any defaults in its debt 
securities portfolio.

The net unrealised gain position has increased from £1,210 million at 31 December 2010 
to £2,057 million at 31 December 2011 due primarily to the continued decline in 
the US Treasury rates. Gross unrealised losses decreased from £370 million at 
31 December 2010 to £246 million at 31 December 2011.

Jackson delivered record APE retail sales of £1,251 million in 2011, representing a 
7 per cent increase over 2010 (12 per cent at constant exchange rates). Jackson has 
achieved these sales levels, while maintaining its pricing discipline, as it continued to 
write new business at aggregate internal rates of return (IRR) in excess of 20 per cent. 

In 2011, record variable annuity (VA) APE sales of £1,091 million were 15 per cent 
higher than in 2010, as Jackson continued to benefit from its customers’ and 
distributors’ flight to quality. Although we do not target volume or market share, these 
market conditions allowed Jackson’s ranking to remain at third in variable annuity sales 
in the US for 2011, while increasing its market share to 11.4 per cent from 10.7 per cent 
for the full year 20101. Jackson ranks first among VA providers for adviser loyalty. 
Jackson also earned the top ranking for satisfaction with external and internal 
wholesaler support among VA providers2. 

Jackson’s strategy of proactively managing fixed annuity (FA) volumes resulted in APE 
sales of £47 million, 44 per cent lower than in 2010. Jackson ranked 14th in sales of 
traditional deferred fixed annuities through the third quarter of 2011, with a market share 
of 1.9 per cent, compared to eighth with a 3.4 per cent market share for the full year 20103.

Business review | Insurance operations | United States | continued

Strengthening 
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2013 Financial objective

• Deliver £200 million 
of net cash remittance 
to the Group
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Fixed index annuity (FIA) APE sales of £93 million in 2011 were down 15 per cent from 
2010 as Jackson continued to focus its marketing efforts on higher margin VA products. 
Jackson ranked ninth in sales of fixed index annuities through the third quarter of 2011, 
with a market share of 4.6 per cent, down from sixth and a market share of 5.2 per cent 
in the full year 20104.

Jackson’s growth moderated during the latter part of the year, with full year total retail 
annuity net flows of £8.5 billion in 2011, an increase of 6 per cent compared to 2010. 
This modest increase was due to the impact of volatility in the S&P 500 experienced 
during the second half of the year, along with various product initiatives that were 
implemented during the third quarter. These initiatives were taken in order to optimise 
the balance between growth, capital and profitability. Retail annuity net flows 
continued to benefit from increased sales and continued low levels of surrender 
activity. Jackson remained the third largest seller of individual annuities in the United 
States through the third quarter of 2011, with a market share of 8.4 per cent, up from 
a market share of 8.0 per cent for the full year 20101.

EEV basis new business profit of £815 million was up 7 per cent on 2010, broadly in 
line with the 10 per cent increase in total APE sales. Total new business margin was 
64 per cent, compared to 65 per cent achieved in 2010. 

The variable annuity new business margin of 69 per cent in 2011 decreased from 
72 per cent in 2010. The adverse effect on margin of the 142 bps decline in 10-year 
Treasury rates was largely mitigated by pricing actions taken over the past 15 months 
and a favourable shift in VA business mix. The fixed indexed annuity new business 
margin remained flat at 41 per cent in 2011. Lower assumed target spreads and future 
reinvestment yields have resulted in a decrease in the fixed annuity new business 
margin from 34 per cent to 29 per cent.

Total EEV basis operating profit for the long-term business in 2011 was £1,431 million, 
compared to £1,458 million in 2010. In-force profits were £81 million lower than 2010, 
partially offset by the £54 million increase in new business profit. The decline in in-force 
profits to £616 million (2010: £697 million) was driven largely by a lower contribution 
from the unwind of the discount on the opening embedded value, as a result of lower 
interest rates, and by lower positive operating experience variances than seen in 2010. 

In 2011, Jackson invested £202 million of free surplus to write £1,275 million of new 
business APE (2010: £300 million and £1,164 million, respectively). The reduction 
in capital consumption year-on-year principally reflects the benefit of lower costs 
generated by economies of scale and favourable business mix in 2011. Jackson wrote 
a higher proportion of variable annuity business, which consumes lower levels of initial 
capital and has lower initial reserving requirements as a result of product changes 
effected at the end of 2010.

Jackson’s RBC level at the end of 2011 was 429 per cent, which compares to 483 per cent 
in 2010. Jackson continues to have in place a SSAP 865 permitted practice which has 
the effect of valuing the interest rate hedge programme at cost, thereby not recognising 
in the RBC ratio the significant mark to market gains on this programme that arose 
from the decline in interest rates during 2011. The RBC ratio would be 482 per cent 
(2010: 470 per cent) without the permitted practice. Jackson’s RBC ratio remains at an 
appropriate level despite net remittances of £322 million during 2011, a testament to both 
the strength of Jackson’s balance sheet and the effectiveness of the hedging programme.

Mike Wells
President and Chief Executive Officer
Jackson National Life Insurance Company

Notes
1  Source: Morningstar Annuity 

Research Center (MARC)
2  Source: Cogent Research Advisor 

BrandscapeTM 2011
3  Source: LIMRA
4  Source: AnnuitySpecs
5  Statement of Statutory Principle 

No. 86 – Accounting for Derivative 
Instruments and Hedging, Income 
Generation, and Replication 
(Synthetic Asset) Transactions
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The UK life & pensions 
market is characterised  

by a concentration of 
wealth in the 45 to 74 age 

group. Prudential UK is 
well positioned to help 

these ‘baby boomers’ and 
subsequent generations 

meet their financial needs.

7m
customers
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Market overview
The UK life & pensions market, which is mature and the third largest in the 
world, is characterised by a concentration of wealth in the 45 to 74 age group 
and an ageing population, as the ‘baby boomers’ get older and progressively 
move into retirement. 

Many of these individuals are insufficiently prepared financially for the prospect of 
spending longer in retirement and as a result, are considering extending their working 
lives while adopting a more flexible approach towards retirement. Prudential UK is well 
positioned to help the ‘baby boomers’ and subsequent generations meet their financial 
needs both as they approach and during retirement through its range of market leading 
with-profits and annuity products. 

In 2011 Prudential UK continued to pursue a value over volume strategy, actively 
choosing to compete selectively in the retirement savings and income markets, and 
balancing the writing of new business with sustainable cash generation and capital 
preservation.

Business performance
Strategic focus on core strengths
Prudential UK has a strong individual annuity business, built on a robust pipeline of 
internal vestings from maturing individual and corporate pension policies. The internal 
vestings pipeline is supplemented by sales through intermediaries and strategic 
partnerships with third parties where Prudential is the recommended annuity provider 
for customers vesting their pensions at retirement. 

Sales of individual annuities of APE £179 million were 13 per cent lower than in 2010 as 
Prudential UK continues proactively to manage the flow of external conventional new 
business to control capital consumption. The proportion of with-profits annuity sales 
continues to increase, from 22 per cent in 2010 to 25 per cent in 2011. 

Internal vestings sales of APE £122 million, were 2 per cent lower than in 2010, when a 
change in the minimum retirement age from 50 to 55 resulted in a temporary increase in 
sales, and a reduction in expected vestings in 2011. Sales of external annuities of APE 
£57 million were down 30 per cent on the same period last year, mainly due to the end 
of a partnership agreement in the second half of 2010, consistent with Prudential UK’s 
value over volume strategy.

Focusing 

United Kingdom

Rob Devey
Chief Executive
Prudential UK and Europe

In 2011 Prudential UK continued to pursue a value over 
volume strategy, actively choosing to compete selectively 
in the retirement savings and income markets, and 
balancing the writing of new business with sustainable 
cash generation and capital preservation.
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Onshore bonds sales of APE £178 million were 7 per cent up on 2010, including 
with-profits bonds sales of APE £160 million, which increased by 9 per cent despite 
challenging market conditions. During 2011, Prudential UK reintroduced the PruFund 
Protected Growth Fund, with a range of guarantees added to both the Growth and 
Cautious funds. The PruFund range comprised 74 per cent of with-profits bond sales, 
driven by customer demand for products offering smoothed investment returns and 
optional capital guarantees. Since inception in 2004, PruFund has accumulated 
£5.4 billion funds under management. 2011 also saw the launch of four new Risk 
Managed PruFunds, which combine the strengths of our PruFund proposition with 
elements of the risk-managed approach adopted by our unit-linked Dynamic Portfolios.

Corporate pensions sales of APE £233 million were 5 per cent higher than in 2010, 
with strong sales to new members of existing private sector schemes in the first half 
of the year due in part to existing customers transferring members from their defined 
benefit schemes to defined contribution schemes. Prudential UK continues to focus 
on retaining and developing existing schemes, securing new members and 
incremental business. 

Sales of other products, principally individual pensions, PruProtect, PruHealth and 
offshore bonds, of APE £122 million were 8 per cent below 2010. Within this, however, 
individual pensions sales (including income drawdown) of APE £72 million were 
4 per cent above last year. Sales of the Flexible Retirement Plan, Prudential UK’s Retail 
Distribution Review (RDR)-compliant individual pension and income drawdown 
product, grew by 20 per cent to APE £27 million. 

In the Wholesale market, Prudential UK’s aim is to continue to participate selectively 
in bulk and back-book buyouts using its financial strength, superior investment track 
record and annuitant mortality risk assessment and servicing capabilities. In line with 
this approach, Prudential UK signed two bulk annuity buy-in insurance agreements in 
2011, totalling £33 million APE (2010: £93 million APE). Prudential UK will continue to 
maintain a strict focus on value and only participate in capital-efficient transactions that 
meet its return on capital requirements.

Financial performance AER CER

2011
£m

2010
£m

Change
%

2010
£m

Change
%

APE sales 746  820  (9) 820  (9)
NBP 260  365  (29) 365  (29)
NBP margin (% APE) 35% 45%  45%  
Total IFRS operating profit 723  719  1 719  1 
Total EEV operating profit 893  982  (9) 982  (9)

www.pru.co.ukWith-profits performance

The strength and performance track 
record of Prudential UK’s With-Profits 
Fund is widely recognised.  Despite 
extreme market volatility in 2011 the Fund 
continues to provide customers with solid 
returns over medium to long-term time 
horizons. This strong performance has 
shown that with-profits, when invested 
in an actively managed and financially 
strong fund like Prudential’s, continues to 
be a very attractive medium to long-term 
investment. 

10 year investment returns 
vs FTSE All-Share Index (total return)

92.7%

59.5%

£723m
Total IFRS  
operating profit
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With-profits performance
The strength and performance track record of Prudential UK’s With-Profits Fund is 
widely recognised. Despite extreme market volatility in 2011 the Fund continues to 
provide customers with solid returns over medium to long-term time horizons. Over 
10 years the Fund has delivered investment returns of 92.7 per cent, which compares 
favourably with other with-profits funds and the FTSE All-Share Index (total return) of 
59.5 per cent over the same period. This strong medium to long-term performance has 
shown that with-profits, when invested in an actively managed and financially strong 
fund like Prudential’s, continues to be a very attractive medium to long-term 
investment, offering strong annualised returns compared with other investment 
options. Prudential’s with-profits customers benefit from the security offered by 
Prudential’s large inherited estate, with the free assets of the with-profits fund valued 
at approximately £6.1 billion at the year end, valued on the regulatory realistic basis. 

Launch of direct advice service
In December 2011 Prudential UK launched a direct advice service, Prudential Financial 
Planning, to offer financial advice to existing customers who originally came to 
Prudential through its direct sales force. Starting with 25 advisers, the expectation 
is that this channel will grow further in 2012 to meet customer demand.

Enhancing customer service
Prudential UK’s focus on delivering improved levels of customer service was 
recognised again at the 2011 Financial Adviser Service Awards, where it achieved two 
5-Star ratings for excellent service in the Life & Pensions and Investment categories.

Financial performance
Total APE sales of £746 million were down 9 per cent on 2010, including bulk annuities 
of APE £33 million in 2011 and £93 million in 2010. EEV new business profit reduced by 
29 per cent to £260 million and the total new business profit margin was 35 per cent for 
the period, 10 percentage points lower than in 2010. This reduction reflected the lower 
impact of bulk annuity transactions in 2011. The 2011 transactions generated EEV new 
business profit of £28 million (2010: £106 million) and IFRS operating profit of 
£23 million (2010: £63 million). 

Retail sales of APE £712 million (excluding credit life and bulk annuities) were 2 per cent 
below last year, a reflection of Prudential’s strategy to allocate capital to opportunities 
that play to the core strengths of the business rather than pursuing top-line sales 
growth. Retail EEV new business profit at £231 million was 10 per cent below 2010 
(£257 million). Retail new business margin reduced to 32 per cent, 3 per cent down on 
2010, primarily driven by a changing business mix of lower shareholder-backed annuity 
sales and higher sales of corporate pensions. 

Focusing 

United Kingdom

2013 Financial objective

• Deliver £350 million 
of net cash remittance 
to the Group
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IFRS total operating profit was 1 per cent above the previous year at £723 million. 
Of this total, £293 million (2010: £310 million) relates to with-profits and £390 million 
(2010: £363 million) to shareholder-backed business reflecting higher annuity profits. 
Commission received on Prudential-branded General Insurance products contributed 
£40 million to IFRS operating profit in 2011, £6 million lower than in 2010 as the book 
of business originally transferred to Churchill in 2004 is, as expected, decreasing.

EEV total operating profit of £893 million was down 9 per cent, mainly due to 
the fall in new business profits. Life in-force profits were higher at £593 million 
(2010: £571 million). The contribution from the unwind of the discount on the opening 
embedded value was lower by £65 million reflecting the 151 bps reduction in long-term 
gilt yields. The effect of this was offset by higher experience profits and £79 million 
favourable assumption change arising from the reduction in the long-term tax rate to 
25 per cent. 

Prudential UK continues to manage actively the retention of the in-force book. During 
2011, the experience at an aggregate level was in line with long-term assumptions.

Prudential UK writes with-profits annuity, with-profits bond and with-profits corporate 
and individual pensions business in its Life Fund, with other products backed by 
shareholder capital. The weighted average post-tax IRR on the shareholder capital 
allocated to new business in the UK was in excess of 20 per cent and the undiscounted 
payback period on that new business was four years.

Underlying free surplus generated from the long-term in-force business in the 
UK amounted to £503 million (2010: £529 million). Of this total, £54 million 
(2010: £65 million) was reinvested in writing shareholder-backed business at 
attractive average IRRs. 

At half year 2010 Prudential announced that the UK business had achieved its cost 
savings target of £195 million per annum. At the end of 2010, the business announced 
a number of cost saving initiatives to reduce costs by a further £75 million per annum 
by the end of 2013. The business has made good progress towards this objective and 
remains on track to deliver these savings by the end of 2013. 

During 2011 Prudential UK remitted cash of £297 million to the Group, comprising 
£223 million from the annual with-profits transfer to shareholders and £74 million 
from the shareholder-backed business. The business aims to generate £350 million 
per annum of sustainable cash remittances by 2013, supported by the strength of the 
with-profits business and surpluses arising from the large book of shareholder-backed 
annuities, maintained into the future by the pipeline of maturing individual and 
corporate pensions.

Rob Devey
Chief Executive
Prudential UK and Europe
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M&G is the UK and European fund manager 
of the Prudential Group with responsibility 

for investments on behalf of both internal 
and external clients. 

£201bn
funds under management – M&G
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£50.3bn
funds under management 
– Eastspring Investments

Eastspring, Prudential’s asset 
management business in Asia, manages 

investments for Asian third-party retail 
and institutional clients in addition to 

investments of Prudential’s Asian, UK 
and US life companies.



48

Prudential plc Annual Report 2011

Market overview
M&G is the UK and European fund manager of the Prudential Group with 
responsibility for investments on behalf of both internal and external 
clients. M&G is an investment-led business whose aim is to generate 
superior long-term returns for its third-party investors and the internal 
funds of the Prudential Group. 

This is achieved by creating an environment that is attractive to investment talent. 
Our investment performance has been robust in the face of ongoing macroeconomic 
instability. Over the three years to 31 December 2011, 25 retail funds representing 
approximately 76 per cent of retail funds under management (FUM), delivered first and 
second quartile investment performance. The performance of our actively managed 
external institutional fixed income mandates also remains very strong with all of the 
mandates meeting or outperforming their benchmarks over the three years to 
31 December 2011.

In the retail market, M&G’s aim is to operate a single fund range and to diversify the 
distribution base by accessing a wide variety of channels and geographies. In recent 
years, this has resulted in significantly increased sales of UK-based funds in European 
and other international markets. 

In the institutional marketplace, M&G’s approach centres on leveraging capabilities 
developed primarily for the Prudential internal funds to create higher margin external 
business opportunities. This has allowed M&G to offer third-party clients, such as 
pension funds, an innovative range of specialist fixed income and related strategies, 
including private debt opportunities in leveraged finance, and infrastructure investment.

Market context
Following considerable uncertainty over sovereign debts on both sides of the Atlantic 
and concerns over the lack of global economic growth, the third quarter of 2011 saw 
the FTSE 100 suffer its worst quarter for nine years, falling 14 per cent. Markets 
rebounded over the fourth quarter with the index rising by 9 per cent. M&G’s FUM has 
proved resilient in the face of the market volatility experienced over the second half of 
the year. From a FUM level of £194.4 billion at the end of 30 September 2011, M&G’s 
FUM increased to £201.3 billion by 31 December 2011. This included external funds 
under management, representing 46 per cent of total FUM, of £91.9 billion (quarter to 
30 September 2011: £87.3 billion).

Optimising 

Asset management
M&G

Business review | Asset management | M&G

M&G continues to execute against its strategy and deliver 
strong performance for both clients and its shareholder, 
the Prudential Group. M&G’s 2011 financial performance 
continues the momentum from the strong full year results 
recorded in 2010.

Michael McLintock
Chief Executive
M&G
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Business performance
In 2011, M&G attracted gross inflows of £26.0 billion and net inflows of £4.4 billion, 
with retail funds contributing the lion’s share of the net position with £3.9 billion. After 
two successive years of extremely high net sales, it was our expectation that net fund 
flows would revert to somewhat lower levels in 2011 especially in light of the economic 
headwinds experienced over the year. However, while net sales are indeed lower, 
they remain strong. Our ability to maintain this sales performance over the year 
again demonstrates our strength and depth across all the main asset classes and 
distribution channels.

Gross new business wins for the fourth quarter to 31 December 2011 totalled 
£6.2 billion, compared to £6.4 billion for the previous quarter. Outflows totalled 
£4.4 billion (quarter to 30 September 2011: £6.7 billion), resulting in net inflows for 
the quarter of £1.8 billion. This was a positive turnaround on the total net outflow 
of £288 million experienced in the quarter to 30 September 2011.

M&G AER CER

2011
£m

2010
£m

Change
%

2010
£m

Change
%

Gross investment inflows 25,981 26,372 (1) 26,372 (1)
Net investment flows
 Retail business 3,895 7,416 (47) 7,416 (47)
 Institutional business 490 1,689 (71) 1,689 (71)

 Total 4,385 9,105 (52) 9,105 (52)
Revenue 702  612  15 612  15 
Other income 4  3  33 3  33 
Staff costs (285) (263) (8) (263) (8)
Other costs (141) (123) (15) (123) (15)

Underlying profit before 
 performance-related fees 280  229  22 229  22 
Performance-related fees 21  17  24 17  24 

Operating profit from asset 
 management operations 301  246  22 246  22 
Operating profit from Prudential Capital 56  38  47 38  47 

Total IFRS operating profit 357  284  26 284  26 

Funds under management 201bn 198bn 2 198bn 2 

£201bn
Funds under  
management

Total IFRS operating profit

2010

£284m

£357m

2011

+26%

www.mandg.co.ukAwards

Retail
Our expertise and strong performance 
have been recognised by independent 
authorities within the industry and 
we have won an array of awards for 
our funds and as a group. These include 
M&G being awarded the prestigious 
2011 Old Broad Street Research 
Outstanding Investment House 
Award for the second year running. 

Institutional
The strength of M&G’s performance 
in the institutional market is evidenced 
by the award of Fixed Income Manager 
of the Year 2011 at the Financial News 
Awards for Excellence in Institutional 
Asset Management.
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Retail
As announced previously, volatile market conditions and reduced investor confidence 
led to a considerable worsening of the sales environment in the overall market during 
the second half of 2011, in both Europe and the UK, and particularly for equity 
products.

The European funds industry suffered net outflows of ¤69.3 billion in 2011 – only the 
second time in the past decade (net outflows were  ¤298 billion in 2008)1. This result 
masks a significant divide between the first half of the year, which saw net inflows of  
¤96 billion, and the second half with net outflows of around  ¤165 billion. It also masks 
a divide between markets where investors have been the greatest net buyers (notably 
the UK) and where they have been in significant net outflow (Continental Europe) as 
21 out of 33 markets suffered full year outflows.

Despite this challenging flow environment, M&G’s Retail business generated positive 
net sales in the final quarter. In our core UK market, gross inflows of £2.7 billion were 
generated over the quarter with corresponding net inflows of over £1.1 billion. Over the 
full year to 31 December 2011, M&G’s UK Retail business has received gross inflows of 
£11.2 billion, representing an increase of 10 per cent on 2010 levels. At the net level, the 
UK Retail business recorded inflows of £4.3 billion, a modest fall of only 3 per cent on 
2010 results. 

M&G’s UK Retail business has been number one for gross and net retail sales over 
13 consecutive quarters based on data to 31 December 20112. The strength of our 
UK distribution channels has helped to offset the difficult conditions encountered 
in mainland Europe, where risk-averse investors have been withdrawing money 
from funds. M&G’s European Retail distribution business did make up lost ground 
over the fourth quarter with positive net inflows being received. M&G continued 
to expand its distribution capabilities, registering its OEIC fund range in Finland, 
Norway and Denmark in the fourth quarter. By retail net sales, M&G ranked ninth 
out of 48 cross-border groups in 20113. M&G-managed retail FUM sourced outside 
of the UK now stand at £8.2 billion, the equivalent of almost one-fifth of the total 
retail external funds managed by M&G.

In product terms, retail fund flows across the industry, affected by the eurozone crisis, 
have seen muted demand for equity products in aggregate as bond products continue 
to remain the default choice for risk-averse investors. However, flows into some 
of M&G’s flagship equity products have remained robust in spite of stock market 
conditions, with investor appetite for our global equity and emerging market products 
continuing. M&G’s Property Portfolio Fund has also benefited from a consistent level 
of net sales over the full year. It is a core pillar of M&G’s business performance that it is 
able to benefit from changing investor preferences as a result of its diversified product 
offering. No fewer than 14 of M&G’s retail funds, representing all of the main asset 
classes, achieved net sales in excess of £50 million over the full year. 

Optimising 
Asset management
M&G

Business review | Asset management | M&G | continued

Notes
1  Source: Lipper FMI (February 2012, 

data as at December 2011). FundFlash. 
Thomson Reuters 

2  Source: Fundscape. (Q4 issue, 
February 2012). The Pridham Report. 
Fundscape LLP

3  Source: Lipper FMI. (February 2012, 
data as at December 2011). SalesWatch. 
Thomson Reuters

‘ Sales performance 
over the year again 
demonstrates our 
strength and depth 
across all the main 
asset classes and 
distribution channels.’



51
B

u
sin

e
ss rev

iew

Institutional
M&G’s Institutional business had a strong fourth quarter pushing the business into 
positive territory for the full year with net inflows of £490 million. The outflows 
experienced over the year included, as expected, a number of segregated clients 
withdrawing money from public debt funds due to asset allocation decisions. 
Additionally, outflows also reflected the contractual return of £696 million in capital 
to investors in mature closed-ended debt structures.

M&G’s Institutional business continues to benefit from its innovative approach to 
investment. The Alternative Credit team has raised £200 million of capital for a UK 
social housing fund, the first fund of its kind to capitalise on the income-generating 
nature of the sector. This is the second instance of M&G creating a fund to assist 
organisations starved of bank loans since the onset of the credit crisis. The M&G UK 
Companies Financing Fund (UKCFF), M&G’s loan facility for UK quoted companies, 
has now made total commitments of £710 million across eight loans, five of which were 
extended over 2011. Total commitments of £1.4 billion have been raised since its launch 
in 2009.

The M&G Secured Property Income Fund combines the expertise of both M&G’s Fixed 
Income Team, with its extensive credit research capability, and PRUPIM, the real estate 
fund management arm of the M&G Group and its core capability in real estate 
investment analysis. The Fund, which offers pension fund investors an alternative 
means of managing their inflation liabilities, passed through a net asset value (NAV) 
of £1 billion during the final quarter. £350 million in total was added to the NAV in 2011. 
Fund performance is strong, investor interest remains high and we continue to work 
hard at maintaining a suitable pipeline of acquisition opportunities.

Awards
Our expertise and strong performance have been recognised by independent 
authorities within the industry and we have won an array of awards for our funds and 
as a group. These include M&G being awarded the prestigious 2011 Old Broad Street 
Research Outstanding Investment House Award for the second year running. The 
strength of M&G’s performance in the institutional market is evidenced by the award 
of Fixed Income Manager of the Year 2011 at the Financial News Awards for Excellence 
in Institutional Asset Management. Indeed, M&G’s flagship institutional UK corporate 
bond fund, with over £3.5 billion of FUM at 31 December 2011, has outperformed its 
benchmark1 by 2.0 per cent2 a year since the onset of the credit crisis in December 2008.
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Financial performance
M&G continues to execute against its strategy and deliver strong performance for both 
clients and its shareholder, the Prudential Group. M&G’s 2011 financial performance 
continues the momentum from the strong full year results recorded in 2010. Revenues 
have continued to improve steadily, rising £90 million (15 per cent), while costs remain 
under control, increasing by only £40 million (10 per cent). As a result, operating profits 
grew by 22 per cent during the year to a record level of £301 million, surpassing the 
previous best of £246 million set in 2010. M&G’s operating margin increased to 
40 per cent (year to 31 December 2010: 37 per cent)1. M&G’s very strong profit 
performance reflects in particular the transformation in net sales experienced by 
the business since the beginning of 2009, particularly from the Retail business. 
We continue to seek operational efficiencies across the M&G Group to support the 
scalability of our business model. This cost discipline, combined with the rise in FUM 
has generated a cost/income ratio2 of 60 per cent for the full year, an improvement 
on the 2010 result of 63 per cent.

Given the ongoing strength of its financial performance, M&G continues to provide 
capital-efficient profits and cash generation for the Group. This is in addition to the 
strong investment returns generated on the internally managed funds. M&G remits 
a substantial proportion of its post-tax profits to the shareholder, which in 2011 
amounted to £213 million (2010: £150 million). 

Prudential Capital

Prudential Capital manages the Group’s balance sheet for profit by leveraging 
Prudential’s market position. This business has three strategic objectives: to provide 
professional treasury services to the Prudential Group; to operate a first-class wholesale 
and capital markets interface; and to realise profitable opportunities within a tightly 
controlled risk framework. Prudential Capital generates revenue by providing bridging 
finance, managing investments and operating a securities lending and cash 
management business for the Prudential Group and its clients.

The business has consolidated its position in a period of difficult and volatile markets, 
focusing on liquidity across the Prudential Group, management of the existing asset 
portfolio and conservative levels of new investment. Development of new product 
and infrastructure has continued, helping to maintain the dynamism and flexibility 
necessary to identify and realise opportunities for profit within acceptable risk 
parameters. Prudential Capital is committed to working closely with other business 
units across the Prudential Group to exploit opportunities and increase value creation 
for Prudential as a whole. 

Prudential Capital has a diversified earnings base derived from its portfolio of secured 
loans, debt investments and the provision of wholesale markets services. Despite the 
continued difficult market conditions, IFRS operating profit was £56 million in 2011 
(2010: £38 million). In 2011 a total of £67 million was remitted to the Group. 

Michael McLintock
Chief Executive
M&G

Optimising 
Asset management
M&G

‘ M&G continues 
to provide capital- 
efficient profits and 
cash generation for  
the Group.’

Notes
1  Excluding performance-related fees.
2  Excluding performance-related fees 

and carried interest on private equity 
investments.
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Market overview
Prudential’s asset management business in Asia manages investments for 
Asian third-party retail and institutional clients in addition to investments 
of Prudential’s Asian, UK and US life companies.

Markets remained challenging in 2011, with overall net outflows seen in the Asia 
(excluding Japan) onshore funds market. Equity markets struggled to gain traction 
driven by poor investor sentiment in the face of weak macroeconomic signals. Japan 
was also impacted by the natural disaster which occurred earlier in the year. 

Eastspring Investments
In November 2011, Prudential announced that its Asian Fund Management operations 
would be rebranded Eastspring Investments. The new brand, which was officially 
launched in February 2012, will enable the business to establish a cohesive regional 
presence thereby penetrating the offshore segment more effectively. It also supports 
distribution to new markets beyond Asia.

Business performance
Total funds under management of £50.3 billion were down 3 per cent over the same 
period last year. The effect of positive net flows from the Asian Life Business and third 
party retail and institutional clients, was offset by the combined effect of outflows in 
the low margin money market funds (MMF) and the negative market movements 
particularly in the second half of the year. 

Net inflows from third parties (excluding MMF) were £633 million compared to net inflows 
of £1,837 million during 2010. This is attributed to lower bond fund returns and to Japan, 
where significant inflows from the launch of the Asia Oceania equity fund in 2010 were 
not repeated in 2011. Clearly the environment in Japan was not conducive to product 
launches in the first half of 2011. This situation was partially mitigated by net inflows from 
corporate and institutional clients in Korea, together with new institutional mandates.

Financial performance
IFRS profits of £80 million are a record and were up 11 per cent on prior year as a result 
of higher average funds under management and disciplined management of costs.

Optimising 

Asset management
Eastspring Investments

Eastspring Investments AER CER

2011
£m

2010
£m

Change
%

2010
£m

Change
%

Gross investment inflows (excluding MMF) 7,824  11,973  (35) 11,959  (35)
Net investment inflows (excluding MMF) 633  1,837  (66) 1,882  (66)
Money Market Funds (MMF) net outflows (512) (2,052) (75) (1,954) (74)
Funds under management 50.3bn 51.9bn (3) 51.3bn (2)
Total IFRS operating profit 80  72  11 73  10 

£50.3bn
Funds under management

Total IFRS operating profit

2010

£72m
£80m

2011

+11%

www.eastspringinvestments.comEastspring Investments

In November 2011, Prudential 
announced that its Asian Fund 
Management operations would be 
rebranded Eastspring Investments. 

The new brand, which was officially 
launched in February 2012, will enable 
the business to establish a cohesive 
regional presence thereby penetrating 
the offshore segment more effectively. 
It also supports distribution to new 
markets beyond Asia.
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PPM America AER CER

2011
£m

2010
£m

Change
%

2010
£m

Change
%

Total IFRS operating profit 4 10 (60) 10 (60)

Market overview 
PPM America (PPMA) manages assets for Prudential’s US, UK and Asian affiliates. 
PPMA also provides other affiliated and unaffiliated institutional clients with investment 
services including collateralised debt obligations (CDOs), private equity funds, 
institutional accounts, and mutual funds. PPMA’s strategy is focused on managing 
existing assets effectively, maximising the benefits derived from synergies with our 
international asset management affiliates, and leveraging investment management 
capabilities across the Prudential Group. PPMA also pursues third-party mandates on 
an opportunistic basis.

Financial performance
IFRS operating profit in 2011 was £4 million, compared to £10 million in 2010, due to the 
non-recurrence of the 2010 performance related fees.

At 31 December 2011, funds under management of £55 billion were as follows:

AER

2011 2010

US
£bn

UK
£bn

Asia
£bn

Total
£bn

US
£bn

UK
£bn

Asia
£bn

Total
£bn

Insurance 32 15 – 47 31 15 – 46 
Unitised 1 1 5 7 1 1 5 7 
CDOs 1 – – 1 1 – – 1 

Total funds under  
 management 34 16 5 55 33 16 5 54 

 
Curian AER CER

2011
£m

2010
£m

Change
%

2010
£m

Change
%

Gross investment flows 1,684 1,361 24 1,312 28 
Revenue 51 39 31 37 38 
Costs (45) (38) 18 (36) 25 
Total IFRS operating profit 6 1 500 1 500 
Total funds under management 4.7bn 3.5bn 34 3.5bn 34 

Market overview
Curian Capital, Jackson’s registered investment adviser, provides innovative fee-based 
managed accounts and investment products to advisers through a sophisticated 
technology platform. Curian expands Jackson’s access to advisers while also 
complementing Jackson’s core annuity product lines with Curian’s retail asset 
management products.

Optimising 

Asset management
United States

Business review | Asset management | United States
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Business performance
At 31 December 2011, Curian had total assets under management of £4.7 billion, 
compared to £3.5 billion at the end of 2010. Curian generated record deposits of 
£1,684 million in 2011, up 24 per cent over 2010. Curian continues to benefit from 
its prior investment platform expansions and its significant expansion in 2011 of the 
firm’s wholesaling team and new distribution territories. 

Financial performance
Curian reported an IFRS basis operating profit of £6 million in 2011 compared to 
£1 million in 2010. 

US Broker-dealer
National Planning Holdings, Inc

AER CER

2011
£m

2010
£m

Change
%

2010
£m

Change
%

Revenue 491 449 9 433 13 
Costs (477) (438) 9 (422) 13 

Total IFRS operating profit 14 11 27 10 40 

Market overview
National Planning Holdings, Inc. (NPH) is Jackson’s affiliated independent 
broker-dealer network. The business is comprised of four broker-dealer firms, including 
INVEST Financial Corporation, Investment Centers of America, National Planning 
Corporation, and SII Investments. 

NPH continues to grow the business and revenue per representative. By utilising 
high-quality, state-of-the-art technology, Jackson provides NPH’s advisers with the 
tools they need to operate their practices more efficiently. At the same time, through 
its relationship with NPH, Jackson continues to benefit from an important retail 
distribution outlet, as well as receive valuable insights into the needs of financial 
advisers and their clients.

Financial performance
NPH generated revenue of £491 million in 2011, up from £449 million in 2010, on gross 
product sales of £8.6 billion. The network continues to achieve profitable results, with 
2011 IFRS operating profit of £14 million, a 27 per cent increase from £11 million in 
2010. At 31 December 2011, the NPH network had 3,636 registered advisers, up 
from 3,461 at year end 2010.
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Results summary

International Financial Reporting Standards (IFRS) basis results* 
Statutory IFRS basis results 

2011 2010 

Profit after tax attributable to equity holders of the Company £1,490m £1,431m
Basic earnings per share 58.8p 56.7p
Shareholders’ equity, excluding non-controlling interests £9.1bn £8.0bn

Supplementary IFRS basis information 
 2011  £m 2010  £m 

Operating profit based on longer-term investment returns* 2,070 1,941 
Short-term fluctuations in investment returns on shareholder-backed business (148) (123) 
Shareholders’ share of actuarial and other gains and losses on defined benefit pension schemes 21 (10) 
Costs of terminated AIA transaction – (377) 
Gain on dilution of Group holdings – 30 

Profit before tax attributable to shareholders 1,943 1,461 

Operating earnings per share* (reflecting operating profit based on longer-term investment returns 
after related tax and non-controlling interests)(i) 63.9p 62.0p

European Embedded Value (EEV) Basis Results*
 2011  £m 2010  £m 

Asian operations 1,839 1,518 
US operations 1,455 1,480 
UK operations:   
 UK insurance operations 893 982 
 M&G 357 284 
Other income and expenditure (536) (494) 
RPI to CPI inflation measure change on defined benefit pension schemes 45 – 
Restructuring and Solvency II implementation costs (75) (74) 

Operating profit based on longer-term investment returns* 3,978 3,696 
Short-term fluctuations in investment returns (907) (30) 
Mark to market value movements on core borrowings (14) (164) 
Shareholders' share of actuarial and other gains and losses on defined benefit pension schemes 23 (11) 
Effect of changes in economic assumptions (158) (10) 
Costs of terminated AIA transaction – (377) 
Gain on dilution of Group holdings – 3 

Profit before tax (including actual investment returns) 2,922 3,107 

Operating earnings per share* (reflecting operating profit based on longer-term investment returns 
after related tax and non-controlling interests)(i) 115.7p 106.9p

Shareholders' equity, excluding non-controlling interests 19.6bn 18.2bn

 2011 2010 

Dividends per share declared and paid in reporting period 25.19p 20.17p
Dividends per share relating to reporting period 25.19p 23.85p
Funds under management £351bn £340bn
Insurance Groups Directive capital surplus (as adjusted)* £4.0bn £4.3bn

 *See basis of preparation on following page.

Note
(i)   Operating earnings per share reflects operating profit based on longer-term investment returns after related tax and non-controlling interests but 

excludes in 2010 an exceptional tax credit of £158 million which primarily relates to the impact of a settlement agreed with the UK tax authorities.
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 * Basis of preparation

Results bases
The basis of preparation of the statutory IFRS basis results and 
supplementary IFRS basis information is consistent with that 
applied for the full year 2010 results and financial statements.
  The EEV basis results have been prepared in accordance 
with the European Embedded Value Principles issued by the 
CFO Forum of European Insurance Companies in May 2004 
and expanded by the Additional Guidance on EEV disclosures 
published in October 2005. Life insurance products are, by their 
nature, long-term and the profit on this business is generated 
over a significant number of years. Accounting under IFRS 
alone does not, in Prudential’s opinion, fully reflect the value 
of future profit streams. Prudential considers that embedded 
value reporting provides investors with a measure of the future 
profit streams of the Group’s in-force long-term businesses and 
is a valuable supplement to statutory accounts. There has been 
no change to the basis of presentation of the EEV results from 
the 2010 results and financial statements. 

Exchange translation – Actual Exchange Rate (AER) and 
Constant Exchange Rate (CER)
The comparative results have been prepared using previously 
reported exchange rates (AER basis) except where otherwise 
stated. In particular results on a constant exchange rate (CER) 
basis are shown for the analysis of IFRS and EEV operating 
profit based on longer-term investment returns.

Operating profit based on longer-term investment returns
Consistent with previous reporting practice, the Group provides 
supplementary analysis of IFRS profit before tax attributable 
to shareholders and analyses its EEV basis results, so as to 
distinguish operating profit based on longer-term investment 
returns from other elements of total profit. On both the IFRS and 
EEV bases, operating earnings per share are calculated using 
operating profits based on longer-term investment returns, after 
related tax and non-controlling interests. 
  These profits exclude short-term fluctuations in investment 
returns and the shareholders’ share of actuarial and other gains 
and losses on defined benefit pension schemes. The operating 
profit based on longer-term investment returns for 2010 also 
excludes the costs associated with the terminated AIA 
transaction and the gain arising upon the dilution of the 
Group’s holding in PruHealth. 

Under the EEV basis, where additional profit and loss effects 
arise, operating profit based on longer-term investment returns 
also excludes the mark to market value movements on core 
borrowings and the effect of changes in economic assumptions. 
  After adjusting for related tax and non-controlling interests, 
the amounts excluded from operating profit based on 
longer- term investment returns are included in the calculation 
of basic earnings per share, based on total profit attributable to 
the company’s equity holders.

Insurance Groups Directive capital surplus (as adjusted) 
The surpluses shown for 2011, which is estimated, and 2010 
are before allowing for the final dividends for 2011 and 2010 
respectively.

Accounting policy change to be applied in 2012
In October 2010, the Emerging Issues Task Force of the US 
Financial Accounting Standards Board issued new guidance on 
accounting for Deferred Acquisition Costs (DAC), effective for 
reporting periods commencing after 15 December 2011. These 
proposals restrict the acquisition costs that can be deferred to 
future periods to those costs that are directly incremental to 
acquiring a new contract. Although Prudential does not report 
in accordance with US GAAP, under the accounting policies 
applied in accordance with IFRS 4, US GAAP is used to measure 
the insurance assets and liabilities of Jackson and certain of 
Prudential’s Asian operations. Prudential has therefore chosen, 
as an accounting improvement, to adopt from 1 January 2012 
the new US GAAP DAC proposals for these entities. This change 
will first be applied in the 2012 half year financial report and 
there is no impact on the results included in this announcement 
for 2011 and 2010. However, on adoption of the new policy, 
which will be applied retrospectively, the 2011 IFRS operating 
profit based on longer-term investment returns will be altered 
from £2,070 million to £2,027 million, profit before tax 
attributable to shareholders will be altered from £1,943 million 
to £1,828 million, and shareholders’ funds at 31 December 2011 
will be altered from £9,117 million to £8,564 million. Further 
details, together with the equivalent impacts on the 2010 results 
and shareholders’ funds, can be found in note III(a) of the 
Additional unaudited financial information. The change of 
policy has no effect on the regulatory capital position of the 
Group or on the overall EEV basis results, other than the 
presentational analysis of EEV shareholders’ funds between the 
component representing IFRS basis shareholders’ equity and 
the component representing additional shareholders’ retained 
profit recognised on the EEV basis. 
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IFRS results

IFRS basis operating profit based on longer-term investment returns
AER CER

2011  £m 2010  £m Change  % 2010  £m Change  %

Insurance business 
Long-term business: 
 Asia 709 536 32 533 33 
 US 694 833 (17) 803 (14)
 UK 683 673 1 673 1 
 Development expenses (5) (4) 25 (4) 25 

Long-term business profit 2,081 2,038 2 2,005 4 

UK general insurance commission 40 46 (13) 46 (13)
Asset management business:      
 M&G (including Prudential Capital) 357 284 26 284 26 
 Eastspring Investments 80 72 11 73 10 
 Curian 6 1 500 1 500 
 US broker-dealer and asset management 18 21 (14) 20 (10)

2,582 2,462 5 2,429 6 

Other income and expenditure (483) (450) 7 (449) 8 
RPI to CPI inflation measure change on defined benefit 

pension schemes(i) 42 – n/a – n/a
Solvency II implementation costs (55) (45) 22 (45) 22 
Restructuring costs (16) (26) (38) (26) (38)

Total IFRS basis operating profit based on longer-term 
investment returns 2,070 1,941 7 1,909 8 

Note
(i)   During 2011 the Group altered its assumptions for future statutory increases to pension payments for its UK defined benefit pension schemes. 

This reflects the UK government’s decision to change the basis of indexation from RPI to CPI.

In 2011, the Group’s IFRS operating profit based on longer-term 
investment returns was £2,070 million, an increase of 7 per cent 
from 2010. 

In Asia, IFRS operating profit for long-term business increased by 
32 per cent from £536 million in 2010 to £709 million in 2011. 
Profits from in-force business grew by 29 per cent between the 
two periods from £593 million to £763 million, reflecting the 
continued growth of the business in the region. New business 
strain of £54 million (2010: £56 million1) was lower despite higher 
sales due to favourable product and country mix. 

Hong Kong, Indonesia, Singapore and Malaysia, Prudential’s 
largest markets in Asia, continue to see profits grow strongly, 

with operating profits from long-term business2 up 27 per cent 
from £434 million in 2010 to £552 million in 2011. The growth in 
Indonesia operating profit2 has been particularly strong, up 
35 per cent from £157 million to £212 million, reflecting the 
organic growth of that business over recent years. Hong Kong’s 
operating profit2 increased 35 per cent to £69 million 
(2010: £51 million), reflecting the continued growth of the 
portfolio. Singapore increased by 29 per cent to £167 million2 
(2010: £129 million) and Malaysia increased by 7 per cent from 
£97 million to £104 million2. Other territories contributed 
operating profits of £119 million before non-recurring items 
(2010: £83 million), an increase of 43 per cent, and have all 
made positive contributions to this metric for the first time.

Notes
1   Excludes Japan which ceased writing new business in 2010. 

New business strain in 2010 was £1 million.
2   Before non-recurring items.
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The US long-term business operating profit decreased by 
17 per cent from £833 million in 2010 to £694 million in 2011 and 
is, after charging £232 million (2010: £11 million) of accelerated 
DAC amortisation, as anticipated. This charge, which is not 
expected to recur, arises as a result of market movements and 
their interaction with the mean reversion methodology. It has the 
effect of masking an underlying improvement in the earnings of 
the US business, reflecting higher fees from variable annuity 
business following the growth of separate account balances in 
recent years. The benefit of higher fees is partially offset by 
administration expenses which have also increased broadly in 
line with the scale of business. 

In Prudential’s UK business, total IFRS operating profit was 
slightly higher than the prior year at £723 million 
(2010: £719 million), with long-term business generating 
£683 million (2010: £673 million). The year-on-year comparisons 
are distorted by the effect of bulk annuity transactions which 
are infrequent and vary in size between financial periods. Our 
approach to these is very selective and we will only write this 
business when it meets our strict profitability criteria. Two such 
transactions were completed in 2011 contributing £23 million to 
IFRS profits, compared to one transaction in 2010 with an IFRS 
profit contribution of £63 million.

Life business in the UK (excluding the impact of the bulk annuity 
transactions), contributed operating profits of £660 million in 
2011, 8 per cent higher than the £610 million generated in 2010. 
The contribution from with-profits business was lower at 
£293 million (2010: £310 million). Operating profit from 
non-profit annuity and other life business was £67 million higher 
at £367 million, reflecting higher annuity profits. Profit from UK 
general insurance commission were lower at £40 million 
(2010: £46 million) following the expected decline of the in-force 
policy numbers as the business matures. 

Total operating profit for 2011 from M&G and Prudential Capital 
was £357 million, an increase of 26 per cent from £284 million 
in 2010. This performance is driven by improved revenues 
reflecting the strong net inflows received in recent periods, with 
funds under management of £201 billion at 31 December 2011, 
compared with £198 billion at 31 December 2010, together with 
a continued focus on cost discipline which saw a three 
percentage point reduction in the cost/income ratio.

Eastspring Investments reported operating profits of £80 million, 
an increase of 11 per cent from the £72 million recognised in 
2010. This improvement is driven both by increased operating 
revenues from higher average funds under management during 
2011 and continued cost discipline resulting in a two percentage 
point improvement in the cost/income ratio. 

The £33 million increase in the charge for other income and 
expenditure from £450 million in 2010 to £483 million in 2011 
primarily reflects an increase in interest payable on core 
structural borrowings, following additional debt raised in January 
2011 to repay debt in December 2011.

Following the UK government’s decision to change the basis 
of indexation from RPI to CPI, the Group altered its assumptions 
for future statutory increases to pension payments for its 
UK-defined benefit pension schemes. This resulted in a one-off 
credit to operating profit of £42 million in 2011 and will not recur 
going forward. 

A total of £55 million of Solvency II implementation costs were 
incurred in 2011 (2010: £45 million) as we move closer to the 
implementation of the new regime.
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IFRS basis results – analysis of long-term insurance business pre-tax IFRS operating profit based on longer-term 
investment returns by driver

AER AER CER

2011 2010(iii) 2010

Operating 
profit

£m

Average
liability

£m
Margin(i)

bps

Operating 
profit

£m

Average
liability

£m
Margin(i)

bps

Operating 
profit

£m

Average
liability

£m
Margin(i)

bps

Spread income 1,065 57,417 185 1,013 53,894 188 988 53,056 186 
Fee income 870 68,298 127 688 56,822 121 669 56,303 119 
With-profits 331 93,056 36 342 89,693 38 342 90,060 38 
Insurance margin 736   592   582   
Margin on revenues 1,425   1,212   1,211   
Expenses          
 Acquisition costs (ii) (1,783) 3,681 (48)% (1,645) 3,492 (47)% (1,612) 3,439 (47)% 
 Administration expenses (1,043) 125,715 (83) (924) 110,716 (83) (910) 109,359 (83) 
 DAC adjustments 280   518   498   
Expected return on shareholder assets 200   242   237   

Operating profit based on longer-term 
investment returns 2,081   2,038   2,005   

Notes
(i)  Margin represents the operating return earned in the period as a proportion of the relevant class of policyholder liabilities excluding 

unallocated surplus. For UK and Asia, opening and closing policyholder liabilities have been used to derive an average balance for the period, 
as this is seen as a good proxy for average balances throughout the year. Given the volatility in the year, the calculation of average liabilities has 
been refined for Jackson in two ways: (i) the average for both the general and separate account balances is now derived from month-end 
balances throughout the year as opposed to opening and closing balances only, and (ii) liabilities held in the general account for variable 
annuity living and death guaranteed benefits have been excluded from the calculation of the average, as no spread income is earned on these 
balances. The 2010 balances for Jackson have been amended for consistency, albeit impacts are minimal.

(ii)  Acquisition cost ratio represents shareholder acquisition costs as a percentage of total APE (including £7 million of sales for Japan in 2010). 
(iii)  Following the reduction in 2010 of the Group’s interest in the PruHealth and PruProtect businesses from 50 per cent to 25 per cent, the profits of 

these businesses have been shown as a single line in the insurance margin line consistent with associate accounting principles. 2010 has been 
amended in light of this change.

Spread income has increased by £52 million to £1,065 million, 
an increase of 5 per cent, broadly in line with the growth in 
average liabilities. The margin secured has fallen from 188 bps in 
2010 to 185 bps in 2011, principally due to 2010 benefiting from 
higher bulk annuity sales. Spread income in the US has increased 
by £38 million, with 2011 continuing to benefit from transactions 
to more closely match asset and liability duration, as well as lower 
amounts credited to policyholders on fixed annuities. 

Fee income has increased by £182 million to £870 million, 
driven by the 20 per cent increase in the Group’s average 
unit-linked liabilities, which principally reflects the £7.0 billion 
net inflows into Jackson separate’s accounts in 2011. The fee 
income margin has increased from 121 bps to 127 bps in 2011 as 
Jackson contributes a greater proportion to the total, where the 
fee margin is higher. 

Insurance margin has increased by £144 million to £736 million 
in 2011, driven in part by the continuing growth in the in-force 
book in Asia, which has a relatively high proportion of risk-based 
products.

Margin on revenues principally comprises amounts deducted 
from premiums to cover acquisition costs and administration 
expenses. The margin has increased by £213 million from 
£1,212 million in 2010 to £1,425 million in 2011, with Asia 
accounting for £181 million of the increase. This principally 
reflects higher premium income. 

Acquisition costs have increased in absolute terms to 
£1,783 million, broadly in line with the increased new business 
sales. Expressed as a percentage of new business APE, 2011 has 
seen a marginal increase from 47 per cent in 2010 to 48 per cent 
in 2011. 

Administration expenses have also increased to 
£1,043 million, reflecting the growth of the business in the year, 
while the margin remains constant at 83 bps.

DAC adjustments are a net benefit to the result as the deferral 
of current years acquisition costs exceed the amortisation of 
previously deferred costs. This net benefit decreased by 
£238 million in 2011 relative to last year, primarily as a result of 
the acceleration of DAC amortisation in the US of £232 million. 
This represents the reversal of the benefit received in 2008 from 
the mean reversion formula, together with the impact of lower 
than assumed separate account returns in the year.
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IFRS basis results – margin analysis of asset management pre-tax IFRS operating profit based on longer-term 
investment returns by driver

2011  £m

M&G
Eastspring 

Investments PruCap US Total

Operating income* 727 202 122 338 1,389 
Operating profit based on longer-term investment returns 301 80 56 24 461 

Average funds under management (FUM)† £199.8bn £51.1bn
Margin based on operating income† 36bps 40bps
Cost/income ratio‡ 60% 62%

2010  £m

M&G
Eastspring 

Investments PruCap US Total

Operating income* 632 191 88 229 1,140 
Operating profit based on longer-term investment returns 246 72 38 22 378 

Average funds under management (FUM)† £186.5bn £47.2bn
Margin based on operating income† 34bps 40bps
Cost/income ratio‡ 63% 64%

* Operating income is net of commissions and includes performance related fees.
† Margin represents operating income as a proportion of the funds under management (FUM). Opening and closing FUM have been used to derive 
the average. 

‡ Cost/income ratio is calculated as, cost as a percentage of income excluding performance-related fees, and for M&G carried interest on private 
equity investments.

M&G’s asset management fee margin increased from 34 bps in 
2010 to 36 bps in 2011. This reflected a shift in funds under 
management mix towards external business which at 
31 December 2011 represented 46 per cent of total funds under 
management (2010: 45 per cent). M&G continues to focus on 
cost control and the efficiencies created as the scale of the 
business grows. The benefit of this operational leverage is 
evident in the reduction in the cost/income ratio from 
63 per cent in 2010 to 60 per cent in 2011.

At Eastspring Investments, fee margin has been maintained at 
40 bps. The margin reflects higher retail margins arising from 
new administration fees for offshore funds and higher margins in 
Taiwan, offset by a decrease in institutional margins due to a shift 
in asset mix from higher margin equity funds, in favour of lower 
margin fixed income funds. Equity markets correction 
experienced in Asia and globally in 2011 has contributed to this 
asset mix shift. Continued focus on costs has seen cost/income 
ratio decrease from 64 per cent in 2010 to 62 per cent in 2011.

PruCap’s operating profit increased during 2011, reflecting the 
ongoing active management of the portfolio in the period.
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IFRS basis profit after tax 
AER

2011  £m 2010  £m 

Operating profit based on longer-term investment returns 2,070 1,941 
Short-term fluctuations in investment returns:   
 Insurance operations (28) (148)
 Other operations (120) 25 

(148) (123)
Shareholders’ share of actuarial and other gains and losses on defined benefit pension schemes 21 (10)
Costs of terminated AIA transaction – (377)
Gain on dilution of Group holdings – 30 

Profit before tax attributable to shareholders 1,943 1,461 
Tax charge attributable to shareholders’ profit(i) (449) (25)
Non-controlling interests (4) (5)

Profit for the year attributable to equity holders of the Company 1,490 1,431 

Note
(i)  In 2010, tax charge attributable to shareholders’ profit includes a credit of £158 million which primarily relates to the impact of a settlement 

agreed with the UK authorities.

IFRS basis profit after tax 
The total profit before tax attributable to shareholders was 
£1,943 million in 2011, compared with £1,461 million in 2010. 
The improvement reflects the increase in operating profit based 
on longer-term investment returns, and the fact that in 2010 the 
profit was reduced by the terminated AIA transaction costs of 
£377 million.

In calculating the IFRS operating profit, we use longer-term 
investment return assumptions rather than actual investment 
returns arising in the year. The difference between actual 
investment returns recorded in the income statement and 
longer-term returns is shown in the analysis of profits as 
short-term fluctuations in investment returns.

IFRS short-term fluctuations in investment returns
Short-term fluctuations in investment returns for our insurance 
operations comprise negative £92 million for Asia, negative 
£95 million for US operations and positive £159 million in the UK. 

The negative short-term fluctuations of £92 million for our Asian 
operations in part reflects equity market falls in Taiwan and 
a partial reversal of unrealised gains recognised in prior years 
on the Group’s investment in China Life Insurance Company 
of Taiwan.

Negative fluctuations of £95 million arising in our US operation 
comprise negative £183 million from short-term fluctuations 
offset by positive £88 million relating to Jackson’s debt securities 
portfolio. These gains arise as a result of a high level of realised 
investment gains in 2011, following management’s credit risk 
reduction programme. 

The positive short-term fluctuations of £159 million for our UK 
operations principally reflect net valuation gains arising in the 
period on fixed income assets backing the capital of the 
shareholder-backed annuity business. 

Short-term fluctuations for other operations were negative 
£120 million representing unrealised losses on investments, 
principally on centrally held swaps to manage foreign exchange 
and certain macroeconomic exposures of the Group.

Shareholders’ share of actuarial and other gains and 
losses on defined benefit pension schemes
The shareholders’ share of actuarial and other gains and losses 
on defined benefit pension schemes of positive £21 million 
mainly reflects favourable experience in the year in respect of the 
Scottish Amicable scheme combined with the impact of 
assumption changes, primarily from lower inflation and lower 
expected salary increases, applied to the liabilities of both the 
Scottish Amicable and M&G schemes. 

Effective tax rates 
The effective rate of tax on operating profit based on longer-term 
investment returns was 22 per cent (2010: 11 per cent). For 
2010, adjusting the reported tax rate to exclude the exceptional 
tax credit of £158 million which primarily relates to the impact of 
a settlement agreed with the UK tax authorities, the underlying 
tax rate operating profit was 19 per cent. 

The effective rate of tax at the total IFRS profit level was 
23 per cent (2010: 2 per cent). Adjusting the rate in 2010 to 
exclude the exceptional tax credit of £158 million gives an 
underlying tax rate at the total IFRS profit level of 13 per cent. 
In both 2011 and 2010, we have benefited from a reduction in the 
main UK corporate tax rate from 28 per cent to 26.5 per cent. In 
2010, and to a lesser extent in 2011, we also benefited from 
utilising carried forward tax losses for which no deferred tax 
asset was previously established.
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EEV basis operating profit based on longer-term investment returns
AER CER

2011  £m 2010  £m Change  % 2010  £m Change  %

Insurance business 
 Asia 1,764 1,450 22 1,438 23 
 US 1,431 1,458 (2) 1,406 2 
 UK 853 936 (9) 936 (9)
 Development expenses (5) (4) 25 (4) 25 

Long-term business profit 4,043 3,840 5 3,776 7 

UK general insurance commission 40 46 (13) 46 (13)
Asset management business:      
 M&G 357 284 26 284 26 
 Eastspring Investments 80 72 11 73 10 
 Curian 6 1 500 1 500 
 US broker-dealer and asset management 18 21 (14) 20 (10)

4,544 4,264 7 4,200 8 

Other income and expenditure (536) (494) 9 (493) 9 
RPI to CPI inflation measure change on defined benefit 

pension schemes(i) 45 – n/a – n/a
Solvency II implementation costs (56) (46) 22 (46) 22 
Restructuring costs (19) (28) (32) (28) (32)

Total EEV basis operating profit 3,978 3,696 8 3,633 9 

Note
(i)  During the first half of 2011 the Group altered its assumptions for future statutory increases to pension payments for its UK defined benefit 

pension schemes. This reflects the UK government’s decision to change the basis of indexation from RPI to CPI. 

In 2011, Prudential Group’s total EEV basis operating profit 
based on longer-term investment returns was £3,978 million, 
an increase of 8 per cent from 2010.

Long-term business profit generated by the Group increased by 
5 per cent to £4,043 million. This profit comprises:

• New business profit of £2,151 million (2010: £2,028 million1);

• In-force profit of £1,897 million (2010: £1,817 million); and

• Negative £5 million for other items including development 
expenses (2010: negative £5 million).

New business profit at £2,151 million was 6 per cent higher than 
last year, which compares with the equivalent increase in new 
business APE of 6 per cent. Group new business margin was 
unchanged at 58 per cent as pricing actions coupled with 
favourable changes in business mix fully mitigated the downward 
pressure on margins from the significant declines in long-term 
interest rates.

Strong new business margins continue to be recorded across 
the Group. The margin for the Asian business increased from 
60 per cent to 65 per cent driven by a shift in country mix and 
the ongoing high mix of health and protection business. The 
reduction in the US new business profit margin was curtailed 
to a one percentage point decrease to 64 per cent despite the 
significant falls in 10-year Treasury yields, as management took 
strong pricing and business actions. The UK new business 
margin was lower than last year at 35 per cent (2010: 45 per cent). 
Comparisons here are distorted by our selective approach to 
bulk annuity sales. The retail margin (which excludes credit life 
and bulk annuities) fell from 35 per cent in 2010 to 32 per cent in 
2011 due to lower sales of the higher margin annuity business. 

Note
1   Excludes Japan which ceased writing new business in 2010.
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EEV basis operating profit based on longer-term 
investment returns continued
The contribution to operating profit from life in-force business 
increased by 4 per cent to £1,897 million. In-force profit 
comprises £1,447 million from the unwind of the discount on the 
opening embedded value and other expected returns 
(2010:  £1,492 million) and £450 million from the effect of 
operating assumption changes, experience variances and other 
items (2010: £325 million). The unwind of discount and other 
expected returns is £45 million lower than 2010 with the growth 
in the business, being offset by the effect on this profit measure 
of lower interest rates. We estimate that the fall in long-term 
interest rates during 2011 adversely impacted the unwind and 
other expected returns by around £200 million. 

In 2011, at £688 million (2010: £549 million), Asia was the 
highest contributor to the Group’s life in-force profit for the first 
time. In Asia we have seen improvements in overall experience 
and operating assumption changes, with a positive impact for the 
year of £75 million (2010: negative £24 million). This positive 
trend primarily reflects favourable mortality and morbidity 
experience partially offset by the effect of strengthening partial 
withdrawals lapse assumptions in Malaysia following the review 
undertaken in 2011. 

US life in-force profit was lower at £616 million 
(2010: £697 million). Jackson’s focused approach to managing 
the in-force portfolio coupled with the benefits of scale, have 
enabled the business to outperform its expected return in both 
years, albeit to a lower extent in 2011. The contribution to profits 

from experience and operating assumption changes totalled 
£183 million in 2011, compared to £246 million last year. Within 
these amounts, swap transactions undertaken to more closely 
match the overall asset and liability duration in 2010 and 2011, 
contributed to spread gains of £152 million (2010: £158 million). 

UK life in-force profit was also higher at £593 million 
(2010: £571 million). The reduction in 15-year gilt yields reduced 
the contribution from the unwind of the discount on the opening 
embedded value and return on net worth relative to last year 
by £65 million to £485 million. Disciplined management of the 
in-force book has enabled the business to outperform the 
expected returns, generating profits from experience 
and operating assumption changes of £108 million 
(2010: £21 million). Included in both years are the beneficial 
effects on future profits arising from the reduction in UK 
corporation taxes enacted in both years; in 2011 this amounted 
to £79 million, while in 2010 this amounted to £41 million.

Operating profit from the asset management business and 
other non-long-term businesses increased to £501 million, 
up 18 per cent from £424 million in 2010.

Other income and expenditure totalled a net expense of 
£536 million compared with £494 million in 2010. The £42 million 
increase principally reflects the higher interest payable on core 
structural borrowings on the US$550 million Tier 1 subordinated 
note issued in January, the proceeds of which were used to 
redeem the ¤500 million Tier 2 notes in December 2011.
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EEV basis profit after tax and non-controlling interests
AER

2011  £m 2010  £m 

EEV basis operating profit based on longer-term investment returns 3,978 3,696 
Short-term fluctuations in investment returns:   
 Insurance operations (787) (55)
 Other operations (120) 25 
 (907) (30)
Mark to market value movements on core borrowings (14) (164)
Shareholders’ share of actuarial and other gains and losses on defined benefit pension schemes 23 (11)
Effect of changes in economic assumptions (158) (10)
Costs of terminated AIA transaction – (377)
Gain on dilution of Group holdings – 3 

Profit before tax 2,922 3,107 
Tax charge attributable to shareholders’ profit(i) (776) (530)
Non-controlling interests (4) (4)

Profit after non-controlling interests 2,142 2,573 

Note
(i)  In 2010 tax charge attributable to shareholders’ profit includes a credit of £158 million which primarily relates to the impact of a settlement 

agreed with the UK tax authorities.

EEV basis profit after tax and non-controlling interests
Short-term fluctuations in investment returns 
EEV operating profit is based on longer-term investment return 
assumptions rather than actual investment returns achieved. 
Short-term fluctuations in investment returns represent the 
difference between the actual investment return and those 
assumed in arriving at the reported operating profit.

Short-term fluctuations in investment returns for insurance 
operations of negative £787 million comprise negative 
£155 million for Asia, negative £491 million for our US operations 
and negative £141 million in the UK. 

For our Asian business, short-term fluctuations of negative 
£155 million (2010: positive £287 million) reflects the effect on 
future fee income of the lower than assumed equity market 
returns in 2011, partially offset by valuation gains on bonds 
backing shareholder capital arising from the fall in interest rates. 

In our US business, short-term fluctuations in investment returns 
were negative £491 million (2010: negative £678 million), 
principally reflecting the effect on fee income of the actual 
separate account return in 2011 of negative 0.5 per cent being 
lower than the longer term expected level of 5.4 per cent on 
projected future fees. 

For our UK business, the short-term fluctuations in investment 
returns were negative £141 million (2010: positive £336 million). 
This reflects the actual return on the with-profits fund in 2011 of 
3.2 per cent being lower than the longer-term assumed rate of 
5.1 per cent, partly offset by higher than expected returns on the 
bonds backing the capital of the shareholder annuity business, 
following the fall in yields in 2011.

Mark to market movement on core borrowings
The mark to market movement on core borrowings was a 
negative £14 million in 2011, lower than the negative £164 million 
reported in 2010 when there was a more significant narrowing of 
credit spreads as the 2008 market dislocation unwound.
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EEV basis profit after tax and non-controlling interests 
continued
Shareholders’ share of actuarial and other gains and 
losses on defined benefit pension schemes
The shareholders’ share of actuarial and other gains and losses 
on defined benefit pension schemes on the EEV basis comprises 
the IFRS charge attributable to shareholders, and the 
shareholders’ share of movements in the scheme assets and 
liabilities attributable to the PAC with-profits fund. On the EEV 
basis there was a gain of £23 million (2010: charge of £11 million) 
mainly reflecting favourable experience in the year in respect of 
the Scottish Amicable scheme combined with the impact of 
assumption changes, primarily from lower inflation and expected 
salary increases, applied to the liabilities of both the Scottish 
Amicable and M&G schemes. 

Effect of changes in economic assumptions
The effect of changes in economic assumptions of negative 
£158 million, comprises positive £279 million for Asia, negative 
£144 million for the US and negative £293 million for the UK.

The Asia and UK effect principally reflects the effect on 
economic profits of the reduction in long-term yields and the 
associated decrease in the risk discount rates. This effect is 
positive in Asia given the predominance of health and protection 
while in the UK this effect is negative as the majority of future 
profits relate to with-profits business.

In our US business, the reduction in long-term yields and the 
associated decrease in risk discount rates has a positive effect 
on future fixed annuity spread profits which broadly offset the 
negative effect on future variable annuity fee income. The 
overall negative effect of £144 million principally reflects the 
prudent decision taken by Jackson to increase the allowance for 
future credit defaults following the widening of credit spreads in 
the second half of 2011. 

Effective tax rates
The effective rate of tax on operating profit based on longer-term 
investment returns was 26 per cent (2010: 23 per cent). For 
2010, adjusting the reported tax rate to exclude the exceptional 
tax credit of £158 million which primarily relates to the impact of 
a settlement agreed with the UK tax authorities, the underlying 
tax rate on 2010 operating profits was 27 per cent. 

The effective rate of tax at the total EEV profit level was 
27 per cent (2010: 17 per cent). Adjusting the rate in 2010 to 
exclude the exceptional tax credit of £158 million gives an 
underlying tax rate at the total profit level of 22 per cent. 

At the operating profit level, the effective underlying tax rate is 
lower in 2011 than in 2010, reflecting reduced UK corporation 
tax rates. At the total profit level, the underlying effective tax rate 
is higher than in 2010 reflecting the absence of favourable 
one-off adjustments in the US tax rate, partly offset by reduced 
UK corporation tax rates.
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Earnings per share (EPS)
2011

pence

2010
Excluding

exceptional
tax credit(i)

pence

2010
Including

exceptional
tax credit

pence

Basic EPS based on 
operating profit after 
tax and non-controlling 
interests    

 IFRS 63.9 62.0 68.3 
 EEV 115.7 106.9 113.2 

Basic EPS based on total 
profit after non-
controlling interests    

 IFRS 58.8  56.7 
 EEV 84.6  101.9 

Note
(i)  The exceptional tax credit in 2010 relates to a £158 million credit 

which primarily relates to the impact of a settlement agreed with 
the UK tax authorities.

Dividend per share 
Interim dividends are recorded in the period in which they are 
paid. Final dividends are recorded in the period in which they are 
approved by shareholders. The final dividend for the year ended 
31 December 2010 of 17.24 pence per ordinary share was paid 
to eligible shareholders on 26 May 2011 and the 2011 interim 
dividend of 7.95 pence per ordinary share was paid to eligible 
shareholders on 22 September 2011.

In light of the continued strong performance of the business 
and the Group’s focus on a growing dividend, the Board has 
recommended a final dividend of 17.24 pence per share 
(2010: 17.24 pence), giving a full 2011 dividend of 25.19 pence 
(2010: 23.85 pence), representing an increase of 5.6 per cent 
over 2010.

The 2011 final dividend of 17.24 pence per ordinary share will be 
paid on 24 May 2012 in sterling to shareholders on the principal 
register and the Irish branch register at 6.00 pm BST on Friday, 
30 March 2012 (the ‘Record Date’), and in Hong Kong dollars to 
shareholders on the Hong Kong branch register at 4.30 pm Hong 
Kong time on the Record Date (HK Shareholders). Holders of US 
American Depositary Receipts (US Shareholders) will be paid 
their dividends in US dollars on or about five days after the 
payment date of the dividend to shareholders on the principal 
register. The final dividend will be paid on or about 31 May 2012 
in Singapore dollars to shareholders with shares standing to the 
credit of their securities accounts with The Central Depository 
(Pte.) Limited (CDP) at 5.00 pm Singapore time on the Record 
Date (SG Shareholders). The dividend payable to the HK 
Shareholders will be translated using the exchange rate quoted 
by the WM Company at the close of business on 12 March 2012. 
The exchange rate at which the dividend payable to the SG 
Shareholders will be translated into SG$ will be determined by 
CDP. The dividend will distribute an estimated £439 million of 
shareholders’ funds.

In line with 2010, shareholders on the principal register and Irish 
branch register will be able to participate in a Dividend 
Reinvestment Plan. 

The Board will maintain its focus on delivering a growing 
dividend, which will continue to be determined after taking 
into account our Group’s financial flexibility and our assessment 
of opportunities to generate attractive returns by investing 
in specific areas of the business. The Board believes that 
in the medium-term a dividend cover of around two times 
is appropriate.



68

Prudential plc Annual Report 2011

Business review | Financial review | continued

Financial  
review

Movement on shareholders’ funds 

IFRS EEV

2011

£m 

2010
AER
£m 

2011

£m 

2010
AER
£m 

Operating profit based on longer-term investment returns 2,070 1,941 3,978 3,696 
Items excluded from operating profit (127) (480) (1,056) (589) 

Total profit before tax 1,943 1,461 2,922 3,107 
Exceptional tax credit – 158 – 158 
Tax and non-controlling interests (453) (188) (780) (692) 

Profit for the period 1,490 1,431 2,142 2,573 
Exchange movements, net of related tax (100) 251 (158) 693 
Unrealised gains and losses on Jackson securities classified as  

available-for-sale(a) 312 478 – – 
Dividends (642) (511) (642) (511) 
New share capital subscribed 17 75 17 75 
Other 9 36 71 104 

Net increase in shareholders’ funds 1,086 1,760 1,430 2,934 
Shareholders’ funds at beginning of year 8,031 6,271 18,207 15,273 

Shareholders’ funds at end of year 9,117 8,031 19,637 18,207 

Comprising:     
 Long-term business     
  Free surplus(b)   2,839 2,748 
  Required capital   3,447 3,415 

  Net worth(c)   6,286 6,163 
  Value of in-force   13,364 12,051 

  Total   19,650 18,214 
Other business(d)   (13) (7) 

Total(e)   19,637 18,207 
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Notes
(a)  Net of related changes to deferred acquisition costs and tax.
(b)  The increase in free surplus of £91 million from 31 December 2010 arises primarily from £1,100 million being generated by the long-term 

business (net of new business investment and market related movements), less the cash paid to the holding company, market movements, and 
other items.

(c)  The increase in net worth in the period principally reflects the free surplus generated in the period, offset by cash paid to the holding company, 
changes to required capital and other items.

(d)  Shareholders’ funds for other than long-term business comprises: 

2011  £m 2010  £m 

Asset management operations(i) 1,783 1,787 
Holding company net borrowings (2,188) (2,212) 
Other, net 392 418 

Total shareholders' funds for other business (13) (7) 

  Note
  (i)  Including goodwill of £1,230 million for 31 December 2011 and 2010.

(e)  EEV shareholders’ funds excluding goodwill attributable to shareholders at 31 December 2011 is £18,172 million (2010: £16,741 million).

IFRS
Statutory IFRS basis shareholders’ funds at 31 December 2011 
were £9.1 billion. This compares to £8.0 billion at 
31 December 2010 and represents an increase of £1.1 billion, 
equivalent to 14 per cent. 

The movement primarily reflects the profit for the period after 
tax and non-controlling interests of £1,490 million and the 
increase in the level of net unrealised gains on Jackson’s debt 
securities of £312 million from the position at 31 December 2010, 
offset by the payment of dividends of £642 million and exchange 
translation losses of £100 million.

EEV
On an EEV basis, which recognises the shareholders’ interest in 
long-term business, shareholders’ funds at 31 December 2011 
were £19.6 billion, an increase of £1.4 billion from the 
31 December 2010 level, equivalent to 8 per cent. This increased 
level of shareholders’ funds primarily reflects the profit after tax 
of £2,142 million, offset by the negative effects of exchange 
movements of £158 million and dividend payments of 
£642 million.

The shareholders’ funds at 31 December 2011 relating to 
long-term business of £19.7 billion comprise £8.5 billion (up 
15 per cent from year end 2010) for our Asian long-term business 
operations, £5.1 billion (up 6 per cent from year end 2010) for our 
US long-term business operations and £6.1 billion (up 1 per cent 
from year end 2010) for our UK long-term business operations.

At 31 December 2011, the embedded value for our Asian 
long-term business operations was £8.5 billion, with £7.1 billion 
(up £1.1 billion from 2010) being in the South East Asia countries 
of Indonesia, Malaysia, Philippines, Singapore, Thailand, 
Vietnam together with Hong Kong. For Prudential’s other Asian 
markets, the embedded value was £1.4 billion in aggregate, 
unchanged from 2010.
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Free surplus and holding company cash flow

The total movement in free surplus net of tax in the year can be analysed as follows:

2011  £m 2010  £m 

Free surplus generation   
Expected in-force cash flows (including expected return on net assets) 2,335 2,139 
 Life operations 1,972 1,829 
 Asset management operations 363 310 
Changes in operating assumptions and experience variances 168 220 
RPI to CPI inflation measure change on defined benefit pension schemes(i) 33 –

Underlying free surplus generated in the period from in-force business 2,536 2,359 
Investment in new business (553) (645)

Underlying free surplus generated in the period 1,983 1,714 
Market related items (531) (94)

Free surplus generated in the period from retained businesses 1,452 1,620 
Net cash remitted by the business units (1,105) (935)
Other movements and timing differences (264) 122 

Total movement during the period 83 807 
Free surplus at 1 January 3,338 2,531 

Free surplus at end of period 3,421 3,338 

Comprised of:   
 Free surplus relating to long-term insurance business 2,839 2,748 
 Free surplus of other insurance business 29 33 
 IFRS net assets of asset management businesses excluding goodwill 553 557 

Total free surplus 3,421 3,338 

Note
(i)  During the first half of 2011 the Group altered its assumptions for future statutory increases to pension payments for its UK defined benefit 

pension schemes. This reflects the UK government’s decision to change the basis of indexation from RPI to CPI.
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Free surplus and holding company cash flow continued 
Overview
The Group manages its internal cash flow by focusing on the free 
surplus generated by the life and asset management businesses. 
Remittances are, however, made as and when required by 
the holding company, with excess surplus being left in the 
businesses where it can be redeployed most profitably. 
The tables below set out the Group’s free surplus generation, 
and the holding company cash flow statement for 2011.

Free surplus generation
Sources and uses of free surplus generation from the 
Group’s insurance and asset management operations
Group free surplus at the end of the period comprises free 
surplus for the insurance businesses, representing the excess 
of the net worth over the required capital included in the EEV 
results, and IFRS net assets for the asset management businesses 
excluding goodwill. The free surplus generated during the 
period comprises the movement in this balance excluding 
foreign exchange, capital movements, and other reserve 
movements. Specifically, it includes amounts maturing from the 
in-force operations during the period less the investment in new 
business, the effect of market movements and other items.

For asset management operations we have defined free surplus 
generation to be total post-tax IFRS profit for the period. Group 
free surplus generated also includes the general insurance 
commission earned during the period and excludes 
shareholders’ other income and expenditure, and centrally 
arising restructuring and Solvency II implementation costs.

During 2011 Prudential generated total free surplus from the 
retained businesses of £1,452 million (2010: £1,620 million). 
Underlying free surplus generated from the in-force book in 

2011 increased by 8 per cent to £2,536 million 
(2010: £2,359 million), as a result of increased expected returns 
from the growing insurance book. Changes in operating 
assumptions and variances comprise £168 million for our life 
business (2010: £220 million) and a £33 million credit arising 
from a reduction in the liabilities of the Group’s defined benefit 
pension schemes following the UK government’s decision to 
change the basis of indexation from RPI to CPI. The life 
business variances comprise positive £52 million in Asia 
(2010: positive £3 million), negative £38 million in the UK 
(2010: positive £26 million), and positive £154 million in the 
US (2010: positive £191 million), principally reflecting favourable 
spread experience. 

Underlying free surplus generated from in-force business has 
been used by our life businesses to invest in new business. 
Despite the strong growth in APE sales, investment in new 
business1 has fallen by 14 per cent to £553 million in 2011 as 
a result of improved capital efficiency. This compares to a 
6 per cent increase in sales1 and a 6 per cent increase in new 
business profits1. The strong improvement in capital efficiency is 
primarily the result of continuing the active management of the 
product and geographical mix of the new business sold, in line 
with the Group’s disciplined approach to capital conservation 
and value optimisation.

Market-related movements of negative £531 million in 2011 
(2010: negative £94 million) include negative £432 million from 
the US, principally reflecting the adverse impact on free surplus 
of the equity volatility experienced in 2011. It also includes 
negative £49 million in Asia, in part reflecting a fall in equity 
markets in Taiwan, negative £26 million in the UK and negative 
£24 million from our asset management businesses. 

Note
1   Excludes Japan which ceased writing new business in 2010. 

Investment in business in Japan in 2011 was £nil (2010: £2 million).
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Value created through investment in new business by life operations
2011 £m

Asian operations
US 

insurance 
operations

UK 
insurance 

operations 

Group 
Total 

excluding 
Japan

Group 
Total 

including 
Japan

Excluding 
Japan Japan Total

Free surplus invested in new 
business (297) – (297) (202) (54) (553) (553)

Increase in required capital 97 – 97 232 77 406 406 

Net worth invested in new 
business (200) – (200) 30 23 (147) (147)

Value of in-force created by 
new business 1,011 – 1,011 500 172 1,683 1,683 

Post-tax new business profit 
for the year 811 – 811 530 195 1,536 1,536 

Tax 265 – 265 285 65 615 615 

Pre-tax new business profit 
for the year 1,076 – 1,076 815 260 2,151 2,151 

New business sales (APE) 1,660  1,660 1,275 746   
New business margins (% APE) 65%  65% 64% 35%   
Internal rate of return* >20%  >20% >20% >20%   

AER

2010 £m

Asian operations
US 

insurance 
operations

UK 
insurance 

operations 

Group 
Total 

excluding 
Japan

Group 
Total 

including 
Japan

Excluding 
Japan Japan Total

Free surplus invested in new 
business (278) (2) (280) (300) (65) (643) (645)

Increase in required capital 84 – 84 270 107 461 461 

Net worth invested in new 
business (194) (2) (196) (30) 42 (182) (184)

Value of in-force created by 
new business 866 1 867 525 224 1,615 1,616 

Post-tax new business profit 
for the year 672 (1) 671 495 266 1,433 1,432 

Tax 230 – 230 266 99 595 595 

Pre-tax new business profit 
for the year 902 (1) 901 761 365 2,028 2,027 

New business sales (APE) 1,501  1,508 1,164 820   
New business margins (% APE) 60%  60% 65% 45%   
Internal rate of return* >20%  >20% >20% >20%   

* The internal rate of return (IRR) is equivalent to the discount rate at which the present value of the post-tax cash flows expected to be earned over 
the lifetime of the business written in shareholder-backed life funds is equal to the total invested capital to support the writing of the business. 
The capital included in the calculation of the IRR is equal to the amount required to pay acquisition costs and set up statutory reserves less 
premiums received, plus encumbered capital. The impact of the time value of options and guarantees is included in the calculation.
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Value created through investment in new business by life operations continued
CER

2010 £m

Asian operations
US 

insurance 
operations

UK 
insurance 

operations 

Group 
Total 

excluding 
Japan

Group 
Total 

including 
Japan

Excluding 
Japan Japan Total

Free surplus invested in new 
business (275) (2) (277) (288) (65) (628) (630)

Increase in required capital 84 – 84 260 107 451 451 

Net worth invested in new 
business (191) (2) (193) (28) 42 (177) (179)

Value of in-force created by 
new business 862 1 863 505 224 1,591 1,592 

Post-tax new business profit for 
the year 671 (1) 670 477 266 1,414 1,413 

Tax 229 – 229 257 99 585 585 

Pre-tax new business profit for 
the year 900 (1) 899 734 365 1,999 1,998 

New business sales (APE) 1,491  1,491 1,121 820   
New business margins (% APE) 60%  60% 65% 45%   
Internal rate of return* >20%  >20% >20% >20%   

* The internal rate of return (IRR) is equivalent to the discount rate at which the present value of the post-tax cash flows expected to be earned over 
the lifetime of the business written in shareholder-backed life funds is equal to the total invested capital to support the writing of the business. 
The capital included in the calculation of the IRR is equal to the amount required to pay acquisition costs and set up statutory reserves less 
premiums received, plus encumbered capital. The impact of the time value of options and guarantees is included in the calculation.

Overall, the Group wrote £3,681 million of sales on an APE basis 
in 2011 (2010: £3,485 million1) generating a post-tax new 
business contribution to embedded value of £1,536 million 
(2010: £1,433 million1). To support these sales, we invested 
£553 million of capital (2010: £643 million1). By focusing on 
sales of products and in geographies which are less capital 
intensive, the Group has increased the amount of post-tax 
new business profit contribution to embedded value per 
£1 million of free surplus invested by 27 per cent to £2.8 million 
(2010: £2.2 million). We estimate the Group’s overall internal 
rate of return for the year ended 31 December 2011 to be greater 
than 20 per cent. The amount of capital invested covers both 
new business strain, including commissions, of £147 million 
(2010: £182 million1) and the required capital of £406 million 
(2010: £461 million1). Management will continue to focus on 
capital preservation and investment in those areas which add 
most value to the Group.

In Asia, investment in new business was £297 million, a 
7 per cent increase over the £278 million1 invested in 2010. This 
contrasts to an 11 per cent increase in new business sales (APE) 
in the period. For each £1 million of free surplus invested we 
generated £2.7 million of post-tax new business contribution to 
embedded value (2010: £2.4 million), the improvement being 
driven by geographic and product mix changes. The average 

free surplus undiscounted payback period for business written 
in 2011 was three years (2010: three years).

In the US, investment in new business was £202 million, 
33 per cent lower than 2010 (£300 million) and contrasts to 
a 10 per cent increase in APE new business sales. For each 
£1 million of free surplus invested we generated £2.6 million 
of post-tax new business contribution to embedded value 
(2010: £1.7 million). This higher return reflects both a higher 
proportion of variable annuity business being sold in the year, 
with a reduced proportion of more capital intensive fixed 
annuities, product changes which reduce the reserving 
requirements and marketing cost efficiency. The average free 
surplus undiscounted payback period for business written in 
2011 was one year (2010: one year).

In the UK, investment in new business was lower, at £54 million 
compared to £65 million last year. This investment generated 
APE sales which were 9 per cent lower at £746 million in 2011. 
For each £1 million of free surplus invested we generated 
£3.6 million of post-tax new business contribution to embedded 
value (2010: £4.1 million), with 2010 benefiting from the 
relatively low capital utilisation of the profitable bulk annuity 
business written in the last quarter of 2010. The average free 
surplus undiscounted payback period for shareholder-backed 
business written in 2011 was four years (2010: four years). 

Note
1  Excludes Japan which ceased writing new business in 2010.
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Holding company cash flow 
2011  £m 2010  £m 

Net cash remitted by business units:   
 UK Life fund paid to the Group 223 202 
 Shareholder-backed business:   
  Other UK paid to the Group 116 275 
  Group invested in UK (42) (57)
  Total shareholder-backed business 74 218 

UK net 297 420 
 US paid to the Group 322 80 
 Group invested in US – –

US net 322 80 
 Asia paid to the Group   
  Long-term business 289 330 
  Other operations 55 33 

 344 363 
 Group invested in Asia   
  Long-term business (50) (63)
  Other operations (88) (67)

 (138) (130)

Asia net 206 233 
M&G paid to the Group 213 150 
PruCap paid to the Group 67 52 

Net remittances to the Group from business units 1,105 935 
Net interest paid (282) (231)
Tax received 181 185 
Corporate activities (139) (146)
Solvency II costs (56) (34)

Total central outflows (296) (226)

Operating holding company* cash flow before dividend 809 709 
Dividend paid (net of scrip in respect of 2010) (642) (449)

Operating holding company* cash flow after dividend 167 260 
Issue of hybrid debt, net of costs 340 –
Repayment of subordinated debt (333) –
Costs of terminated AIA transaction – (377)
Bank loan reorganisation – 120 
Other cash payments (205) (276)

Total holding company cash flow (31) (273)
 Cash and short-term investments at beginning of period 1,232 1,486 
 Foreign exchange movements (1) 19 

Cash and short-term investments at end of period 1,200 1,232 

* Including central finance subsidiaries. 
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Holding company cash flow
We continue to manage cash flows across the Group with 
a view to achieving a balance between ensuring sufficient net 
remittances from the businesses to cover the progressive 
dividend (after corporate costs) and maximising value for 
shareholders through the retention of the free surplus generated 
at business unit level, so that it can be reinvested in the profitable 
opportunities available to the Group. On this basis, the holding 
company cash flow statement at an operating level should 
ordinarily balance close to zero before exceptional cash flows, 
but, from time to time, additional remittances from business 
operations will be made to provide the Group with greater 
financial flexibility at the corporate centre.

Operating holding company cash flow for 2011 before the 
shareholder dividend was £809 million, £100 million higher than 
2010. After deducting the higher level of shareholder dividend 
paid following the upward rebasing at the end of 2010 and 
the cancellation of the scrip dividend option, the operating 
holding company cash flow was positive £167 million 
(2010: £260 million).

Cash remittances to the Group from business units 
As previously highlighted, the Group focuses on the generation 
of free surplus by each of the Group’s business units and then 
determines the use of this surplus, balancing between financing 
new business growth, retaining surplus capital in operations 
to absorb the effect of market shocks and remitting funds 
to the Group to cover central outgoings, including the 
shareholder dividend. 

The holding company received £1,105 million of net cash 
remittances from the business units in 2011, an increase of 
£170 million from 2010.

Asia continues to be cash positive, with its remittances to 
the Group during 2011 at £206 million (2010: £233 million). 
2010 benefited from a one-off remittance of £130 million from 
Malaysia, representing the accumulation of historic distributable 
reserves. Excluding this amount Asia has doubled its net 
remittances in 2011. Asia remains on track to meet its objective 
of £300 million net remittances in 2013.

Cash received from Jackson was £322 million in 2011 
(2010: £80 million), above the 2013 sustainable remittance target 
of £200 million. Jackson’s remittance to the Group for 2011 was 
taken in the first half, with £200 million representing the 
remittances for the year and a further £122 million representing 
releases of excess surplus to Group. These exceptional releases 
reflect the success that Jackson has enjoyed in rebuilding its 
balance sheet strength post the 2008 financial crisis and in 
writing business at high internal rates of return (IRRs) and with 
fast payback.

The UK insurance operations remitted £297 million in 2011 
(2010: £420 million). Total shareholder-backed business net 
remittances in 2011 were £74 million (2010: £218 million) with 
2010 including £120 million as a result of one-off release of 
surplus and net financing payments during that year. Cash from 
the annual with-profits transfer to shareholders increased from 
£202 million to £223 million in 2011. The UK remains on track 
to deliver £350 million of cash to the Group in 2013. 

The Group’s UK asset management operations remit 
substantially all of their annual post-tax earnings to the Group. 
M&G and PruCap collectively remitted £280 million 
(2010: £202 million).

In the course of 2009 and 2010, the Group raised certain 
financing contingent on future profits of the UK and Hong Kong 
life insurance operations which increased the cash remitted by 
business units by £245 million in aggregate. This was done in 
order to increase the financial flexibility of the Group during the 
investment market crisis.

Since then principal and interest repayments have reduced the 
cash available to be remitted to the Group by these businesses. 
Based on our current plans, the remaining balance of £145 million 
will impact the net remittances from these businesses in 2012.

Central outflows and other movements
Central outflows increased to £296 million in 2011 
(2010: £226 million). Lower corporate activities spend in 2011 
was offset by increased net interest payments, following the 
additional debt raised in 2011, and higher Solvency II 
implementation spend as we draw closer to the date that this 
regime comes into effect.

After central costs, there was a net cash inflow before dividend 
of £809 million in 2011 compared to £709 million for 2010. 
The dividend paid was £642 million in 2011, compared to 
£449 million (net of scrip of £62 million) in 2010. 

During the first half of 2011 we raised £340 million, net of costs, 
from the issue of new subordinated debt. Substantially all of 
these proceeds (£333 million) were used to repay the 
¤500 million Tier 2 subordinated debt in December 2011.

Outside of the normal recurring central cash flow items we 
incurred £205 million of other cash payments in 2011. These 
comprise the first instalment to the UK tax authorities following 
the settlement reached last year on historic tax issues and the 
prepayment of fees in relation to new distribution agreements in 
Asia. A further amount relating to the settlement with the UK tax 
authorities of £135 million will be paid evenly over the course of 
2012 and 2013.

The overall holding company cash and short-term investment 
balances at 31 December 2011 was broadly level with the 
balance held at the end of 2010 at £1.2 billion. The company 
seeks to maintain a central cash balance in excess of £1 billion.
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Balance sheet

Summary
AER

2011  £m 2010  £m 

Goodwill attributable to shareholders 1,465 1,466 
Investments 250,605 239,297 
Holding company cash and short-term investments 1,200 1,232 
Other 20,310 18,811 

Total assets 273,580 260,806 

Less: Liabilities   
 Policyholder liabilities 227,075 214,727 
 Unallocated surplus of with-profits funds 9,215 10,253 

 236,290 224,980 
Less: Shareholders’ accrued interest in the long-term business (10,520) (10,176)

225,770 214,804 
Core structural borrowings of shareholders’ financed operations (IFRS book value basis) 3,611 3,676 
Other liabilities including non-controlling interest 24,562 24,119 

Total liabilities and non-controlling interest 253,943 242,599 

EEV basis net assets 19,637 18,207 

  
Share capital and premium 2,000 1,983 
IFRS basis shareholders’ reserves 7,117 6,048 

IFRS basis shareholders’ equity 9,117 8,031 
Additional EEV basis retained profit 10,520 10,176 

EEV basis shareholders’ equity (excluding non-controlling interest) 19,637 18,207 

Financial instruments
The Group is exposed to financial risk through its financial assets, 
financial liabilities, and policyholder liabilities. The key financial 
risk factors that affect the Group include market risk, credit risk 
and liquidity risk. Information on the Group’s exposure to 
financial risk factors, and our financial risk management 
objectives and policies, is provided both in the Risk and Capital 
Management section and the financial statements. Further 
information on the sensitivity of the Group’s financial instruments 
to market risk and its use of derivatives is also provided in the 
financial statements.

The Group’s investments are discussed in further detail in the 
Risk and Capital Management section B.1.b ‘Credit risk’.
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AER

2011  £m 2010  £m

Shareholder-backed business Asia US UK Total Total

At 1 January 17,716 60,523 43,944 122,183 100,061 
Premiums 3,807 12,914 3,575 20,296 19,584 
Surrenders (1,735) (4,270) (1,970) (7,975) (6,724) 
Maturities/Deaths (233) (820) (2,262) (3,315) (3,165) 

Net cash flows 1,839 7,824 (657) 9,006 9,695 
Investment related items and other movements (909) 136 2,761 1,988 9,249 
Acquisition of UOB Life Assurance Limited – – – – 464 
Dilution of holding in PruHealth – –  –  – (27) 
Foreign exchange translation difference (377) 706 – 329 2,741 

At 31 December 18,269 69,189 46,048 133,506 122,183 

With-profits funds      
 Policyholder liabilities    93,569 92,544 
 Unallocated surplus    9,215 10,253 

Total at 31 December    102,784 102,797 

Total policyholder liabilities including unallocated 
surplus at 31 December    236,290 224,980 

Policyholder liabilities and unallocated surplus  
of with-profits fund
Policyholder liabilities related to shareholder-backed business 
grew by £11.3 billion from £122.2 billion at 31 December 2010 
to £133.5 billion at 31 December 2011. 

The increase reflects positive net flows (premiums less 
surrenders and maturities/deaths) of £9,006 million in 2011 
(2010: £9,695 million), driven by strong inflows in the US 
(£7,824 million) and Asia (£1,839 million). Net flows in Asia 
have increased by 42 per cent to £1,839 million in 2011 
(2010: £1,298 million). Additionally, the rate of surrenders in 
Asia (expressed as a percentage of opening liabilities) was 
4.4 per cent in the second half of 2011, an improvement 
compared with 5.1 per cent in the first half of 2011 and 
6.4 per cent in the second half of 2010. The overall rate of 
surrender in 2011 was 9.8 per cent compared with 13.8 per cent 
in 2010. 

Other movements include positive foreign exchange movements 
of £329 million (2010: £2,741 million) together with investment 
related and other items of £1,988 million. Investment related and 
other items fell from £9,249 million in 2010 to £1,988 million in 
2011 principally as a result of the weaker equity markets. 

During 2011, the unallocated surplus, which represents the 
excess of assets over policyholder liabilities for the Group’s 
with-profits funds on an IFRS basis, reduced by 10 per cent 
from £10.3 billion at 31 December 2010 to £9.2 billion at 
31 December 2011.
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Shareholders’ net borrowings and ratings 

Shareholders’ net borrowings at 31 December 2011:

AER

2011  £m 2010  £m

IFRS 
basis

Mark to 
market 

value
EEV 

basis
IFRS 

basis

Mark to 
market 

value
EEV 

basis

Perpetual subordinated
 Capital securities (Innovative Tier 1) 1,823 (10) 1,813 1,463 28 1,491 
 Subordinated notes (Lower Tier 2) 829 120 949 1,255 117 1,372 

2,652 110 2,762 2,718 145 2,863 
Senior debt       
 2023 300 56 356 300 33 333 
 2029 249 21 270 249 (1) 248 

Holding company total 3,201 187 3,388 3,267 177 3,444 
Prudential Capital 250 – 250 250 – 250 
Jackson surplus notes (Lower Tier 2) 160 17 177 159 13 172 

Total 3,611 204 3,815 3,676 190 3,866 
Less: Holding company cash and short-term 

investments (1,200) – (1,200) (1,232) – (1,232)

Net core structural borrowings of 
shareholder-financed operations 2,411 204 2,615 2,444 190 2,634 

Shareholders’ net borrowings and ratings
The Group’s core structural borrowings at 31 December 2011 
totalled £3.6 billion on an IFRS basis, compared with £3.7 billion 
at 31 December 2010. 

In January 2011, the Company issued US$550 million 
7.75 per cent Tier 1 subordinated debt, primarily to retail 
investors. The proceeds, net of costs, were US$539 million 
(£340 million) and financed the repayment of the ¤500 million 
Tier 2 subordinated notes in December 2011.

After adjusting for holding company cash and short-term 
investments of £1,200 million, net core structural borrowings 
at 31 December 2011 were £2,411 million compared with 
£2,444 million at 31 December 2010. The decrease of £33 million 
represents the net fall in borrowings of £65 million, reflecting the 
debt repayment and issue described above together with foreign 
exchange movements in the year, offset by a £32 million fall in 
holding company cash and short-term investments.

In addition to our core structural borrowings set out above, 
we also have in place an unlimited global commercial paper 
programme. As at 31 December 2011, we had issued 
commercial paper under this programme totalling £736 million, 
US$2,539 million, ¤342 million, CHF62 million and 
AU$12 million. The central treasury function also manages our 
£5 billion medium-term note (MTN) programme, covering both 
core and non-core borrowings. In April and October 2011 we 
refinanced an existing internal £200 million issue under this 
programme. In total, at 31 December 2011 the outstanding 
subordinated debt under the programme was £835 million, 
US$1,300 million and ¤20 million, while the senior debt 
outstanding was £550 million. In addition, our holding company 
has access to £2.1 billion of syndicated and bilateral committed 
revolving credit facilities, provided by 17 major international 
banks, expiring between 2013 and 2017. Apart from small 
drawdowns to test the process, these facilities have never 
been drawn, and there were no amounts outstanding at 
31 December 2011. The commercial paper programme, the MTN 
programme and the committed revolving credit facilities are all 
available for general corporate purposes and to support the 
liquidity needs of our holding company and are intended to 
maintain a strong and flexible funding capacity.



79
B

u
sin

e
ss rev

iew

We manage the Group’s core debt within a target level consistent 
with our current debt ratings. At 31 December 2011, the gearing 
ratio (debt, net of cash and short-term investments, as a 
proportion of EEV shareholders’ funds plus net debt) was 
10.9 per cent, compared with 11.8 per cent at 31 December 2010. 
Prudential plc has strong debt ratings from Standard & Poor’s, 
Moody’s and Fitch. Prudential’s long-term senior debt is rated 
A+, A2 and A from Standard & Poor’s, Moody’s and Fitch, while 
short-term ratings are A-1, P-1 and F1 respectively.

The financial strength of PAC is rated AA by Standard & Poor’s, 
Aa2 by Moody’s and AA by Fitch.

Jackson National Life Insurance Company’s financial strength is 
rated AA by Standard & Poor’s, A1 by Moody’s and AA by Fitch.

Financial position on defined benefit pension schemes 
The Group currently operates three defined benefit schemes in 
the UK, of which by far the largest is the Prudential Staff Pension 
Scheme (PSPS) and two smaller schemes, Scottish Amicable 
(SAPS) and M&G. 

Defined benefit schemes in the UK are generally required to be 
subject to a full actuarial valuation every three years, in order to 
assess the appropriate level of funding for schemes in relation to 
their commitments. The last completed actuarial valuation of 
PSPS was as at 5 April 2008, demonstrating the scheme to be 
106 per cent funded, but additional funding akin to deficit 
funding was agreed by the Trustees in recognition of the fall in 
value of the scheme’s investments between 5 April 2008 and the 
completion of the valuation in 2009. This additional deficit 
funding is apportioned in the ratio of 70/30 between the PAC 
with-profits fund and shareholder-backed operations, reflecting 
the company’s historic rate of contributions over many years. 
The total contributions being currently made by the Group into 
the scheme, representing the annual accrual cost and deficit 
funding, are £50 million per annum. This amount will continue 
until the next valuation as at 5 April 2011 is finalised later in 2012 
and the future level of company contributions is agreed with the 
Trustees. The valuation basis under IAS 19 for the Group 
financial statements differs markedly from the full triennial 
actuarial valuation basis. In particular, for PSPS, where 
constraints in the trust deed prevent the Group access to any 
surplus in the scheme, the IAS 19 surplus, measured on an 
economic basis net of related tax relief, of £1,391 million at 
31 December 2011 (2010: £421 million) is not recognised. 

The actuarial valuation of SAPS as at 31 March 2008 
demonstrated the scheme to be 91 per cent funded. Based on 
this valuation and subsequent agreement with the Trustees, 
£13.1 million per annum of deficit funding is currently being 
paid into the scheme. The actuarial valuation of SAPS as at 
31 March 2011 is currently being finalised. 

The actuarial valuation of the M&G pension scheme as at 
31 December 2008 demonstrated the scheme to be 76 per cent 
funded. Based on this valuation, deficit funding amounts 
designed to eliminate the actuarial deficit over a five year period 
have been agreed with £14.1 million being paid in each of 2010 
and 2011 and £9.3 million per annum for the subsequent three 
years. In 2011, the Group agreed with the Trustee to pay an 
additional funding of £1.2 million per annum from January 2012 
until the conclusion of the actuarial valuation as at 
31 December 2011, which is currently in progress. 

As at 31 December 2011, on the Group IFRS statement of 
financial position, the shareholders’ share of the net liabilities 
for these UK schemes amounted to a £17 million liability net of 
related tax relief (2010: £83 million). The total share attributable 
to the PAC with-profits fund amounted to a liability of £38 million 
net of related tax relief (2010: £99 million). The adoption by the 
Group in 2011 of the UK government’s decision to use the CPI in 
place of the RPI as the basis for inflationary increases to pensions, 
affected the IAS 19 valuation of certain tranches of the Group’s 
schemes. This resulted in a credit to pre-tax IFRS operating profit 
of £42 million. The impact of this change on the shareholders’ 
share of pension liabilities, net of related tax relief and the total 
share attributable to the PAC with-profits fund, net of related tax 
relief, was a reduction of £31 million and £22 million, 
respectively. 

Financial strength of the UK Long-term fund
On a realistic valuation basis, with liabilities recorded on a market 
consistent basis, the free assets were valued at approximately 
£6.1 billion at 31 December 2011, before a deduction for the risk 
capital margin. The value of the shareholders’ interest in future 
transfers from the UK with-profits fund is estimated at 
£2.0 billion. The financial strength of PAC is rated AA by 
Standard & Poor’s, Aa2 by Moody’s and AA by Fitch Ratings. 

Despite the decline in financial markets during 2011, Prudential 
UK’s with-profits fund performed relatively strongly achieving 
a 2.1 per cent pre-tax investment return for policyholder asset 
shares during 2011. 
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As a provider of financial services, including insurance, 
the management of risk lies at the heart of our business. 
As a result, effective risk management capabilities 
represent a key source of competitive advantage for 
our Group.

The Group’s risk framework includes our appetite for risk 
exposures as well as our approach to risk management. Under 
this approach, we continuously assess the Group’s top risks 
and monitor our risk profile against approved limits. Our main 
strategies for managing and mitigating risk include asset 
liability management, using derivatives to hedge relevant 
market risks, and implementing reinsurance and corporate 
insurance programmes.

A. Group risk appetite
Prudential defines and monitors aggregate risk limits based 
on financial and non-financial stresses for its earnings volatility, 
liquidity and capital requirements.

Earnings volatility: the objectives of the limits are to 
ensure that:

a  the volatility of earnings is consistent with the expectations 
of stakeholders,

b  the Group has adequate earnings (and cash flows) to service 
debt, expected dividends and to withstand unexpected 
shocks, and

c   earnings (and cash flows) are managed properly across 
geographies and are consistent with funding strategies.

The two measures used to monitor the volatility of earnings 
are European Embedded Value (EEV) operating profit and 
International Financial Reporting Standards (IFRS) operating 
profit, although EEV and IFRS total profits are also considered.

Liquidity: the objective is to ensure that the Group is able to 
generate sufficient cash resources to meet financial obligations 
as they fall due in business as usual and stressed scenarios.

Capital requirements: the limits aim to ensure that:

a the Group meets its internal economic capital requirements,
b  the Group achieves its desired target rating to meet its 

business objectives, and
c supervisory intervention is avoided.

The two measures used are the EU Insurance Groups Directive 
(IGD) capital requirements and internal economic capital 
requirements. In addition, capital requirements are monitored 
on a local statutory basis. 

Our risk appetite framework forms an integral part of our 
annual business planning cycle. The Group Risk Committee 
is responsible for reviewing the risks inherent in the Group’s 
business plan and for providing the Board with input on the risk/
reward trade-offs implicit therein. This review is supported by 
our Group Risk function, which uses submissions by business 
units to calculate the Group’s aggregated position (allowing for 
diversification effects between business units) relative to the 
limits contained within the risk appetite statements. 
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B. Risk exposures

The Group Risk Framework deploys a common risk language, allowing meaningful comparisons to be made between different 
business units. Risks are broadly categorised as shown below:

Category Risk type Definition

Financial risks Market risk •  The risk of loss for our business, or of adverse change in the 
financial situation, resulting, directly or indirectly, from 
fluctuations in the level or volatility of market prices of 
assets and liabilities.

Credit risk •  The risk of loss for our business or of adverse change in the 
financial position, resulting from fluctuations in the credit 
standing of issuers of securities, counterparties and any 
debtors in the form of default or other significant credit 
event (eg downgrade or spread widening). 

Insurance risk •  The risk of loss for our business or of adverse change in the 
value of insurance liabilities, resulting from changes in the 
level, trend, or volatility of a number of insurance risk 
drivers. This includes adverse mortality, longevity, 
morbidity, persistency and expense experience.

Liquidity risk •  The risk of the Group being unable to generate sufficient 
cash resources or raise finance to meet financial obligations 
as they fall due in business as usual and stress scenarios.

Non-financial risks Operational risk •  The risk of loss arising from inadequate or failed internal 
processes, or from personnel and systems, or from 
external events. 

Business  
environment risk

•  Exposure to forces in the external environment that could 
significantly change the fundamentals that drive the 
business’s overall strategy.

Strategic risk •  Ineffective, inefficient or inadequate senior management 
processes for the development and implementation of 
business strategy in relation to the business environment 
and the Group’s capabilities.

The key financial and non-financial risks and uncertainties faced 
by the Group, that have been considered by the Group Risk 
Committee during the year, and our approaches to managing 
them, are described below.

B.1 Financial risks
a Market risk
i Equity risk 
In the UK business, most of our equity exposure is incurred 
in the with-profits fund, which includes a large inherited 
estate estimated at £6.1 billion as at 31 December 2011 
(2010: £6.8 billion), which can absorb market fluctuations and 
protect the fund’s solvency. The inherited estate itself is partially 
protected against falls in equity markets through an active 
hedging policy.

In Asia our shareholder exposure to equities is minimal and is 
mainly attributed to revenue from unit-linked products. From 
a capital perspective, we have a small exposure to falling equity 
markets from the with-profits businesses. 

In the US, where we are a leading provider of variable annuities, 
there are well-understood risks associated with the guarantees 
embedded in our products. We provide guaranteed minimum 

death benefits (GMDB) on substantially all policies in this class, 
guaranteed minimum withdrawal benefits (GMWB) on a 
significant proportion of the book, and guaranteed minimum 
income benefits (GMIB) on only 5 per cent. To protect the 
shareholders against the volatility introduced by these 
embedded options, we use both a comprehensive hedging 
programme and reinsurance. The GMIB is no longer offered, 
with existing coverage being reinsured.

The Jackson IFRS shareholders’ equity and US statutory capital 
are sensitive to the effects of policyholder behaviour on the 
valuation of GMWB guarantees, but to manageable levels. 
For example, at 31 December 2011, on two severe stress 
test scenarios: 

• A halving in lapses of significantly ‘in the money’ policies 
would have given rise to indicative reductions of £200 million 
in IFRS shareholders’ equity and £235 million on US statutory 
capital; or 

• A 10 per cent increase in utilisation by all policyholders would 
have given rise to indicative reductions of £100 million on IFRS 
shareholders’ equity and £240 million on US statutory capital.
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In our variable annuity sales activities, we focus on meeting the 
needs of conservative and risk averse customers who are seeking 
reliable income in retirement, and who display little tendency to 
arbitrage their guarantees. These customers generally select 
conservative investment options. We are able to meet the needs 
of these customers because of the strength of our operational 
platform. 

It is our philosophy not to compete on price; rather, we seek 
to sell at a price sufficient to fund the cost we incur to hedge 
or reinsure our risks and to achieve an acceptable return for 
shareholders.

We use a macro approach to hedging that covers the risks 
inherent across the US business. Within this macro approach we 
make use of the natural offsets that exist between the variable 
annuity guarantees and the fixed index annuity book, and then 
use a combination of over-the-counter (OTC) options and 
exchange traded derivatives to hedge the remaining risk, 
considering significant market shocks and limiting the amount 
of capital we are putting at risk. Internal positions are generally 
netted before any external hedge positions are considered. 
The hedging programme also covers the fees on variable 
annuity guarantees.

Jackson hedges the economics of its products rather than the 
accounting result. This focus means that we accept a degree of 
variability in our accounting results in order to ensure we achieve 
the appropriate economic result. Accordingly, while Jackson’s 
hedges are effective on an economic basis, due to different 
accounting treatment for the hedges and some of the underlying 
hedged items on an IFRS basis, the reported income effect is 
more variable. 

ii Interest rate risk
Interest rate risk arises primarily from Prudential’s investments 
in long-term debt and fixed income securities. Interest rate risk 
also exists in policies that carry investment guarantees on early 
surrender or at maturity, where claim values can become higher 
than the value of backing assets as a result of rises or falls in 
interest rates.

In the US, there is interest rate risk across the portfolio. The 
majority of Jackson’s fixed annuity and life liabilities allow for an 
annual reset of the crediting rate, which provides for a greater 
level of discretion in determining the amount of interest rate risk 
to assume. The primary concerns with these liabilities relate to 
potential surrenders when rates increase and, in a low interest 
environment, the minimum guarantees required by state law. 
For variable annuities, interest rate changes will influence the 
level of reserves held for certain guaranteed benefits. With its 
large fixed annuity and fixed index annuity books, Jackson has 
natural offsets for its variable annuity interest-rate related risks. 
Jackson manages interest rate exposure through a combination 
of interest rate swaps and interest rate options.

In the UK, the investment policy for the shareholder-backed 
annuity business is to match the annuity payments with the cash 
flows from investments. As a result, assets and liabilities are 
closely matched by duration. The impact on profit of any residual 
cash flow mismatching can be adversely affected by changes 
in interest rates; therefore the mismatching position is regularly 
monitored. The guarantees written in the with-profits business 
also give rise to some interest rate discounting risk (ie falling 
rates result in an increase in the cost of guarantees) albeit these 
impacts are in the first instance absorbed by the with-profits 
fund and not IFRS shareholders’ equity.

The exposure to interest rate risk arising from guarantees in 
Asia is at modest levels: for some non-unit-linked investment 
products it may not be possible to hold assets which will provide 
cash flows to match exactly those relating to policyholder 
liabilities. This results in a mismatch due to the duration and 
uncertainty of the liability cash flows and the lack of sufficient 
assets of a suitable duration. While this residual asset/liability 
mismatch risk can be managed, it cannot be eliminated. 

iii Foreign exchange risk 
Prudential principally operates in the UK, the US, and in 
13 countries and territories in Asia and the Middle East. 
The geographical diversity of our businesses means that we 
are inevitably subject to the risk of exchange rate fluctuations. 
Prudential’s international operations in the US and Asia, which 
represent a significant proportion of our operating profit and 
shareholders’ funds, generally write policies and invest in assets 
denominated in local currency. Although this practice limits the 
effect of exchange rate fluctuations on local operating results, 
it can lead to significant fluctuations in our consolidated financial 
statements when results are expressed in pounds sterling.

We do not generally seek to hedge foreign currency revenues, 
as these are substantially retained locally to support the growth 
of the Group’s business and meet local regulatory and market 
requirements. However, in cases where a surplus arising in 
an overseas operation supports Group capital or shareholders’ 
interest, this exposure is hedged if it is economically optimal 
to do so. Currency borrowings, swaps and other derivatives 
are used to manage exposures.

b Credit risk
In addition to business unit and Group-wide operational limits 
on credit risk, we monitor closely our counterparty exposures 
at Group level, highlighting those that are large or of concern. 
Where appropriate, we will reduce our exposure, purchase 
credit protection or make use of collateral arrangements to 
control our levels of credit risk. 
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The Group held the following total investments at 31 December 2011.

2011 £bn 2010 £bn

 
Participating

 funds

Unit-linked 
and variable

 annuities
Shareholder-

backed 
Total 

Group
Total 

Group

Debt securities 57.2 8.9 58.4 124.5 116.4 
Equity 26.0 59.9 1.4 87.3 86.6 
Property investments 8.5 0.7 1.6 10.8 11.2 
Mortgage loans 1.0 – 4.7 5.7 5.0 
Other loans 1.7 – 2.3 4.0 4.3 
Deposits 7.2 1.5 2.0 10.7 10.0 
Other investments 4.5 0.1 3.0 7.6 5.8 

Total 106.1 71.1 73.4 250.6 239.3 

The table below presents the balances of investments related to shareholder-backed operations.

2011 £bn

 Asia life UK life US life Other Total 

Total shareholder-backed investments 7.1 28.5 34.0 3.8 73.4 

Shareholders are not directly exposed to value movements on 
assets backing participating or unit-linked operations, with 
sensitivity mainly related to shareholder-backed operations.

i) Debt portfolio
The investments held by the shareholder-backed operations are 
predominantly debt securities, of which 95 per cent are rated, 

either externally or internally, as investment grade compared to 
95 per cent at 31 December 2010. 

The below table presents the balances of debt securities at 
31 December 2011.

2011 £bn 2010 £bn

 
Participating

 funds

Unit-linked 
and variable

 annuities
Shareholder-

backed 
Total 

Group
Total 

Group

Insurance operations      
 UK 47.6 6.2 24.2 78.0 74.3 
 US – – 27.0 27.0 26.4 
 Asia 9.6 2.7 5.4 17.7 14.1 
Asset management operations – – 1.8 1.8 1.6 

Total debt securities 57.2 8.9 58.4 124.5 116.4 

UK
The UK’s debt portfolio on an IFRS basis is £78.0 billion as 
at 31 December 2011, including £47.6 billion within the UK 
with-profits fund. Shareholders’ risk exposure to the with-profits 
fund is limited as the solvency is protected by the large inherited 
estate. Outside the with-profits fund there is £6.2 billion in 

unit-linked funds where the shareholders’ risk is limited, with 
the remaining £24.2 billion backing the shareholders’ annuity 
business and other non-linked business (of which 78 per cent is 
rated AAA to A, 20 per cent BBB and 2 per cent non-investment 
grade). The UK shareholder-backed portfolio did not experience 
any default losses in 2011.
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US
The most significant area of exposure to credit risk for the shareholders is Jackson in the US. At 31 December 2011 Jackson’s fixed 
income debt securities portfolio consisted of: 

Summary 2011 £m 2010 £m

Corporate and government security and commercial loans:   
 Government 2,163 2,440 
 Publicly traded and SEC Rule 144A securities 16,281 14,747 
 Non-SEC Rule 144A securities 3,198 3,044 

 Total 21,642 20,231 
Residential mortgage-backed securities (RMBS) 2,591 2,784 
Commercial mortgage-backed securities (CMBS) 2,169 2,375 
Other debt securities 620 976 

Total US debt securities 27,022 26,366 

Of the £19.5 billion of corporate debt, 95 per cent is investment 
grade. Concentration risk within the corporate debt portfolio 
is low, with the top ten holdings accounting for approximately 
4 per cent of the portfolio. Our largest sector exposures in the 
investment grade corporate debt portfolio are Utilities and 
Energy each at 15 per cent. We actively manage the portfolio 
and will sell exposures as events dictate. 

Within the RMBS portfolio of £2.6 billion, the portion 
guaranteed by US government sponsored agencies is 
60 per cent. Another 18 per cent of the portfolio is non-agency 
prime and Alt-A investments with pre-2006/2007 vintages, 
where experience has been much more positive than later 
vintages. Our exposure to the 2006/2007 vintages totals 
£343 million of which £337 million is invested in the senior part 
of the capital structure. The actual exposure to non-senior 
2006/2007 Prime and Alt-A RMBS is only £6 million. The total 
RMBS portfolio has an average fair value price of 92 cents on 
the dollar.

The CMBS portfolio of £2.2 billion is performing strongly, with 
35 per cent of the portfolio rated AAA and only 2 per cent rated 
below investment grade. The entire portfolio has an average 
credit enhancement level of 30 per cent. This level provides 
significant protection, since it means the underlying collateral 
has to incur a 30 per cent loss, net of recoveries, before our 
holding is at risk.

Jackson’s debt securities experienced total credit-related losses 
in 2011 of £52 million (2010: £213 million). This includes net 
recoveries on sales of previously impaired bonds of £10 million 
(2010: loss of £89 million) and IFRS write-downs of £62 million 
(2010: £124 million). Of this amount of write-downs, £21 million 
(2010: £71 million) was in respect of RMBS securities. In addition 
to the amounts for debt securities, there were £28 million 
(2010: £12 million) of write-downs on Jackson’s commercial 
mortgage loan portfolio. In 2011 and 2010 Jackson did not have 
any defaults in its debt securities portfolio.

The impairment process reflects a rigorous review of every bond 
and security in our portfolio. Our accounting policy requires us to 
book full mark to market losses on impaired securities through 

our balance sheet. However, we would expect only a proportion 
of these losses eventually to turn into defaults, and some of the 
impaired securities to recover in price over time.

Jackson’s net unrealised gains from debt securities was 
positive £2,057 million at 31 December 2011, compared 
to positive £1,210 million at 31 December 2010. The gross 
unrealised loss position was £246 million at 31 December 2011 
(31 December 2010: £370 million). Gross unrealised losses on 
securities priced at less than 80 per cent of face value totalled 
£158 million at 31 December 2011 compared to £224 million at 
31 December 2010.

Asia
Asia’s debt portfolio totalled £17.7 billion at 31 December 2011. 
Of this, approximately 70 per cent was in unit-linked and 
with-profits funds with minimal shareholders’ risk. The 
remaining 30 per cent is shareholder exposure and is invested 
predominantly (73 per cent) in investment grade bonds. 
For Asia, the portfolio has performed very well, and did not 
experience any default losses in 2011.

Asset management
The debt portfolio of the Group’s asset management operations 
of £1.8 billion as at 31 December 2011 is principally related to 
Prudential Capital operations. Of this amount £1.5 billion were 
rated AAA to A- by S&P or Aaa by Moody’s.

ii) Group shareholder sovereign debt exposure
Sovereign debt represented 16 per cent or £9.2 billion of the 
debt portfolio backing shareholder business at 31 December 2011. 
43 per cent of this was rated AAA and 94 per cent investment 
grade. Of the Group’s holdings in Continental Europe of 
£690 million, 87 per cent was AAA rated. Prudential’s direct 
exposure to the eurozone is small in the context of our overall 
balance sheet. Shareholder exposure to the Eurozone sovereigns 
of Portugal, Italy, Ireland, Greece and Spain (PIIGS) is £44 million. 
The Group does not have any sovereign debt exposure to 
Greece, Portugal, Ireland or France. 
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The exposure of the Group’s shareholder and with-profits funds to sovereign debt (including credit default swaps that are 
referenced to sovereign debt) at 31 December 2011 is as follows.

Shareholder
sovereign

debt
£m 

With-profits
sovereign

debt
£m 

Continental Europe
 Italy 43 52 
 Spain 1 33 
 44 85 
 Germany 598 602 
 Other Europe (principally Isle of Man and Belgium) 48 62 

 690 749 
United Kingdom 3,254 2,801 
United States 2,448 2,615 
Other, predominantly Asia 2,850 332 

Total 9,242 6,497 

iii) Exposure to bank debt securities
Prudential expects that any second order sovereign credit 
exposures would most likely be concentrated in the banking 
sector. The Group’s bank exposure is a function of its core 
investment business, as well as of the hedging and other activity 
undertaken to manage its various financial risks. Prudential relies 
on public information, such as the results of the July 2011 
European Banking Authority (EBA) stress tests to identify banks 
with large concentrations of indirect exposure.

Prudential has a range of controls and processes to manage 
credit exposure. In addition to the control frameworks that cover 
shareholder and policyholder credit risk within each Business 
Unit, the Group Credit Risk Committee oversees shareholder 
credit risk across the Group. The Committee receives 
comprehensive management information, including details of 
counterparty and invested credit exposure (including structured 
credit and loans), secured and unsecured cash balances, top 
30 credit exposures, and an analysis of shareholder exposure 
by industry/country and rating. The Group Risk function also 
continually monitors the portfolio for emerging credit risks 
through various tools and processes. 

Prudential actively mitigates the level of Group wide credit risk 
(invested credit and counterparty) through a comprehensive 
system of hard limits, collateralisation agreements and centrally 
managed ‘watch lists’.

Of the £58.4 billion of debt securities backing shareholder 
business (excluding holdings attributable to external holders of 
consolidated unit trusts), 4 per cent or £2.1 billion was in Tier 1 
and Tier 2 hybrid bank debt. A further £2.2 billion was in the 
form of senior debt.

In terms of shareholder exposures to the bank debt of PIIGS, 
we held £328 million at 31 December 2011. This comprised 
£107 million of covered bonds, £59 million senior debt, 
£16 million Tier 1 debt and £146 million Tier 2 debt. There 
was no direct exposure to Greek banks.
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The Group held the following direct exposures to banks’ debt securities of shareholder-backed business at 31 December 2011:

Bank debt securities – shareholder-backed business

Senior debt Subordinated debt

 
Covered 

£m
Senior

£m

Total senior 
 debt 

£m
Tier 2

£m
Tier 1

£m

Total 
 subordinated 

 debt 
£m

Total 
£m

Portugal  –  24  24  –  –  –  24 
Ireland  –  13  13  –  –  –  13 
Italy  –  11  11  56  14  70  81 
Greece  –  –  –  –  –  –  – 
Spain  107  11  118  90  2 92  210 
  107  59  166  146  16  162  328 
Austria  –  –  –  9  –  9  9 
Belgium  –  –  –  –  –  –  – 
France  2  34  36  78  35  113  149 
Germany  –  28  28  1  –  1  29 
Luxembourg  –  –  –  –  –  –  – 
Netherlands  –  7  7  81  64  145  152 
United Kingdom  228  145  373  615  95  710  1,083 

Total Europe  337  273  610  930  210  1,140  1,750 

United States  –  1,362  1,362  352  2  354  1,716 
Other, predominantly Asia  –  246  246  562  33  595  841 

Total  337  1,881  2,218  1,844  245  2,089  4,307 

In addition to the exposures held by the shareholder-backed business, the Group held the following banks’ securities at 
31 December 2011 within its with-profits funds:

Bank debt securities – participating funds

Senior debt Subordinated debt

 
Covered 

£m
Senior

£m

Total senior 
 debt 

£m
Tier 2

£m
Tier 1

£m

Total 
 subordinated 

 debt 
£m

Total 
£m

Portugal  –  7  7  –  –  –  7 
Ireland  –  –  –  –  –  –  – 
Italy  –  45  45  49  2  51  96 
Greece  5  –  5  –  –  –  5 
Spain  137  –  137  1  –  1  138 
  142  52  194  50  2  52  246 
Austria  –  –  –  –  –  –  – 
Belgium  –  –  –  –  –  –  – 
France  –  80  80  47  17  64  144 
Germany  –  7  7  –  –  –  7 
Luxembourg  –  7  7  –  –  –  7 
Netherlands  –  80  80  14  28  42  122 
United Kingdom  319  385  704  772  74  846  1,550 

Total Europe  461  611  1,072  883  121  1,004  2,076 

United States  –  1,378  1,378  396  278  674  2,052 
Other, predominantly Asia  1  384  385  341  20  361  746 

Total  462  2,373  2,835  1,620  419  2,039  4,874 
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iv) Other possible impacts of a eurozone crisis
Other knock on impacts of a eurozone crisis may represent some 
risk to the Group, both in terms of financial market impact and 
potential operational issues. These third order exposures are 
intrinsically more difficult to quantify. However, as well as the 
monitoring routines noted above, Prudential has also developed 
tools to identify the Group’s exposure to counterparties at risk 
(including contingent credit exposures), and has in place 
Group-wide processes to facilitate the management of such 
risks should they materialise. 

In respect of operational risks, we have strong investment 
operations, counterparty risk and change management 
capabilities and we are confident in our ability to manage the 
transition to a new eurozone regime if events require us to do so. 

v) Loans
Of the total Group loans of £9.7 billion at 31 December 2011, 
the following are held by shareholder-backed operations. 

2011 £bn 2010 £bn

Mortgage
loans

Other 
loans Total

Mortgage
loans

Other 
loans Total

Asia insurance operations(i) – 0.4 0.4 – 0.5 0.5 
US insurance operations(ii) 3.6 0.6 4.2 3.6 0.6 4.2 
UK insurance operations(iii) 1.1 – 1.1 1.0 – 1.0 
Asset management operations(iv) – 1.3 1.3 – 1.4 1.4 

Total loans held by shareholder-backed 
operations 4.7 2.3 7.0 4.6 2.5 7.1 

Notes
(i) The majority of Asia insurance operations loans are commercial loans held by the Malaysian operation that are rated investment grade by 

two local rating agencies. 
(ii)  All commercial mortgage loans held by US insurance operations are collateralised by properties. The US commercial mortgage loan 

portfolio does not include any single-family residential mortgage loans and therefore is not exposed to the risk of defaults associated with 
residential sub-prime mortgage loans. Jackson incurred impairments of £28 million on its commercial mortgage book (2010: £12 million). 
Other loans represents policy loans. 

(iii) The majority of mortgage loans held by UK insurance operations are mortgage loans collateralised by properties.
(iv) Relates to bridging loan finance managed by Prudential Capital.

vi) Counterparty credit risk
The Group enters into a variety of exchange traded and 
over-the-counter derivative financial instruments, including 
futures, options, forward currency contracts and swaps such as 
interest rate swaps, cross-currency swaps, swaptions and credit 
default swaps.

All over-the-counter derivative transactions, with the exception 
of some Asian transactions, are conducted under standardised 
ISDA (International Swaps and Derivatives Association Inc) 
master agreements and the Group has collateral agreements 
between the individual Group entities and relevant 
counterparties in place under each of these market 
master agreements.

The Group’s exposure to derivative counterparty credit risk is 
subject to the same framework of Group-wide operational limits 
and monitoring as our invested credit risk. Where appropriate, 
we will reduce our exposure, purchase credit protection or make 
use of additional collateral arrangements to control our levels of 
counterparty credit risk.

c Insurance risk 
The processes of determining the price of our products and 
reporting the results of our long-term business operations 
require us to make a number of assumptions. In common 
with other industry players, the profitability of our businesses 
depends on a mix of factors including mortality and morbidity 
trends, persistency, investment performance, unit cost of 
administration and new business acquisition expenses. 

We continue to conduct rigorous research into longevity 
risk using data from our substantial annuity portfolio. The 
assumptions that Prudential makes about future expected levels 
of mortality are particularly relevant in its UK annuity business. 
The attractiveness of reinsurance is regularly evaluated. It is used 
as a risk management tool where it is appropriate and attractive 
to do so.

Prudential’s persistency assumptions reflect recent experience 
for each relevant line of business, and any expectations of future 
persistency. Persistency risk is mitigated by appropriate training 
and sales processes and managed proactively post sale. Where 
appropriate, allowance is also made for the relationship – either 
assumed or historically observed – between persistency and 
investment returns, and for the resulting additional risk.
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d Liquidity risk 
The parent company has significant internal sources of liquidity 
which are sufficient to meet all of our expected requirements for 
the foreseeable future without having to make use of external 
funding. In aggregate the Group has £2.1 billion of undrawn 
committed facilities, expiring between 2013 and 2017. In 
addition, the Group has access to liquidity via the debt capital 
markets. For example, Prudential plc issued US$550 million 
perpetual subordinated Tier 1 securities in January 2011. 
Prudential also has in place an unlimited commercial paper 
programme and has maintained a consistent presence as an 
issuer in this market for the last decade. Liquidity uses and 
sources have been assessed at the Group and at a business unit 
level under base case and stressed assumptions. The liquidity 
resources available and the subsequent Liquidity Coverage 
Ratio (LCR) have been assessed to be sufficient under both 
sets of assumptions.

B.2 Non-financial risk
Prudential is exposed to operational, business environment and 
strategic risk in the course of running its businesses.

With regard to operational risk, the Group is dependent on 
processing a large number of complex transactions across 
numerous diverse products, and is subject to a number of 
different legal and regulatory, including tax, regimes. Prudential 
also has a significant number of third-party relationships that are 
important to the distribution and processing of our products, 
both as market counterparties and as business partners. This 
results in reliance upon the operational performance of these 
outsourcing partners.

Prudential’s systems and processes incorporate controls that are 
designed to manage and mitigate the operational risks associated 
with its activities. The Prudential Group Governance Manual was 
developed to make a key contribution to the sound system of 
internal control that the Group is expected to maintain under 
the UK Corporate Governance Code and the Hong Kong Code 
on Corporate Governance Practices. Group Head Office and 
business units confirm that they have implemented the 
necessary controls to evidence compliance with the Manual.

The Group has an operational risk management framework in 
place that facilitates both the qualitative and quantitative analysis 
of operational risk exposures. The output of this framework, in 
particular management information on key operational risk and 
control assessments, scenario analysis, internal incidents and 
external incidents, is reported by the business units and 
presented to the Group Operational Risk Committee. This 
information also supports business decision-making and 
lessons-learned activities; the ongoing improvement of the 
control environment; and determination of the adequacy of 
Prudential’s corporate insurance programme.

With regard to business environment risk, the Group has a wide-
ranging programme of active and constructive engagement with 
governments, policymakers and regulators in our key markets 
and with relevant international institutions. Such engagement is 
undertaken both directly and indirectly via trade associations. 
The Group has procedures in place to monitor and track political 
and regulatory developments. Where appropriate, the Group 
provides submissions and technical input to officials and others, 
either via submissions to formal consultations or through 
interactions with officials.

With regard to strategic risk, both business units and the 
Group Head Office are required to adopt a forward-looking 
approach to risk management by performing risk assessments 
as part of the annual strategic planning process. This supports 
the identification of potential threats and the initiatives needed 
to address them, as well as competitive opportunities. The 
impact on the underlying businesses and/or Group-wide risk 
profile is also considered to ensure that strategic initiatives are 
within the Group’s risk appetite.

Solvency II represents a regulatory risk due to the uncertainty 
of what the rules will be when finalised, their potential impacts, 
and the timing of their introduction. The risks are that the Group 
may not be able to respond sufficiently quickly to the strategic 
implication of the change given levels of uncertainty around the 
content and timing; operational risk in terms of the scale and 
complexity of the delivery and uncertainty over timelines; and 
the additional capital that the Group may be required to hold. 
Solvency II is covered in more detail in the Capital Management 
section below. 

B.3 Risk factors
Our disclosures covering risk factors can be found at the end of 
this document. 

C. Capital management 
C.1 Regulatory capital (IGD)
Prudential is subject to the capital adequacy requirements of 
the European Union (EU) Insurance Groups Directive (IGD) as 
implemented by the Financial Services Authority (FSA) in the 
UK. The IGD capital adequacy requirements involve aggregating 
surplus capital held in our regulated subsidiaries, from which 
Group borrowings, except those subordinated debt issues that 
qualify as capital, are deducted. No credit for the benefit of 
diversification is permitted under this approach. 

Our capital position remains strong. We have continued to place 
emphasis on maintaining the Group’s financial strength through 
optimising the balance between writing profitable new business, 
conserving capital and generating cash. We estimate that our 
IGD capital surplus is £4.0 billion at 31 December 2011 (before 
taking into account the 2011 final dividend), with available capital 
covering our capital requirements 2.75 times. This compares to 
a capital surplus of £4.3 billion at the end of 2010 (before taking 
into account the 2010 final dividend).
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The movements during 2011 mainly comprise:

• Net capital generation mainly through operating earnings 
(in-force releases less investment in new business, net of tax) 
of £1.5 billion;

Offset by:

• Investment market related impacts of £0.6 billion;

• Final 2010 dividend of £0.4 billion and interim 2011 dividend 
of £0.2 billion;

• External financing costs and other central costs, net of tax, 
of £0.5 billion; and

• Net impact of £0.1 billion arising from issuance of the 
US$550 million perpetual subordinated Tier 1 securities in 
January 2011 and repayment of the ¤500 million subordinated 
notes in December 2011.

We continue to have further options available to us to manage 
available and required capital. These could take the form of 
increasing available capital (for example, through financial 
reinsurance) or reducing required capital (for example, through 
the mix and level of new business) and the use of other risk 
mitigation measures such as hedging and reinsurance.

In addition to our strong capital position, on a statutory (Pillar 1) 
basis, the total credit reserve for the UK shareholder annuity 
funds also protects our capital position in excess of the IGD 
surplus. This credit reserve as at 31 December 2011 was 
£2.0 billion. This credit risk allowance represents 33 per cent 
of the bond portfolio spread over swap rates, compared to 
43 per cent as at 31 December 2010.

Stress testing 
As at 31 December 2011, stress testing of our IGD capital 
position to various events has the following results:

• An instantaneous 20 per cent fall in equity markets from 
31 December 2011 levels would reduce the IGD surplus by 
£350 million;

• A 40 per cent fall in equity markets (comprising an 
instantaneous 20 per cent fall followed by a further 20 per cent 
fall over a four-week period) would reduce the IGD surplus by 
£900 million;

• A 100 bps reduction (subject to a floor of zero) in interest rates 
would reduce the IGD surplus by £650 million; and

• Credit defaults of 10 times the expected level would reduce 
IGD surplus by £500 million.

We believe that the results of these stress tests, together with the 
Group’s strong underlying earnings capacity, our established 
hedging programmes and our additional areas of financial 
flexibility, demonstrate that we are in a position to withstand 
significant deterioration in market conditions. 

We also use an economic capital assessment to monitor our 
capital requirements across the Group, allowing for realistic 
diversification benefits and continue to maintain a strong 
position. This assessment provides valuable insights into our 
risk profile.

C.2 Solvency II 
The European Union (EU) is developing a new solvency 
framework for insurance companies, referred to as ‘Solvency II’. 
The Solvency II Directive, which sets out the new framework, 
was formally approved by the Economic and Financial Affairs 
Council in November 2009 and is anticipated to be transposed 
into local regulations and take effect for supervisors from 2013, 
with implementation currently anticipated from 2014. The new 
approach is based on the concept of three pillars – minimum 
capital requirements, supervisory review of firms’ assessments 
of risk, and enhanced disclosure requirements.

Specifically, Pillar 1 covers the quantitative requirements around 
own funds, valuation rules for assets and liabilities and capital 
requirements. Pillar 2 provides the qualitative requirements for 
risk management, governance and controls, including the 
requirement for insurers to submit an Own Risk and Solvency 
Assessment (ORSA) which will be used by the regulator as 
part of the supervisory review process. Pillar 3 deals with 
the enhanced requirements for supervisory reporting and 
public disclosure.

A key aspect of Solvency II is that the assessment of risks and 
capital requirements are intended to be aligned more closely 
with economic capital methodologies. Companies may be 
allowed to make use of internal economic capital models if 
approved by the local regulator. 

The European Parliament is currently discussing the Omnibus II 
Directive which, once approved, will amend certain aspects 
of the Solvency II Directive, including the anticipated 
implementation date as described above. The Omnibus II 
Directive is expected to be finalised during 2012.

In addition the European Commission is continuing to develop, 
in consultation with stakeholders including industry, detailed 
rules that complement the high-level principles in the Solvency II 
Directive, referred to as ‘implementing measures’. These are not 
expected to be finalised until later in 2012. Further guidance and 
technical standards are also currently being developed by the 
European Insurance and Occupational Pensions Authority 
(EIOPA). These are expected to be subject to a formal 
consultation and are unlikely to be finalised before early 2013.
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There remains significant uncertainty regarding the outcome 
from this process. In particular, the Solvency II rules relating to 
the determination of the liability discount rate and to the 
treatment of US business remain unclear and Prudential’s capital 
position is sensitive to these outcomes. With reference to the 
liability discount rate, solutions to remove artificial volatility from 
the balance sheet have been suggested by policymakers as the 
regulations continue to evolve. These solutions, along with 
transitional arrangements for the treatment of the US business, 
are continuing to be considered by the European Parliament as 
part of the process to reach agreement on the Omnibus II 
Directive. There is a risk that the effect of the final measures 
could be adverse for Prudential, including potentially that a 
significant increase in capital may be required to support its 
business and that Prudential may be placed at a competitive 
disadvantage to other European and non-European financial 
services groups. Prudential is actively participating in shaping 
the outcome through our involvement in industry bodies and 
trade associations, including the Chief Risk Officer and Chief 
Financial Officer Forums, together with the Association of British 
Insurers (ABI) and Insurance Europe (formerly known as the 
Comité Européen des Assurances). 

Having assessed the requirements of Solvency II, an 
implementation programme was initiated with dedicated teams 
to manage the required work across the Group. The activity of 
the local Solvency II teams is being coordinated centrally to 
achieve consistency in the understanding and application of the 
requirements. We are continuing our preparations to adopt the 
regime when it eventually arrives and are undertaking in parallel 
an evaluation of the possible actions to mitigate its effects. 
Prudential regularly reviews its range of options to maximise the 
strategic flexibility of the Group. This includes consideration of 
optimising the Group’s domicile, including as a possible response 
to an adverse outcome on Solvency II.

Over the coming months we will be progressing our 
implementation and remaining in regular contact with the FSA 
as we continue to engage in the ‘pre-application’ stage of the 
approval process for the internal model.

C.3 Capital allocation 
Prudential’s approach to capital allocation takes into account 
a range of factors, especially risk adjusted returns on capital, 
the impact of alternative capital measurement bases (accounting, 
regulatory, economic and ratings agency assessments), tax 
efficiency, and wider strategic objectives. 

We optimise capital allocation across the Group by using a 
consistent set of capital performance metrics across all business 
units to ensure meaningful comparison. Capital utilisation, return 
on capital and new business value creation are measured at a 
product level. The use of these capital performance metrics is 
embedded into our decision-making processes for product 
design and product pricing.

Our capital performance metrics are based on economic capital, 
which provides a view of our capital requirements across the 
Group, allowing for realistic diversification benefits. Economic 
capital also provides valuable insights into our risk profile and is 
used both for risk measurement and capital management. 

C.4 Risk mitigation and hedging 
We manage our actual risk profile against our tolerance of risk. 
To do this, we maintain risk registers that include details of the 
risks we have identified and of the controls and mitigating actions 
we employ in managing them. Any mitigation strategies involving 
large transactions such as a material derivative transaction are 
subject to review at Group level before implementation.

We use a range of risk management and mitigation strategies. 
The most important of these include: adjusting asset portfolios 
to reduce investment risks (such as duration mismatches or 
overweight counterparty exposures); using derivatives to hedge 
market risks; implementing reinsurance programmes to manage 
insurance risk; implementing corporate insurance programmes 
to limit the impact of operational risks; and revising business 
plans where appropriate.
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Products and drivers of insurance operations’ profits 
Overview of the Group’s principal activities 
Prudential plc is the holding company of the Prudential Group. 
The principal activity of our subsidiary operations is the provision 
of financial services to individuals and businesses in Asia, the US 
and UK. We offer a wide range of retail financial products and 
services, and asset management services, throughout these 
territories. The retail financial products and services principally 
include life insurance, pensions and annuities as well as 
collective investment schemes. 

Asia 
The life insurance products offered by Prudential Corporation 
Asia include with-profits (participating) and non-participating 
term, whole life and endowment and unit-linked policies often 
combined with protection riders and typically with regular 
premium payments.

In 2011, the new business profit mix in our Asian insurance 
business was derived 60 per cent (2010: 59 per cent) from health 
and protection products, 27 per cent (2010: 32 per cent) from 
unit-linked products and 13 per cent (2010: 9 per cent) from 
non-linked products.

Unit-linked products combine savings with protection, with the 
cash value of the policy depending on the value of the underlying 
unitised funds. Participating products provide savings with 
protection where the basic sum assured can be enhanced by a 
profit share (or bonus) from the underlying fund as determined 
at the discretion of the insurer. Non-participating products offer 
savings with protection where the benefits are guaranteed or 
determined by a set of defined market-related parameters. 
Accident and health products provide mortality or morbidity 
benefits and include health, disablement, critical illness and 
accident cover. These products are commonly offered as 
supplements to main life policies, but can also be sold separately.

Policyholder and insurer share the profits from participating 
policies (typically in a 90:10 ratio) in the same way as with-profits 
business in the UK. With unit-linked products, shareholders 
receive the profits arising from managing the policy, its 
investments and the insurance risk. Policyholders within the 
underlying unitised fund receive investment gains. The profits 
from accident and health and non-participating products come 
from any surplus remaining after paying policy benefits. 

Unit-linked products tend to have higher profits on the EEV 
basis of reporting than traditional non-linked products, as 
expenses and charges are better matched and solvency 
capital requirements are lower. At the end of 2011, we were 
offering unit-linked products in all markets except Thailand.

In Malaysia and Indonesia, Prudential also offers life insurance 
policies that are constructed to comply with Islamic principles 
otherwise known as Takaful. The main principles are 
policyholders co-operate among themselves for the common 
good, uncertainty is eliminated in respect of subscription and 
compensation and there is no investment in prohibited areas 
such as gambling or alcohol.

In addition to the life products described above, we offer mutual 
fund investment products in India, Taiwan, Japan, Singapore, 
Malaysia, Hong Kong, Korea, Vietnam and China, thus enabling 
customers to participate in debt, equity and money market 
investments. We are also licensed in the United Arab Emirates. 
Eastspring Investments (our asset management business in Asia) 
earns a fee based on assets under management.

United States
Jackson’s product offerings include variable, fixed and fixed 
index annuities, as well as life insurance and institutional 
products.

Annuities
Annuity products are long-term individual retirement products, 
which offer tax-deferred accumulation on the funds invested 
until proceeds are withdrawn from the policy.

Fixed annuities are used for asset accumulation in retirement 
planning and for providing income in retirement and offer 
flexible payout options. The contract holder pays us a premium, 
which is credited to the contract holder’s account. Periodically, 
interest is credited to the contract holder’s account and 
administrative charges are deducted. The interest rate may 
be reset on each contract anniversary, subject to a guaranteed 
minimum, in line with state regulations. When the annuity 
matures, the contract holder is paid either the amount in the 
contract holder account or staggered payments in the form 
of an immediate annuity – similar to a UK annuity in payment.

Policyholder behaviour is relevant when looking at profits for 
fixed annuity contracts. The relevant factors are the potential 
for surrenders when interest rates rise and, in a low interest 
environment, the influence of the minimum guarantees required 
by state law. Fixed annuity policies are subject to early surrender 
charges for the first six to nine years of the contract. In addition, 
the contract may be subject to a market value adjustment at the 
time of surrender. During the surrender charge period, the 
contract holder may cancel the contract for the surrender value. 
Our profits on fixed annuities come primarily from the spread 
between the return earned on investments and the interest 
credited to the contract holder’s account, less expenses. 

Other corporate
information
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Fixed index annuities are similar to fixed annuities, in that the 
contract holder pays a premium that is credited to the contract 
holder’s account, and also in that interest is periodically credited 
to the contract holder’s account. An annual minimum interest 
rate is guaranteed, although actual interest credited may be 
higher and is linked to an equity index over the product’s index 
option period. Profit comes primarily from the spread between 
the return earned on investments and the amounts credited to 
the contract holder’s account, less expenses, which include the 
costs of hedging the equity component of the interest credited to 
the contract. The net hedge results are reflected in short-term 
fluctuations. Fixed index annuities are subject to early surrender 
charges for the first five to 12 years of the contract. During the 
surrender charge period, the contract holder may cancel the 
contract for the surrender value. The fixed index book provides 
natural offsetting equity exposure to the guarantees issued in 
connection with our variable annuity products, which allows for 
efficient hedging of the net equity exposure.

Variable annuities are tax-advantaged, deferred annuities 
where the rate of return depends upon the performance of 
the underlying investment portfolio, similar in principle to UK 
unit-linked products. They are also used for asset accumulation 
in retirement planning and to provide income in retirement.

The contract holder can allocate the premiums between a variety 
of variable sub-accounts, with a choice of fund managers and/or 
guaranteed fixed-rate options. As with a unit-linked fund, the 
contract holder’s premiums allocated to the variable accounts 
are held separately from Jackson’s general account assets. The 
value of the portion of the separate account allocated to variable 
sub-accounts fluctuates with the underlying investments. 
Variable annuity policies are subject to early surrender charges 
for the first four to nine years of the contract. During the 
surrender charge period, the contract holder may cancel the 
contract for the surrender value. Jackson offers one variable 
annuity that has no surrender charges and also offers a choice of 
guaranteed benefit options within their variable annuity product 
portfolio, which customers can elect and pay for. These options 
include the guaranteed minimum death benefit (GMDB), which 
guarantees that, upon death of the owner, the beneficiary 
receives a minimum value regardless of past market 
performance. These guaranteed death benefits might be 
expressed as the return of original premium, the highest past 
anniversary value of the contract, or as the original premium 
accumulated at a fixed rate of interest. In addition, there are three 
other types of guarantees: guaranteed minimum withdrawal 
benefits (GMWB), guaranteed minimum accumulation benefits 
(GMAB) and guaranteed minimum income benefits (GMIB). 

GMWBs provide a guaranteed return of the principal invested by 
allowing for periodic withdrawals that are limited to a maximum 
percentage of the initial premium. One version of the GMWBs 
provides for a minimum annual withdrawal amount that is 
guaranteed for the contract holder’s life without annuitisation. 
Variations of the GMWBs are offered whereby the guaranteed 
base can be increased, either through step-ups to a more recent 
market value of the account, or through bonuses offered if 
withdrawals are delayed for a particular number of years. 
Additional charges are assessed for these features. GMABs 
generally provide a guarantee for a return of a certain amount 
of principal after a specified period. This benefit was eliminated 
from Jackson’s product offerings in 2011. GMIBs provide for a 
minimum level of benefits upon annuitisation regardless of the 
value of the investments underlying the contract at the time of 
annuitisation. Jackson stopped offering GMIBs in 2009, with 
existing coverage being reinsured with an unaffiliated reinsurer.

As the investment return on the separate account assets is 
attributed directly to the contract holders, Jackson’s profit 
arises from the fees charged on the contracts, less the expenses 
incurred, which include the costs of hedging and the eventual 
payment of benefits guarantees. The net hedge results are 
reflected in short-term fluctuations. In addition to being a 
profitable book of business in its own right, the variable annuity 
book also provides an opportunity to utilise the offsetting equity 
risk among various lines of business to manage in a cost-effective 
manner our equity exposure. Profits in the variable annuity book 
of business will continue to be subject to the impact of market 
movements on both sales and allocations to the variable 
accounts and the effects of the economic hedging programme. 
While risk is hedged on an economic basis, the nature and 
duration of the hedging instruments, which are recorded at fair 
value through the income statement, will fluctuate and produce 
some accounting volatility. Management continues to believe 
that, on a long-term economic basis, the equity exposure remains 
well managed.

Life insurance
Jackson also sells several types of life insurance including term 
life, universal life and variable universal life. Term life provides 
protection for a defined period of time and a benefit that is 
payable to a designated beneficiary upon the insured’s death. 
Universal life provides permanent individual life insurance for 
the life of the insured and includes a savings element. Variable 
universal life is a life insurance policy that combines death benefit 
protection with the ability for the policyholder account to be 
invested in separate account funds. The Jackson life insurance 
book has also delivered consistent profitability, driven primarily 
by favourable mortality experience.
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Institutional products
Jackson’s institutional products division markets institutional 
products such as traditional Guaranteed Investment Contracts 
(GICs), Funding Agreements and Medium Term Note (MTN) 
funding agreements. The institutional product offerings also 
include Jackson’s funding agreements issued to the Federal 
Home Loan Bank. Institutional products are distributed directly 
to investors, through investment banks, or through funding 
agreement brokers. Jackson sold no institutional products during 
2010 or 2009, as available capital was directed to support 
higher- margin variable annuity sales. In 2011, Jackson 
re- entered the institutional market on a limited and selective 
basis, taking advantage of the high returns available at particular 
times during the year. 

United Kingdom
In common with other UK long-term insurance companies, 
Prudential UK’s products are structured as either with-profits (or 
participating) products, or non-participating products including 
annuities in payment and unit-linked products. Depending on 
the structure, the level of shareholders’ interest in the value of 
policies and the related profit or loss varies.

With-profits policies are supported by a with-profits sub-fund 
and can be single premium (for example, Onshore Bonds or 
Flexible Investment Bonds) or regular premium (for example, 
certain pension products). Prudential UK’s primary with-profits 
sub-fund is part of The Prudential Assurance Company Limited’s 
(PAC) long-term fund. The return to shareholders on virtually all 
with-profits products is in the form of a statutory transfer to PAC 
shareholders’ funds. This is analogous to a dividend from PAC’s 
long-term fund, and is dependent upon the bonuses credited or 
declared on policies in that year. Prudential’s with-profits 
policyholders currently receive 90 per cent of the distribution 
from the main with-profits sub-fund as bonus additions to their 
policies, while shareholders receive 10 per cent as a statutory 
transfer. 

The Defined Charge Participating Sub-Fund (DCPSF) forms part 
of the PAC long-term fund. It is comprised of the accumulated 
investment content of premiums paid in respect of the defined 
charge participating with-profits business issued in France and 
the defined charge participating with-profits business reassured 
into PAC from Prudential International Assurance plc and 
Canada Life (Europe) Assurance Ltd. It also includes the portfolio 
of with-profits annuity policies acquired from Equitable Life 
in 2007. All profits in this fund accrue to policyholders in 
the DCPSF.

The profits from almost all of the new non-participating business 
accrue solely to shareholders. Such business is written in the 
non-profit sub-fund within PAC’s long-term fund, or in various 
shareholder-owned direct or indirect subsidiaries. The most 
significant of these is Prudential Retirement Income Limited 
(PRIL), which also writes all new immediate annuities arising from 
vesting deferred annuity policies in the with-profits sub-fund of 
PAC. There is a substantial volume of in-force non-participating 
business in PAC’s with-profits sub-fund and that fund’s wholly 
owned subsidiary Prudential Annuities Limited (PAL), which is 
closed to new business. Profits from this business accrue to the 
with-profits sub-fund.

Description of EEV basis reporting 
Prudential’s results are prepared on two accounting bases – the 
supplementary EEV basis, and the IFRS basis for the financial 
statements. Over the life of any given product, the total profit 
recognised will be the same under either the IFRS or the EEV 
basis. However, the two methods recognise the emergence of 
that profit in different ways, with profits emerging earlier under 
the EEV basis than under IFRS. This section explains how EEV 
differs from IFRS and why it is used.

In broad terms, IFRS profits for long-term business reflect the 
aggregate of statutory transfers from UK-style with-profits funds 
and profit on a traditional accounting basis for other long-term 
business. By their nature, the products sold by the life insurance 
industry are long-term, as insurance companies commit to 
service these products for many years into the future. The profit 
on these insurance sales is generated over this long-term period. 
In our view, the result under IFRS does not properly reflect the 
inherent value of these future profits, as it focuses instead on the 
amounts accruing to shareholders in the current year.

In May 2004 the CFO Forum, representing the Chief Financial 
Officers of 19 European insurers, published the European 
Embedded Value Principles (expanded by the Additional 
Guidance of EEV Disclosures published in October 2005), that 
provide consistent definitions, a framework for setting actuarial 
assumptions, and a more explicit approach to the underlying 
methodology and disclosures. So for example:

• The allowance for risk is explicit for EEV through: (i) an 
allowance for the cost of capital (at the higher of economic 
capital and the local statutory minimum), (ii) stochastic or 
other appropriate modelling of financial options and 
guarantees to ensure that an allowance for their cost is 
irrespective of their value at the balance sheet date, and 
(iii) an explicit allowance in the risk discount rate for financial 
and non-financial risks;

• EEV specifically allows for the look-through into profits arising 
in shareholder service companies, most notably the profit 
arising in investment management companies from managing 
the insurance companies funds for covered business;

• There are extensive disclosures required for EEV on all aspects 
of the calculations, including the methodology adopted and 
the analysis of return.
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It is thought that the EEV basis not only provides a good 
indication of the value being added by management in a given 
accounting period, but also helps demonstrate whether 
shareholder capital is being deployed to best effect. Indeed 
insurance companies in many countries use comparable bases of 
accounting for management purposes.

The EEV basis is a value-based method of reporting in that it 
reflects the change in value of the business over the accounting 
period. This value is called the shareholders’ funds on the EEV 
basis which, at a given point in time, is the value of future profits 
expected to arise from the current book of long-term insurance 
business plus the net worth of the company. In determining 
these expected profits, full allowance is made for the risks 
attached to their emergence and the associated cost of capital, 
and takes into account recent experience in assessing likely 
future persistency, mortality and expenses. 

The change in value is typically analysed into the following 
components:

• the value added from new business sold during the year,

• the change in value from existing business already in place at 
the start of the year, 

• short-term fluctuations in investment returns,

• change in economic assumptions,

• change in the time value of cost of options and guarantees and 
economic assumption changes,

• other items (for example, profit from other Group operations, 
tax, foreign exchange, exceptional items), and

• dividends.

The value added from new business – defined as the present 
value of the future profits arising from new business written in 
the year – is a key metric used in the management of our 
business. The change in value of business in-force at the start of 
the year demonstrates how the existing book is being managed. 
Together, these metrics provide management and shareholders 
with valuable information about the underlying development 
of the Group’s business and the success or otherwise of 
management actions.

EEV basis results are prepared by first of all setting ‘best estimate’ 
assumptions, by product, for all relevant factors including 
expenses, surrender levels and mortality. Economic assumptions 
as to future investment returns and inflation are generally based 
on a combination of market data and long-term assumptions. 
These assumptions are used to project future cash flows. The 
present value of the future cash flows is then calculated using a 
discount rate which reflects both the time value of money and 
the risks associated with the cash flows. The risk discount rate is 
determined by adding a risk margin to the appropriate risk free 
rate of return. The actual outcome may differ from that 
projected, in which case the effect will be reflected in the 
experience variances for that year.

The assumptions used for the EEV basis of accounting are set 
out in the notes that accompany the supplementary EEV basis 
information. An indication of the sensitivity of the results to 
changes in key assumptions is also provided within that 
information.
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Corporate Responsibility (CR) is integral to the way we do 
business at Prudential. Our CR activities during 2011 
continued to be guided by the Chairman, Harvey McGrath. 

This review gives an overview of our activities and progress. 
Prudential also publishes an annual CR report which is available 
online at www.prudential.co.uk

Creating social and economic value
As a business that provides savings, income, investment and 
protection products and services we create social value through 
our day-to-day operations. First, we provide customers with 
ways to help manage uncertainty and build a more secure future. 
Second, by playing a key role in financial markets, we provide 
long-term capital that finances businesses, builds infrastructure 
and fosters growth in both developed and developing countries. 

At Prudential we aim to be sustainable in the broadest sense 
– financially, socially and environmentally. Sustainability is 
integral to the way we do business. We have long-term liabilities 
and investments, and our commitments to our customers and 
our employees, as well as our support for communities and our 
responsibility towards the environment, are rooted in our aim of 
continuing to deliver strong financial performance sustainably. 

We believe that CR is best managed on the ground by those 
closest to the customer and local stakeholders. Underpinning 
this approach are our four global CR themes (see panel below). 

These themes demonstrate our CR commitments and principles 
to our stakeholders and provide clarity to our businesses on 
where they should focus their CR efforts and resources in the 
context of their individual markets. 

Our customers 
Today we serve more than 26 million customers in diverse 
markets where people’s specific savings, investment and 
protection needs are different. However, what is common 
among all our customers is that the financial decisions they 
make are among the most important of their lives. 

We do not underestimate how important these decisions are for 
our customers, nor do we take for granted the trust they place in 
us to deliver for them over the long term. Our customers have 
made a choice to purchase from us, and we value highly their 
decision and their loyalty. 

We want our customers to stay with us for the long term. We 
know this means we must constantly listen to them to understand 
their changing needs, and that we must provide them with fair 
and transparent products – and customer service – that 
maintains their trust and faith in our business. 

Our Customer Charter, which is available on the Prudential plc 
website at www.prudential.co.uk/prudential-plc/cr/ 
cr-principles/customer-charter/ highlights our commitments to 
our customers. These commitments, together with our customer 
insights research and ongoing dialogue with our customers, help 
us to shape the products we develop and the service we deliver. 

We are in no doubt that good customer service and performance 
are critical to our reputation and, across all our markets, we 
constantly monitor this and take action when required. In 2011 
our customer service and performance continued to be 
recognised through a number of awards and industry rankings. 

Corporate  
responsibility  
review

Our four global CR themes

1. Our customers
Using our financial strength, 
knowledge and skills to 
provide fair and transparent 
products, which meet 
customers’ needs.

2. Our people
Recruiting, developing and 
retaining the best people 
for the best-performing 
business.

3. The environment 
Increasing the efficiency of 
our business by reducing 
the direct impact of the 
properties we occupy and 
the properties we manage 
as part of our investment 
portfolio.

4. Our communities 
Supporting our communities 
through donations, employee 
volunteering and long-term 
partnerships with charitable 
organisations that make a 
real difference.

‘ Sustainability is integral to the way we do 
business. We have long-term liabilities and 
investments, and our commitments to our 
customers and our employees, as well as our 
support for communities and our responsibility 
towards the environment, are rooted in our aim 
of continuing to deliver strong financial 
performance sustainably.’
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Customer service and performance awards in 2011

Prudential Corporation Asia
 ‘Best in Achieving Total Customer Satisfaction in Life 
Insurance Category’, Indonesia Customer Satisfaction 
Awards 2011 – SWA Magazine

 ‘Best-in-Class for Japan Equity in Asia’, Benchmark Fund of 
the Year Awards 2011 in Singapore

 ‘Best Contribution in Investor Education and Category 
Enhancement – Mutual Fund’, The Bloomberg UTV Financial 
Leadership Awards 2011 in India

Jackson
 ‘World Class’ customer service by Service Quality 
Measurement Group. This marked the sixth consecutive 
year in which the company has received both the ‘World 
Class’ designation for call centre customer satisfaction and 
a ‘Highest Customer Satisfaction by Industry’ award, 
achieving the highest rating in financial services1

Prudential UK
Five-star rating in the ‘Financial Adviser Service Awards’ in 
the investment providers and packagers category for a third 
year running, and five stars for life and pensions

Five-star rating from independent product research company 
Defaqto for several investment and pension products 

 ‘Best Investment Bond Provider’ in the Moneyfacts 
Investment Life & Pensions Awards

M&G
OBSR Honours 2011, ‘Outstanding Investment House’

Financial News Awards for Excellence in Institutional Asset 
Management, ‘Fixed Income Manager of the Year 2011’

European Pensions Awards 2011, ‘Fixed Income Manager 
of the Year’ 

Morningstar European Fund Awards 2011, Graham French 
– ‘Best Manager – Global Equity’ 

Professional Adviser Awards 2011, ‘Best Fixed Interest Group 
(UK and International)’

Professional Adviser Awards 2011, ‘Best UK Growth Group’

PCA – serving growing societies
In Asia we serve more than 16 million customers with a mix of 
life insurance, pensions, mutual funds, consumer finance, asset 
management and health and protection products. 

Particularly in the emerging markets of South-East Asia, the 
demand for savings and protection products continues to grow 
as people seek greater financial security and peace of mind. 
We continue to broaden our offering to help meet our 
customers’ goals. 

Health care is one example of where protection continues to be 
increasingly important in many markets across Asia, and in 2011 
we further evolved our health-related cover with the launch of 
PRUearly stage crisis cover.

The majority of critical illness cover in the region only provides 
benefits at the more advanced stages of illness, which can leave 
a financial burden during the early stages of diagnosis. To help 
provide greater peace of mind – and enable customers to seek 
earlier-stage treatment and recovery – last year we launched 
PRUearly stage crisis cover, which provides financial support in 
the early stages of diagnosis. 

Beyond health, we recognise the importance of providing 
practical information and training to help educate young people 
in the region about the need to prepare for their financial future. 
We have also introduced new products that help to cater to this 
need, and PRUlife ready, introduced in 2011, is one example. 
This is a savings product for young adults, which rewards 
policyholders as they reach different phases of their lives, 
including marriage, childbirth and purchasing a home.

Across the region we have a highly trained tied agency force, 
and we provide ongoing training to both new and experienced 
agents so that they can deliver the best possible service for our 
customers. For example, in Indonesia our fully licensed agents 
receive training at Prudential training centres and accredited 
institutions, such as the University of Indonesia, to enhance 
their skills and gain professional qualifications. 

Note
1  Service Quality Measurement Group benchmarks more than 

450 North American contact centres annually, and has evaluated 
customer satisfaction for contact centres since 1996. 
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Throughout 2011, Prudential Corporation Asia also continued 
to provide a range of tools to help financial advisers and service 
representatives identify and meet consumers’ needs. For 
example, an iPad application was launched in Hong Kong 
integrating advice, sales and service. In Malaysia and Singapore, 
we continued to develop PRUway, a tool which helps advisers 
to tailor financial solutions based on an analysis of their 
customers’ needs. 

We strive to live up to our brand promise in the region of always 
listening, always understanding, and regularly monitor our 
customers’ trust in us. In 2011 our customer retention rates 
across the region were maintained at 93 per cent1, and 
42 per cent of new business was derived from existing customers.

The prestigious Top 1,000 Asia Brands survey, published in 2011 
by Campaign Asia-Pacific and based on over 3,000 consumer 
interviews from across the region, placed Prudential in the top 
quartile of all brands in the region for trust and reputation. 

This has also been validated by our brand-tracking studies 
in 2011, with increased trust scores in Singapore, Hong Kong 
and Malaysia. 

Jackson – providing security in uncertain times
Founded over 50 years ago, Jackson National Life is one of the 
largest life insurance companies in the United States, providing 
retirement savings and income solutions, with more than 
2.9 million policies and contracts in force. 

The United States is the world’s largest retirement saving 
market, with more than 78 million ‘baby boomers’2 moving 
into retirement each year. 

The economic downturn and demographic changes have led 
many people to be unprepared as they approach retirement. 
In 2011 Jackson continued to implement its educational 
programme, Retirementology, which is designed to help people 
understand how better to prepare for their financial future.

As well as Jackson’s reputation for financial stability, the 
company is widely recognised as one of the leading providers of 
variable annuities, which provide greater security to customers 
in times of economic uncertainty. 

Jackson’s products are sold through banks and broker dealers 
and last year we continued to increase the number of advisers 
selling our variable annuity products to more than 140,000 – 
up 10,000 from 2010 – to make them more widely available 
to customers. 

Jackson forges long-lasting strong relationships with its 
distribution partners and was ranked number one in the sector 
for advocacy and loyalty among advisers in the Cogent 2011 
Advisor Brandscape Report.3 

Jackson also maintained its reputation as a customer service 
leader last year when it was rated a ‘World Class’ customer 
service provider – for the sixth consecutive year – by Service 
Quality Measurement Group (SQM) in its latest benchmark 
study of North American contact centres. In the same study we 
also received the ‘Highest Customer Satisfaction by Industry’, 
achieving the highest rating in the financial services industry. 

Prudential UK – helping customers through 
economic difficulties
In the UK, continuing difficult economic conditions have led 
customers, more than ever, to seek financial products that offer 
them the highest level of security from companies they feel they 
can trust. 

Annuities are a key product for Prudential UK and market rates 
were at a historic low during 2011. This means that it is more 
important than ever for customers looking to take income from 
their pensions to make informed choices. 

In 2011, a new Customer Relationship Team was established 
to provide support directly to those customers seeking further 
information to help them with this important decision. 

Notes
1  Excludes India.
2 Source: US Census Bureau.
3  The annual Cogent report is a key industry benchmark study 

surveying 1,643 advisers.
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There is also a growing demand for face-to-face advice, 
especially for investment and retirement planning. In response, 
we have set up a new service – Prudential Financial Planning 
– which was piloted during 2011.

Our UK customer service performance is continuously 
monitored through a telephone research service which gauges 
customer experience1. Throughout 2011 we achieved a 
96.6 per cent satisfaction level. This compares with a financial 
industry average of 91.8 per cent. Of those customers who had 
contact with the new Customer Relationship Team, 98 per cent 
agreed that they felt valued as a result.

We are one of 23 members of the Association of British Insurers 
that participate in an annual Life & Savings Benchmarking Study, 
which seeks to drive continuous improvement through 
monitoring customers’ experiences. In 2011 we began a 
programme of service initiatives designed to make it easier for 
customers to deal with us. This is already delivering results, as 
evidenced by our overall satisfaction score for customer service 
rising to 84 per cent in 2011/12 – up from 81 per cent in 2010, 
which is the current industry average.

We are committed to responding to customer concerns quickly 
and efficiently. The details of our approach to customers are 
published on the Prudential UK website in line with FSA 
guidance at www.pru.co.uk/about_us/complaints_data/ 
Prudential UK fell into the best-performing 15 per cent of 
financial companies included in data published by the Financial 
Ombudsman Service.

We actively review our operational processes, as we seek to 
continually improve the level of service we deliver. Some 
examples include: enabling advisers to submit and track new 
business applications online; continued reductions in the transfer 
times between annuity providers; streamlining of the claims 
payment process; earlier engagement with mortgage providers 
where we need to understand if they have any further legal 
interest in a forthcoming maturing, and better use of automated 
payment technology.

Our financial strength, longstanding commitment to building 
customers’ trust and listening to our customers have never been 
more important than during these difficult economic times. 
A core focus for Prudential UK in 2011 was monitoring the 
strength of trust in our brand and our understanding of 
customers’ needs. Independent tracking research – conducted 
in November 2011 by Opinion Research – identified us as one 
of the three most trusted life and pension providers in the UK. 

Asset management – a history of trust
M&G, Prudential’s UK and European asset management 
business, has served retail and institutional investors for over 
80 years, investing customers’ money in equities, fixed income 
and real estate. 

M&G is a long-term investor that takes its responsibilities as 
a shareholder seriously, often working closely with the 
management of the companies in which it invests. Active voting 
is an integral part of M&G’s investment approach. We believe 
that exercising our votes both adds value and protects our 
interests as shareholders. The M&G website provides an 
overview of voting history: www.mandg.co.uk/Corporate/
CorporateResponsibility/CorporateGovernance/ 
Votinghistory.jsp

At a time when security is a particularly high priority for 
customers, M&G’s retail business launched the European M&G 
Inflation Linked Corporate Bond Fund, enabling savers to protect 
their investments in corporate bonds from rising prices.

M&G’s institutional business also added to its stable of 
inflation- linked products for pension funds with a new UK social 
housing debt fund, in addition to £2 billion already invested in 
the sector. 

The business also continues to advance into lending markets 
that were once the preserve of banks, notably in commercial 
mortgages and lending to companies. 

In 2011, M&G’s UK Companies Financing Fund, set up in 2009 to 
help fill the lending gap left by banks in the wake of the financial 
crisis, lent £505 million to mid-cap UK companies. 

Note
1  Viewscast independent research run by IPSOS Mori.

‘ In 2011, M&G’s UK Companies Financing Fund, 
set up in 2009 to help fill the lending gap left by 
banks in the wake of the financial crisis, lent 
£505 million to mid-cap UK companies. ’
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M&G continues to have one of the highest trust scores among 
sector peers. For the intermediary audience we ranked number 
one for trustworthiness1, and for private investors we ranked, 
on average, within the top two most trusted asset management 
brands in 20112.

Informing global debates
As a business that is built around a long-term perspective, we 
actively participate in global debates and policy considerations 
that affect our customers by sharing our knowledge and insights. 

The complexities and challenges surrounding ageing populations 
have significant policy implications in many countries around the 
world. Through our partnership with the Washington DC-based 
think tank, the Center for Strategic and International Studies 
(CSIS) we have continued to contribute to the debate during 
2011, through events and seminars with policymakers promoting 
the Global Aging Preparedness Index. 

This Index, sponsored by Prudential, is a detailed study 
evaluating the preparedness of 20 of the world’s emerging and 
established economies resulting from demographic changes. 

A copy of the report is available at http://gapindex.csis.org

In 2011, we commissioned additional demographic research 
in partnership with CSIS, looking in further detail at retirement 
expectations in Asia. The findings of the study, which will be 
shared with policymakers, will be available in 2012. 

We are also actively engaged with a number of institutions, such 
as the International Centre for Financial Regulation, in promoting 
the understanding of the broader socio-economic contribution 
made by insurance. As part of this we have been promoting the 
need to ensure that this is properly recognised as a key part of 
the debate around future rule-making in the sector.

Our people
Across the Group, we employ more than 26,000 people. It is vital 
to our continued success that we create an environment that 
develops and retains committed and motivated people, people 
who are able to achieve excellence and deliver outstanding 
performance for our customers, our shareholders and our 
communities. 

To achieve this our people strategy focuses on four areas.

Employee engagement 
Across Prudential we encourage an ongoing dialogue with our 
employees through events such as ‘open forums’. These allow 
employees to hear directly from their executive teams and raise 
questions. There are also a number of employee consultation 
forums in place, such as the M&G Staff Consultative Committee 
and the UK Employee Forum within Prudential UK. Our UK 
business also has a long-standing relationship with the union 
Unite. In addition, our dedicated intranet sites allow us to 
share information. 

Engaging effectively with our employees is critical to building 
and sustaining a high-performing business and retaining talent 
within Prudential. We conduct surveys in our businesses to 
monitor levels of engagement with Prudential as an employer, 
identify the effectiveness of our organisation’s structures and 
practices and highlight areas for improvement. Our successful 
approach to employee engagement in our UK business was 
recognised at workingmums.co.uk’s Top Employer Awards in 
October 2011. We were also commended for our commitment 
and strategy enabling colleagues, at all levels, to provide 
feedback on policies such as flexible working, and a willingness 
to take this on board.

Across our businesses we also encourage employee volunteering 
to support charitable organisations and we recognise that such 
initiatives not only bring advantages to the charities but also 
provide development opportunities for our employees. For 
example, employees from our Asian businesses travelled to 
Japan and spent time supporting recovery efforts following 
the earthquake in March; while, in the UK, we provide time 
for employees to act as mentors through the Social Mobility 
Foundation. 

Notes
1  Source: ORC International Investrack Syndicated Research, 

August 2011.
2 Source: TNS Tracking Research Dec 2011 – UK Private Investors.
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Diversity
At Prudential we provide opportunities for our people regardless 
of their gender, ethnicity, disability status, age, religion, caring 
responsibilities or sexual orientation. Our policies are guided 
by the principles of the UN’s Universal Declaration of Human 
Rights and the International Labour Organisation’s core labour 
standards. These are also incorporated into our Group Code of 
Business Conduct, which sets individual standards of employee 
behaviour. This is made available to all employees on our Group 
intranet. 

The diversity of our employees across the Group is fundamental 
to the growth and success of the business. We believe that great 
companies not only accept diversity, but also recognise it as a 
source of innovation and competitive advantage.

Talent management
Talent management takes place at both overall Group level 
and locally within each of our businesses. All employees are 
encouraged to take responsibility for driving their own 
development and agreeing a development plan with their 
manager. To support them, Prudential provides ongoing 
development activities.

At Group level the emphasis is on succession planning for senior 
roles and development of our overall leadership talent pipeline. 
Through periodical reviews, the Group Executive Committee 
ensures that we have a flow of suitable candidates to fill key roles 
across the organisation. In support of this we have a number of 
Group-wide programmes including:

• Future Forum – which brings together key leadership talent 
from across the Group to network, develop their thinking and 
share ideas for application in the business; and

• Momentum – which recruits talented individuals early 
on in their careers and, through structured development 
and role rotations, prepares them for senior roles within 
the organisation.

At a local level, building a strong technical and commercial 
leadership pipeline is essential to the success of our business 
strategy. Some examples of our commitment to developing 
talent within our businesses are:

• Prudential Corporation Asia: Identifying the right talent 
and leaders is critical to supporting the expansive growth 
of our Asian business. In 2011 we cascaded a consistent 
approach to our development centres, where we identify the 
next generation of leaders. We believe there is considerable 
untapped talent in our employee base and building leadership 
capability will continue to be a focus in 2012. 

• Jackson: The Jackson University provides business-specific 
development activities for employees. Jackson’s senior 
management team play a key role in shaping the curriculum, 
ensuring it aligns to key corporate initiatives for the business. 
In addition, the LEAP programme, launched in January 2011 
and targeted at senior leaders within Jackson, aims to 
accelerate their leadership potential and organisational 
impact.

• Prudential UK: Career development centres are held for 
middle managers, focusing on their career aspirations and 
the opportunities available to them. 

• M&G: Participation in one of M&G’s Leadership and Talent 
Development Programmes is identified through the business 
succession planning process. The programmes are designed 
to create focused learning networks and active talent 
communities. Examples include:

• The Cornerstone Programme: Focused on developing 
individuals with the potential to excel among senior 
management;

• The Catalyst Programme: Aimed at more junior talent 
and focused on developing them into wider and more 
senior roles;

• The Investor Development Programmes: Focused on 
enabling investment talent to drive investment and 
business success.

• Group Head Office: The ‘Enhance’ programme offers 
employees the opportunity to hone their skills for working 
effectively and includes development in areas such as 
cross-cultural awareness and building effective partnerships.
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Performance and reward
The performance objectives of our employees are linked to the 
delivery of business goals. Throughout the year, employees are 
engaged in regular reviews with their managers to understand 
how they are performing against their objectives. 

Each individual contributes to the success of the Group and 
should be rewarded accordingly. Our reward system ensures 
that overall Group and specific Business Unit results, as well as 
individual performance and behaviours, are fairly reflected in 
each employee’s remuneration. These policies and structures 
are regularly reviewed to ensure that they are appropriate and 
competitive in the markets in which we operate, and that they 
remain aligned with our business plans and priorities. 

We believe it is important for our employees to have the 
opportunity to benefit from the Group’s success through share 
ownership. In the UK, we operate two all-employee share plans: 
a Share Incentive Plan (SIP) and a Save As You Earn (SAYE) 
scheme. In 2011, 64 per cent of eligible employees participated 
in one or both of these plans. In Asia, we operate two SAYE 
schemes, similar to those in the UK. Almost a quarter of eligible 
employees and 18 per cent of eligible agents participated in 
these schemes in 2011.

Protecting the environment
We recognise that protecting the environment is an important 
part of managing a sustainable business, and that an effective 
environmental strategy is good both for the planet and for 
business efficiency. 

We aim to ensure that we minimise the impact of our activities 
on the environment. Our strategy focuses on reducing the direct 
impact of the properties we occupy as well as the properties we 
manage through PRUPIM, which is a top-20 global real estate 
fund manager, with £15.8 billion of assets under management 
(at 31 December 2011).

Reducing our direct impact: occupied properties
We monitor energy consumption, carbon dioxide emissions, 
water consumption, waste, paper use, recycling and travel at all 
our UK sites, and at Jackson’s main premises in North America in 
Lansing, Michigan, Denver, Colorado, and Nashville, Tennessee.

In 2011 we also conducted a monitoring trial at our sites in Asia, 
enabling us to measure the environmental impact of those offices 
as a first step in improving our environmental performance in 
these growing markets.

In July 2011 we submitted the first year of energy consumption 
figures as part of the UK government’s Carbon Reduction 
Commitment (CRC), a mandatory energy efficiency scheme 
for qualifying UK public and private sector organisations.1 The 
government is committed to reducing national carbon emissions 
by 80 per cent from 1990 levels by 2050. A central part of its 
strategy is the introduction of the CRC, which encourages 
organisations to develop energy management strategies that 
promote a better understanding of energy use. 

Under the CRC, we submitted figures covering all properties 
occupied in the UK by Prudential companies and the PRUPIM 
investment property portfolio between April 2010 and 
March 2011. 

The CRC includes a publicly available annual performance 
table, which ranks participants’ energy efficiency performance. 
Credits were awarded for installing automatic meter readers 
and complying with the BSI Kitemark Energy Reduction 
Verification scheme, approved by the Environment Agency. 
As a result of verified energy savings, we were ranked number 
531 from 2,103 participants, and were placed well ahead of our 
peers in our industry.

Under the European Union Energy Performance of Buildings 
Directive, Energy Performance Certificates (EPCs) are required 
for any building that is constructed, sold or rented. EPCs rate 
energy use and efficiency, enabling property investors and 
prospective occupiers to consider ratings and levels of carbon 
emissions for our occupied and commercial properties in the UK. 
In 2011 we retained ISO 14001 environmental management 
certification for all our UK occupied properties.

In the US, Jackson has also focused on reducing energy use. 
For example, high-efficiency, extreme-density air-conditioning 
units were installed during the construction of a new data centre. 
Jackson also installed two units at its existing data centre, to 
increase energy efficiency and cooling capacity. In addition, 
low-energy lighting has been installed at its headquarters. 

Note
1  To qualify for the CRC companies must have at least one half-hourly 

meter, settled on the half-hourly market across the whole 
organisation, with total half-hourly electricity consumption over 
6,000 MWh after usage for transport and domestic accommodation 
have been excluded.
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Reducing our impact: property investment portfolio
PRUPIM believes that taking a lead in its approach to responsible 
property investment protects and enhances returns for its clients.

In 2011, PRUPIM revised its Responsible Investment Strategy to 
reflect its new focus on fund management. This strategy delivers 
a sector-leading approach to managing and responding to the 
growing range of environmental and social issues that can have 
an impact on property values, helping to protect and enhance 
fund and asset performance for clients. The strategy focuses on 
four areas: ensuring portfolio resilience, driving environmental 
improvements, building strong relationships, and responsibility 
in its own operations.

Three of the funds managed by PRUPIM were awarded a 
‘Green Star’ in the Global Real Estate Sustainability Benchmark 
(GRESB). Around 340 real estate funds with assets worth nearly 
US$1 trillion participated in the benchmark, covering around 
21,000 assets. Only 65 funds were awarded a GRESB Green Star 
and, by achieving this on three funds, PRUPIM continues to 
demonstrate leadership by integrating sustainability into its 
fund management activities.

PRUPIM’s focus on delivering environmental improvements 
across its managed portfolio saw it reduce its carbon emissions 
intensity in 2010/11 by an average of 9 per cent at UK shopping 
centres and ISO 14001-accredited offices, compared to a 
2008/09 baseline. Nearly 63 per cent of waste from UK 
shopping centres was diverted from landfill. Water consumption 
across the entire UK investment portfolio was reduced by 
12 per cent in 2010/11 compared to a 2008/09 baseline.1

PRUPIM’s approach and progress can be found in its annual 
Responsible Property Investment report at www.prupim.com/rpi 

Supporting local communities
For us, part of being a long-term business means a commitment 
to supporting the long-term well-being of the communities in 
which we operate. 

The social value of our business – helping customers manage 
uncertainty and build a more secure future, as well as our 
investments providing long-term capital that finances 
businesses, builds infrastructure and fosters economic growth 
– is further underpinned by our community programmes 
and activities. 

All our businesses have community investment programmes in 
place, guided by committees that determine where funds are 
best spent. 

Across the Group, our activities include a mix of charitable 
donations, employee volunteering schemes and charity 
partnerships, many of which we work with directly, on the 
ground, to develop and implement community projects. Our 
ethos is to establish long-term relationships with our charity 
partners to ensure that the projects we support are sustainable. 
We also work closely with our partners to ensure that our 
programmes continuously improve. 

The diversity of our markets means that our programmes vary 
from country to country, but a common point of emphasis for 
our community investment is education. This includes mentoring 
by employees, financial education and support to improve 
social mobility. 

Note
1  Data based on PRUPIM’s reporting year from April to March.

2,415
employees donated to 
charity through payroll 
giving schemes

£9.1 m
Group charitable  
donations – increase 
of over 21%

28%
of employees  
volunteered their time  
to good causes in 2011

+21%
increase in  
Group  employee 
volunteer numbers

Local community support highlights in 2011
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Financial education
Financial education forms an important part of our educational 
activity. We believe that encouraging people to be financially 
literate helps to underpin overall economic development and 
success for communities. This is particularly true for young 
people at times of economic volatility.

A number of financial education projects are supported through 
the Chairman’s Challenge, our Group-wide volunteering 
programme. This includes our financial literacy projects with 
Junior Achievement – the worldwide charity focused on building 
young people’s financial skills – in the US and Asia, as well as 
our partnership with Plan International in Thailand. These 
six-year partnerships have benefited approximately 90,000 
young people.

Aside from the Chairman’s Challenge, we also provide ongoing 
support to additional initiatives to help improve financial 
knowledge and understanding. In 2011, in response to the 
growing need for financial education for children across Asia, we 
launched Cha-Ching Money-Smart Kids, the first programme of 
its kind in the region, aimed at helping parents to instil 
money- smart skills in their children. 

Following extensive research and working closely with Dr Alice 
Wilder, the award-winning researcher and child learning expert, 
we launched a series of three-minute musical animated short 
stories, broadcast on Turner Cartoon Network – the number one 
children’s channel in Asia – based on characters in a band and 
featuring financial education storylines. The episodes are shown 
daily, reaching over four million homes and seven markets in Asia. 

Recognising Asian children’s media habits, a dedicated website 
– www.cha-ching.com – was developed with digital resources 
for parents and educators. Eighteen million website page views 
were recorded in the first four months of the programme, with 
an average website visit duration in excess of nine minutes.

In addition to on-air and online presence, we work closely with 
non-governmental organisations and government agencies to 
bring Cha-Ching to schools incorporating interactive money 
management activities for students.

During 2011, we also continued to run our highly successful 
financial training seminars for women – ‘Investing in Your Future’ 
– and this year more than 4,500 women in China, Indonesia and 
Vietnam took part. The events, supporting women with lower 
incomes, were first launched in China in 2004 to help women 
who are often responsible for planning their families’ financial 
needs, but who traditionally had limited financial training. 
Approximately 32,000 women have attended the seminars 
to date. 

Since 2007, Prudential has also partnered with the Chinese 
Ministry of Education, the Chinese Academy of Social Science 
and the Chinese Insurance Regulatory Commission on an 
insurance education curriculum in schools. The programme 
has reached more than 26,000 students from 28 schools across 
seven provinces. 

In the UK we have continued our partnerships with a range of 
organisations in support of financial education, including Citizens 
Advice, the Personal Finance Education Group and The Schools 
Network. Through our work with these organisations, thousands 
of adults and children are developing essential financial literacy 
skills, to make decisions that will have a positive effect on their 
financial welfare. 

Prudential UK has worked with Citizens Advice since 2002, 
and we are now a leading partner on its Financial Skills for Life 
programme. Our partnership with Personal Finance Education 
Group began in 2001, and our funding has allowed it to maintain 
and develop its Quality Mark accreditation system for financial 
capability teaching resources. Also in the UK, an online financial 
education training tool in partnership with The Schools Network 
attracted 8,700 visits in 2011. The resource, called ‘Adding Up to 
a Lifetime’, has been used in English schools since 2006.
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Improving education and skills
Another element of our education activity is Prudential UK’s 
partnership with Business in the Community, which includes 
the Business Class programme, for which we are a National 
Champion. Our three-year commitment involves working 
in partnership with local schools in Reading, Stirling and 
Westminster to develop a strategic plan to support them 
in areas such as leadership and governance, the curriculum 
and employability. 

We also support projects that encourage people from low-
income backgrounds into leading educational institutions. 
M&G has a longstanding relationship with the Social Mobility 
Foundation – www.socialmobility.org.uk – which helps 
high-achieving young people from low-income backgrounds to 
get into top universities and professions. The Social Mobility 
Foundation is supported through charitable donations, formal 
internships and mentors drawn from senior employees, who are 
matched with students to provide guidance and support. The 
charity Springboard for Children also received assistance from 
M&G in 2011, supporting literacy programmes in schools. 

Our intention for the future is to increase the level of support we 
provide to education. Especially in the UK, where the difficult 
economic conditions mean that youth unemployment is a 
growing problem, there is an increasing need for initiatives that 
can drive educational improvement and help get people into 
work. As part of that ambition, in 2012 we plan to increase our 
commitment to apprenticeship schemes in the UK, as well as 
establishing further long-term partnerships with charities 
working in education.

Supporting children beyond education
As well as its education support through our global partnership 
with Junior Achievement, Jackson has a community fund that 
matches its employees’ donations to approved charities on a 
two-to-one basis, which includes donations to children’s causes 
around Jackson’s sites. In addition, in 2011 Jackson continued to 
partner with the Big Brother Big Sister – the oldest and largest 
youth mentoring organisation in the US – providing employee 
mentors for at-risk youth.

In 2011, M&G continued to support children and youth 
organisations working with disadvantaged young people. This 
included support for: Leap, a UK charity specialising in youth 
and conflict resolution; Kids Company, which provides practical, 
emotional and educational support to vulnerable inner-city 
children; and Blind in Business, which helps blind and partially 
sighted students to make the transition from education to 
employment. Last year, selected employees from Prudential UK 
were trained to mentor young people on a one-to-one basis for 
12 months. 

Employee volunteering
In 2011, 7,209 employees across the Group volunteered in 
their communities on a range of projects, an increase of nearly 
21 per cent in the number of volunteers compared with 2010. 
At Prudential UK alone, 40 per cent of employees took part in 
volunteering during 2011. Activities across the Group varied 
from supporting financial literacy through programmes such 
as the Investing in Your Future seminars and the Insurance 
Education Programme in Asia, providing support to local 
charities benefiting children and the elderly in the US, and 
mentoring schoolchildren, supporting the elderly and 
skills- sharing with charities in the UK. We recognise that 
employee volunteering brings benefit not only to the charities 
but also to the development of our people, and we actively 
encourage colleagues to participate in our volunteering 
programmes.

Chairman’s Challenge
Many of our volunteers are involved in our flagship volunteering 
programme, the Chairman’s Challenge, which was launched six 
years ago. Since then 133 projects have been supported by our 
employees in partnership with charities. In 2011, more than 
3,000 employees signed up as Chairman’s Challenge volunteers, 
an increase of 14 per cent on 2010. Last year, our office in 
Mumbai joined the programme for the first time and 23 per cent 
of employees participated. All of the projects included in the 
Chairman’s Challenge receive a financial donation from the 
Group for each employee who signs up as a volunteer and five 
shortlisted projects receive additional funding. 

3,000+
employees signed up as 
Chairman’s Challenge 
volunteers, +14% on 2010
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Chairman’s Challenge Winner 2011
Each year employees across the Group vote for the shortlisted 
project they believe has made the greatest impact. In 2011, the 
winning project, as voted for by employees, was ‘Learning about 
Earning’. This programme – in partnership with Prestasi Junior, 
the Indonesian branch of Junior Achievement – benefited over 
200 street children at a safe house in Jakarta, through the 
commitment of over 170 employees from our Indonesian 
business, who helped children to develop basic communication 
and financial skills.

Shortlisted projects 2011
• Junior Achievement, Hong Kong: more than 1,700 students 

benefited from financial management workshops run by over 
290 Prudential Assurance Hong Kong volunteers;

• Junior Achievement, US: 176 Jackson employees dedicated 
651 hours to educating young people in financial literacy skills;

• Plan International, Thailand: 230 Prudential employees in 
Thailand conducted a variety of educational programmes on 
financial management and disaster relief, benefiting more than 
300 students; and

• Prudential UK: 65 employees dedicated 1,884 hours to 
Age UK’s Call in Time programme, which supports over 
500 isolated older people.

Disaster relief
The Group maintains a disaster relief fund which can be 
activated to support relief efforts following disasters in 
countries where we operate. Our commitment to disaster 
relief also often goes beyond financial aid, with our people 
helping on the ground. 

During 2011, 37 volunteers from 10 countries spent nine days 
in Japan supporting relief efforts following the earthquake and 
tsunami that struck the country in March. The team partnered 
with local NPO Project Yui, based in Ishinomaki, in the Miyagi 
prefecture, which was one of the worst-hit areas, assisting with 
logistics, clearing debris and mentoring children displaced by the 
tsunami. Prudential Corporation Asia’s Caring Fund also made 
a donation to the relief effort, and donations made by colleagues 
were matched by the business. 

In 2011 the Group continued to be a partner of Save the Children 
through support for its Children’s Emergency Fund.

Donations
We calculate our community investment spend using the 
internationally recognised London Benchmarking Group 
standard. This includes cash donations to registered 
charitable organisations, as well as a cash equivalent for 
in-kind contributions. 

In 2011, the Group spent £9.1 million supporting community 
activities, an increase of 21.3 per cent on 2010. 

The direct cash donations to charitable organisations amounted 
to £7.2 million, of which approximately £2.8 million came from 
our EU operations, which are principally our UK insurance 
operation and M&G.

The cash contribution to charitable organisations from our 
EU operations is broken down as follows: education £1,211,000; 
social and welfare £1,371,000; environment and regeneration 
£27,000; cultural £74,000 and staff volunteering £93,000. 

The cash contribution to charitable organisations from 
Prudential’s non-EU operations – Jackson National Life Insurance 
Company and Prudential Corporation Asia – amounted to 
£4.4 million. 

It is the Group’s policy not to make donations to political parties 
nor to incur political expenditure, within the meaning of those 
expressions as defined in the Political Parties, Elections and 
Referendums Act 2000. The Group did not make any such 
donations or incur any such expenditure in 2011.
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Accountability and governance
The Board
The Board discusses the Group’s CR performance at least once 
a year and also reviews and approves the Group CR Report and 
strategy on an annual basis.

Responsibility Committee
Below the Board, the Responsibility Committee comprises senior 
representatives from relevant Group functions and each of our 
core businesses. This committee is responsible for monitoring 
the Group’s CR activities and reviewing CR policies.

Code of Business Conduct
Consideration of environmental, social and community matters 
is integrated in our Code of Business Conduct. Our code is 
reviewed by the Board on an annual basis. Refer to page 129 for 
more information.

Local Governance
In M&G, Jackson and Prudential UK there are governance 
committees in place – with senior management representation 
– which agree strategy and spend. 

Payment policy
It is Group policy to agree terms of payment when orders 
for goods and services are placed, and to pay in accordance 
with those terms.

In the UK, we have signed up to the Prompt Payment Code, 
launched in December 2008 by the UK Department for 
Business, Enterprise and Regulatory Reform. In 2011, our trade 
creditor days, based on the ratio of amounts that were owed to 
trade creditors at the year end to the aggregate of the amounts 
invoiced by trade creditors during the year, were 22 days.

The Prompt Payment Code and its signatories can be found 
at www.promptpaymentcode.org.uk

Supply chain management
Prudential recognises that its own social, environmental 
and economic impacts go beyond the products and services 
it supplies to include the performance of its suppliers 
and contractors.

It is our policy to work in partnership with suppliers whose 
values and standards are aligned with our Group Code of 
Business Conduct.

Procurement practices in Prudential UK have been successfully 
accredited with the Chartered Institute of Purchasing and 
Supply (CIPS) certification, an industry benchmark of recognised 
good practice. 




