
Prudential plc 
2009 Half Year Results

13 August 2009



 2

This statement may contain certain “forward-looking statements” with respect to certain of 
Prudential's plans and its current goals and expectations relating to its future financial 
condition, performance, results, strategy and objectives. Statements containing the words 
“believes”, “intends”,  “expects”, “plans”, “seeks” and “anticipates”, and words of similar 
meaning, are forward-looking.  By their nature, all forward-looking statements involve risk 
and uncertainty because they relate to future events and circumstances which are beyond 
Prudential's control including among other things, UK domestic and global economic and 
business conditions, market related risks such as fluctuations in interest rates and exchange 
rates, and the performance of financial markets generally; the policies and actions of 
regulatory authorities, the impact of competition, inflation, and deflation; experience in 
particular with regard to mortality and morbidity trends, lapse rates and policy renewal rates; 
the timing, impact and other uncertainties of future acquisitions or combinations within 
relevant industries; and the impact of changes in capital, solvency or accounting standards, 
and tax and other legislation and regulations in the jurisdictions in which Prudential and its 
affiliates operate. This may for example result in changes to assumptions used for 
determining results of operations or re-estimations of reserves for future policy benefits.  As 
a result, Prudential's actual future financial condition, performance and results may differ 
materially from the plans, goals, and expectations set forth in Prudential's forward-looking 
statements. Prudential undertakes no obligation to update the forward-looking statements 
contained in this statement or any other forward-looking statements it may make.
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HY 2009 Financial Headlines

Embedded Value
• Group new business sales down 8% to £1.3 billion
• Group new business profit up 25% to £691 million; margins 52% (2008: 38%)
• Asset management net-inflows £10.1 billion (2008: £4.1 billion)
• EEV operating profit down 8% to £1.2 billion
• Embedded value shareholders’ funds £13.7 billion (2008: £15.0 billion)

IFRS
• IFRS operating profit up 6% to £688 million
• IFRS shareholders’ funds £4.7 billion (2008: £5.1 billion)

Capital and Cash
• IGD surplus £2.5 billion at HY 2009, rising to £3.0 billion post hybrid issue in July
• Free surplus increased by £0.9 billion to £1.8 billion* 
• Holding company cash flow at HY 2009 £22m
• Interim dividend up 5% to 6.29p

* Life and Asset management businesses
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Power of our franchise
Asia Life

Breadth and strength of our footprint 
• Significant participation in 12 markets

• Proprietary agency and strong bank partnerships

• Highly trusted brand

Resilient business model
• Focus on insurance margin as a source of profit

• Protection and health provide hedge against economic 
cycle in MLTS

• Quality of book reinforced by high proportion of agency-
based regular premium

Flexibility and focus of distribution and product mix
• Largest and highly productive agency sales force

• Well positioned to benefit from any recovery in unit-linked
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Power of our franchise
US Life

Strong and efficient platform 
• Advantage of relationship driven advice-based distribution 

• Excellence in product development 

• Award winning operations with clear experience in 
delivering efficient service

Emerging as one of the clear winners after the recent
market dislocation
• Q2 2009 record quarter for retail sales

• Significant gains in VA market share

High quality capital management, achieving 
profitable growth
• Strength of the VA hedging programme 

• Disciplined approach driving high returns
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Power of our franchise
UK Life

Successfully refocused
• Focused product range with leading position in annuities 

and with-profits
• Highly disciplined approach to growth
• Improving margin of 32% and returns on new business of 

>15%

Improving efficiency
• On track for overall £195m p.a. savings by end 2010 

(£115m achieved by end 2008)
• Outsourcing agreement with Capita caps unit costs

Significant cash and capital generation
• Strength of with-profits fund
• Shareholder backed business on track for cash breakeven 

2010
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Power of our franchise
Asset Management

Significant presence in all asset classes
• One of largest active managers of UK equities
• No. 1 provider in UK Fixed Income retail market*
• One of UK’s largest commercial property managers**

Culture focused on superior investment performance
• 69% of retail FUM in top-quartile funds
• 71% Fixed Income segregated mandates at or above 

benchmark

Significant gains in market share
• Net inflows of £8.6 billion (£4.1 billion in retail)
• No. 1 in retail net flows to May 2009*

• Multi-asset approach tailored to market needs
• Top-5 market positions in 5 major markets
• Increased share in all major markets other than Taiwan

* Lipper FMI 
**   EC Capital 
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Strategy and operating principles
Consistent strategy and rigorous operating principles

• Focus on the retirement opportunity

• Attractive geographic spread

• Profitable product lines

• Options in terms of capital allocation

• Value driven approach to delivering growth

• Financial conservatism

1

2

3

4

5

6
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• Performance on key financial metrics

– EEV
– IFRS
– Cash and Free Surplus

• Management of risk and capital
– Solvency and capital position
– Profile of asset portfolio

Financial Review
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+6%

Group KPIs – Overview 
Balanced approach: EEV, IFRS and Cash

IFRS Operating Profit - at AER, £m

647 688

EEV Operating Profit - at AER, £m

HY 2008 HY 2009

-8%1,350 1,246

HY 2008 HY 2009

Free surplus* - at AER, £m

859

FY 2008 HY 2009

              Cash &         
      Free surplus              IFRS               EEVOverview

1,791

Holding company cash flow - at AER, £m

86

-74%

HY 2008 HY 2009

22

* Life and Asset management businesses

+108%
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Focusing on value over volume (1/2)
EEV New Business Profit

Asia Life

US Life

UK Life

NBP - at AER, £m

HY 2008 HY 2009

289 277-4%

137

292

+113%

129 122-5%

NBP margin - %

45% 50%

38% 74%

29% 32%

Payback: 4 years

IRR: >20%

Payback: 2 years

IRR: >20%

Payback*: 5 years

IRR*: >15%

691 52%555 38%+25% IRR: >20%

              Cash &         
      Free surplus              IFRS               EEVOverview

Group

* Shareholder-backed business
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Focusing on value over volume (2/2)
Controlling investment in new business

100 124 118

157 132 168

93

200

45

H1 2008 H2 2008 H1 2009

EEV New business investment* – at AER, £m

456

350
331

US

Asia

UK

              Cash &         
      Free surplus              IFRS               EEVOverview

* Free surplus invested in new business
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x

EEV Operating Profit – Group
              Cash &         

      Free surplus              IFRS               EEVOverview

EEV Operating Profit – at AER, £m

-8%1,350 1,246

HY 2008 HY 2009

Group
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EEV Operating Profit – Group
              Cash &         

      Free surplus              IFRS               EEVOverview

EEV Operating Profit – at AER, £m

-8%
1,350 1,246

HY 2008 HY 2009

Group

555 691

746 612

Life 
business

0%

1,301 1,303

HY 2008 HY 2009

NBP

In-Force

Unwind £681m

Experience
Variances &
Assumption
Changes -£64m

Development
Costs -£5m
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555 691

746 612Life 
business

0%
1,301 1,303

HY 2008 HY 2009

NBP

In-Force

EEV Operating Profit – Group
              Cash &         

      Free surplus              IFRS               EEVOverview

EEV Operating Profit – at AER, £m

-8%
1,350 1,246

HY 2008 HY 2009

Group

-22%

195 152

HY 2008 HY 2009

Asset 
management 
and other 
business

HY’08 HY’09

M&G £146m £102m

Asia 
AM   £29m   £21m

UK
GI   £14m   £27m

Other     £6m     £2m
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EEV Operating Profit – Group
              Cash &         

      Free surplus              IFRS               EEVOverview

EEV Operating Profit – at AER, £m

-22%
195 152

HY 2008 HY 2009

Asset 
management 
and other 
business

-8%
1,350 1,246

HY 2008 HY 2009

Group

Life 
business

0%
1,301 1,303

HY 2008 HY 2009

NBP

In-Force

555 691

746 612

Other 
income and 
expenses

(146) (209)

HY 2008 HY 2009

-43%

Lower investment 
returns and other 
income of £54m
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EEV Shareholders’ Funds 

Analysis of Movement in EEV shareholders’ funds – FY 2008 to HY 2009, £m

(491)

-8%

EEV Per Share = £5.44

14,956
1,246

(1,104)
13,720

EEV Per Share = £5.99

(108)(384)(216)
91 (226)(71) (53)

80

              Cash &         
      Free surplus              IFRS               EEVOverview

Opening 
shareholders’ 

funds

Operating 
Profit

Short term 
fluctuations 
excl. one-off 

hedging 
costs 

One-off 
hedging 
costs 

Actuarial 
loss on own 
DB pension 

scheme 

Economic 
assumption 
changes 

Impact of 
Taiwan 
agency 
transfer

Mark to 
market own 

debt

Tax and 
minority 
interest 

Dividend 
net of 
scrip 

FX impact Closing 
shareholders’ 

funds

Other
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IFRS Operating Profit - Group

IFRS Operating Profit – at AER, £m

              Cash &         
      Free surplus              IFRS               EEVOverview

+6%
647 688

HY 2008 HY 2009

Group

HY 2008 HY 2009

Life 
business

+26%

579
732

-22%
195 152

HY 2008 HY 2009

Asset 
management 
and other 
businesses

(127) (196)

HY 2008 HY 2009Other 
income and 
expenses

-54%
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IFRS Life Operating Profit

75
182 212

232

174
217

272
273

303

H1 2008 H2 2008 H1 2009

• UK increased by 11% H108 to H109

• US down 6% H108 to H109

• Asia increased by 183% H108 to H109*

IFRS operating profits – at AER, £m

629
579

732

US

Asia

UK

* Includes £63m one-off gain in H109 from Malaysia RBC
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IFRS Shareholders’ Funds

Analysis of Movement in IFRS shareholders’ funds – FY 2008 to HY 2009, £m

Per Share = £2.03 Per Share = £1.87

(226)

(216)

5,058

688
136

423

(621)

(298)(178)
4,720

-7%

(63)
17

75Other

(63)UK

165US

(41)Asia

HY 2009

              Cash &         
      Free surplus              IFRS               EEVOverview

Opening 
shareholders’ 

funds

Operating 
Profit

Short term 
fluctuations 
excl. one-off 

hedging 
costs 

One-off 
hedging 
costs 

Actuarial 
loss on own 
DB pension 

scheme 

Impact of 
Taiwan 
agency 
transfer

Dividend 
net of 
scrip 

FX impact Closing 
shareholders’ 

funds

OtherTax and 
other P&L 

items 

Unrealised 
losses 
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Policyholder liabilities – Shareholder-backed business 
Asia Life

Policyholder liabilities roll-forward – FY 2008 to HY 2009, at AER, £m

Opening liabilities Maturities, 
deaths and 
surrenders

CER opening 
liabilities

Investment 
return and 

others

Foreign 
Exchange

Closing 
liabilities

 

12,975

1,296 (324)
1,333

(1,574)

(3,508)

Net inflows

£972m

12.3% of CER opening 
policyholder liabilities in 

6 months

              Cash &         
      Free surplus              IFRS               EEVOverview

Disposal of 
Taiwan agency 

business

Premiums

10,198

7,893
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Free Surplus – Overview 
Free Surplus, a key area of management focus

Free Surplus
at the start 
of the year

Op. Variances 
& Changes in 
Assumptions

Stock of
Free Surplus 
available for 

uses in 
the year

+

+

=

Investment
in New Business

(NB Commissions and Capital 
required to support NB)

Impact of Taiwan 
transfer

Market-related
Movements

Free
Surplus

at the end
of the year

Expected 
profits from
In-Force &
Asset Mgt

Capital
Released

+

Free Surplus uses

Net Cash from
Businesses to Group

(Remittances – Capital 
injections)

=

              Cash &         
      Free surplus              IFRS               EEVOverview
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Free Surplus – Life & Asset Management 
 

Evolution of Free surplus – FY 2008 to HY 2009 at AER, £m 

Opening 
Free 

surplus

859

912

241

(502)

987 (375)

1,791

+108%

Underlying 
Free 

surplus 
generated

Market 
related 
items

Investment 
in new 

business

Impact of 
Taiwan 
agency 
transfer

Other 
movements 
and timing 
differences

Net cash 
remitted 
to Group

Closing 
Free 

surplus

(331)

Free 
surplus 
before 
Group 
actions

1,179

              Cash &         
      Free surplus              IFRS               EEVOverview
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Holding Company Cash Flows
Increased cash generation to support the dividend

HY 2006 HY 2007 HY 2008 HY 2009

Net cash remitted to Group

Corporate cash costs

Tax received

Dividend paid

Net holding company cashflow

*

Holding company cash flow – at AER, £m

181

(94)

(114)
155

(249)

283

201

(106)

(167)

34

334 (166)

255 (169)

(157)

86

375

248 (226)

22

              Cash &         
      Free surplus              IFRS               EEVOverview

88

Holding company cashflow pre dividend

24

87 30

* Excludes the sales proceeds of Egg (£527m) in 2007
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Underlying cash generation covers dividend

HY 2007

Underlying Free surplus generation – at AER, £m

Underlying Free surplus

Underlying Free surplus generationInvestment in new business

Net corporate cash costs

701

HY 2009HY 2008

Dividend net of scrip

(260)

(82)
(167)

192

843 (350)

(79)
(169)

245

912 (331)

(127)

(226)

228

              Cash &         
      Free surplus              IFRS               EEVOverview
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Financial performance - Summary

• Strong new business profitability and returns

• Controlled new business strain

• Strong life IFRS result

• Dividend supported by underlying cash flow growth
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• Performance on key financial metrics

– EEV
– IFRS
– Cash and Free Surplus

• Management of risk and capital

– Solvency and capital position
– Profile of asset portfolio

Financial Review



 30

IGD Capital
IGD surplus now £3bn

Evolution of IGD – £ bn

FY 2007 FY 20081 HY2009 
estimate

Solvency Ratio

148%

1.2

191%

1.9

152%

1.5

262%

2.5

0.5

Hybrid issue July 2009

     Asset 
        portfolioSolvency Capital

FY 2006

1.  Estimated at £1.4bn in 2008 Preliminary Announcement

IGD sensitivity analysis*

£(200)m

£(300)m

40% fall in equity 
markets

10x expected defaults

150bps fall in interest 
rates

£(650)m

* All sensitivities measured as at June 30th, 2009. The 40% fall in equity 
markets assumes a 20% immediate fall followed by a 20% fall over the 
next 20-trading days
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Credit charges and unrealised losses
Unrealised losses decreased by over £1bn in HY09

Total

Impairments

Realised 
losses

Defaults

377113660

32403240

420420

111100

TotalUKUSAsia

Breakdown of IFRS losses – 
HY2009, at AER, £m

US net unrealised losses – 
at AER, £m

Net Unrealised 
losses FY 2008

Net change in 
value of securities
over HY 2009

FX impact

Net Unrealised 
losses HY 2009

(2,897)

808

291

(1,798)

     Asset 
        portfolioSolvency Capital
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UK Asset Quality – Credit Reserve
Enough to withstand significant default and downgrade risk

• £11m of defaults and no net realised 
losses

• Downgrades of £3.4bn, 85% in financials

• Rolled over unused default provision in HY, 
New provisions

– Pillar 1 (IGD) 80   85bps
– IFRS 55   57bps

• Pillar 1 and EEV assumptions now 31% 
of spread widening vs 25% at end 2008

UK Shareholder Debt Securities 
Portfolio by rating* – HY2009, %

33%

12%33%

18%

4%

Total
 

£17bn

BBB

A

BB or below

AA

AAA

Strength of the £1.4bn Credit reserve

78% A or above

     Asset 
        portfolioSolvency Capital

* Ratings from different agencies aggregated for presentational purpose. Also includes internal ratings.
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In summary

• Continued strong operating performance

• Delivering on cash and capital

• Strong IGD position
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 35 *    Q2 2009 estimated35

0%
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4%

5%

6%

7%

8%

19
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20
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20
08

20
09

US Annuity Market – Variable Annuities  
Market share gains at increased margins

Jackson VA APE margin – in %

+22pp

49%

71%

HY 2008 HY 2009

Jackson VA market share – in %*
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Jackson annuity sales ($m APE) 
and market share*

36

US Annuity Market – Fixed Annuities  
Managing for value

23
16

28
37

77

FY 2005 FY 2006 FY 2007 FY 2008 HY 2009

Jackson FA APE margin – in %

77

Jackson net annualised yield 
on new assets – in %

0%

1%

2%

3%

4%

5%

6%

7%

8%

2001 2002 2003 2004 2005 2006 2007 2008 2009

Market average Jackson

*  2Q 2009 market share is estimated

7.0%
6.8%

6.3%

5.9%6%

FY 2006 FY 2007 HY 2008 FY 2008 HY 2009

Average FA crediting rates – in %
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US Asset Quality – Impairments and RMBS portfolio

Breakdown of the RMBS 
portfolio – at AER, £m 

76 102 51 87 66 54 36

Non – Agency
RMBS

2006/7 £102m
Pre 2006 £212m

Pre-tax impairments and other 
credit losses – at AER, £m 

H1 2008 H2 2008 H1 2009

RMBS Prime RMBS Alt-A

RMBS Subprime Piedmont Securities

Corporate Pref. stock and other

Credit realised losses

366

516

Fair Value Price

108

Total 
portfolio

2,195

155
185

261
304

314

3,414

Agency 
guaranteed

Sub-prime Senior 
pre-2005

Senior 
2005

Senior 
2006/07

Non-senior
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Hedging – Operational approach to VA hedging
Has generated an IFRS profit during the 18-month cycle

• Hedging program is done on ‘macro’ 
basis taking account of natural offsets in 
the book

• All internal risk limits are set using 
economic values and incorporate severe 
shocks

– Consideration is given to capital impact in 
cases where statutory requirements are 
higher than economic

• Strong preference for option-based 
strategy

– Appropriate charging allows for use of 
options in most environments

– Flexibility to use more dynamic hedging 
when implied volatility at historically high 
levels

• VA hedging incorporates all embedded 
guarantees as well as related fees

1,102 (636)

Jackson VA embedded derivative gains 
and losses affecting IFRS operating 
profit – January 2008 to June 2009, $m

Increase in 
value of 

guarantees

Derivative 
gain

DAC Impact on 
IFRS 

operating 
profit

Fee income 
less claims

71 (412)

125
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US – Priorities for future 
Industry trends playing to Jackson’s strengths

• Continue to grow VA book profitably

• Manage FAs for value

• Continue to explore bolt-on opportunities
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Asia – Overview
Sustaining market positions and maintaining financial discipline

15th Korea

13thTaiwan

11thThailand

3rdPhilippines

3rdHong Kong

3rdChina (foreign players only)

1st India (private players only)

1st/2ndMalaysia

1stVietnam

1stSingapore

1stIndonesia

RankCountry

* Based on latest information from Country Insurance Associations and Regulators

Market position in terms 
of Life New Business* 

New Business APE – at AER, £m

HY 2006 HY 2007 HY 2008 HY 2009

Regular 1/10th Single

87%

85%
86%

93%

553

648

478

379



 42

Asia – New Business Margins
Higher proportion of protection business driving increased margins

Product mix – % of APE Movement in NBP Margin – % of APE

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

HY 2006 HY 2007 HY 2008 HY 2009

Linked Non Linked Protection

8% 10%
22%

30%

HY 08 
NB 

Margin

Country 
Mix

Economic 
assumptions

Operating 
assumptions

Product 
& pricing

HY 09 
NB 

Margin

45.5%

0.8%
0.5%

0.8%

2.7% 50.3%
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Asia – EEV In-force profit
Market challenges in Korea causing disproportionate operating variances

 Asia 
Total

 Other than 
Persistency-

related
(net)

 (124)  (17)

Persistency-
related

Korea

11 other
markets

 (107)

(41)

(66)

• Korea is main source of persistency 
variances & changes of assumption in Asia

– Unfavourable market dynamics
– Customers’ savings behaviour changing as a 

result of market conditions
– Historical core product offering in investment-

related products 
– Conservative approach to EEV changes in 

assumption – No recovery assumed
– Persistency program underway

• Other markets also affected by change in 
customers’ behaviours but to a much lesser 
extent

– Only a few specific adverse cases closely 
monitored

• Total Asia assumption changes and 
variances still small relative 
to EV at 2.0%

Breakdown of Asia Operating Variances & Changes 
in Assumptions – HY09, at AER, £m
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Asia – Economic Outlook
Outlook for Asia remains compelling

Asia looks to be emerging from crisis more quickly than West:
• GDP growth recovering

• Equity markets outperforming

• Growth in intra Asia trade

Demographic trends will continue to drive demand for Life 
insurance: 

• Increasing wealth

• Low levels of household indebtedness

• Low penetration rates

• Limited welfare provision by state
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Asia – Prudential is exceptionally well placed
Leading positions in all the high growth markets

Middle East

China

Singapore

Thailand

Philippines

Vietnam

Malaysia Indonesia

RHOHong Kong RHO

India

Korea

Taiwan

Japan

Life business

Asset mgmt

Commercial Finance

Regional office



 46 Note: All data in £m APE at Constant Exchange Rates

Seeing signs of improvement in sales

0
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 47 Note: All data in £m APE at Constant Exchange Rates

Seeing signs of improvement in sales

Indonesia

0
5

10
15
20
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30
35
40
45
50

Q1 2009 Q2 2009

21%



 48 Note: All data in £m APE at Constant Exchange Rates

Seeing signs of improvement in sales
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 49 Note: All data in £m APE at Constant Exchange Rates

Seeing signs of improvement in sales
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 50 Note: All data in £m APE at Constant Exchange Rates
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Summary and outlook

• Business environment expected to remain difficult

• Consistent and compelling strategy

• Very well positioned to benefit from any market upturn

• Concentrating on the most profitable opportunities

• Focused management team
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Underlying cash generation covers dividend

FY 2006
Underlying Free surplus generation – at AER, £m

1,153

FY 2007

(554)

(73)

218

1,388

345

(544)

(243)

(825)

394

FY 2008*

(308)

(256)

1,680

(175)

(286)

Underlying Free surplus

Underlying Free surplus generationInvestment in new business

Net corporate cash costs

Dividend net of scrip

* As disclosed in the 2008 annual results
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New business profitability – Asia Life

APE Margin per country - % 

HY 
2009

HY 
2008

China 51% 45%

Hong Kong 66% 76%

Indonesia 51% 61%

India 16% 19%

Taiwan 15% 15%

Korea 33% 36%

Others 60% 62%

Total Asia Life 45% 50%
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IFRS Operating Profit – Asia Life

Breakdown of Asia Life IFRS operating profit – at AER, £m 

75

146

(71)

212

(47)

196

63

In-force 
profits

New 
business 

strain

Total

HY 2009HY 2008

In-force 
profits

New 
business 

strain

Total

Impact of 
Malaysia 

RBC change
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Policyholder liabilities – Shareholder-backed business 
Group

Policyholder liabilities roll-forward – FY 2008 to HY 2009, at AER, £m

Opening 
liabilities

CER Opening 
liabilities

Investments 
and others

Foreign 
Exchange

Closing 
liabilities

92,189

1,202 48

(7,530)

(3,508)

Disposal of 
Taiwan agency 

business

Asia 
net inflows

85,756

97281,151

2,383

US 
net inflows

UK 
shareholders’ 

net inflows

Net inflows

£2,222m

2.7% of CER 
opening reserves in 6 

months
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Policyholder liabilities – Shareholder-backed business 
US 

Maturities, 
deaths and 
surrenders

Investments 
and others

Foreign 
Exchange

45,361
3850 (2,648) 884

(5,955)

Net inflows

£1,202m

3.1% of CER 
opening reserves in 6 

months

Premiums

41,492
39,406

Opening 
liabilities

CER Opening 
liabilities

Closing 
liabilities

Policyholder liabilities roll-forward – FY 2008 to HY 2009, at AER, £m
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Policyholder liabilities – Shareholder-backed business 
UK

Shareholders’ 
maturities, 
deaths and 
surrenders

Investments 
and others

33,853
1,823 (1,775)

165

Net inflows

£48m

0.1% of 
opening reserves in 6 

months

Shareholders’ 
Premiums

34,066

Opening 
liabilities

Closing 
liabilities 

 

Policyholder liabilities roll-forward – FY 2008 to HY 2009, at AER, £m
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Invested assets – Group Overview
Shareholder assets 30% of total group assets

Other loans

Debt securities

Property Investments 

Other Investments

Equity

Deposits

Breakdown of Invested Assets – HY2009, £bn

Total

Commercial mortgage loans

4.1

89.4

10.5

6.1

56.1

8.8

179.5

Total 
Group

4.5

1.7

41.8

8.5

3.9

26.1

6.3

88.4

PAR 
Funds

0.1

2.8

0.0

6.7

0.6

0.3

29.3

0.8

0.0

Shareholder
s

Unit-
Linked

37.7

0.0

0.3

0.0

0.1

0.1

0.3

2.0

3.8

0.5

0.0

1.1

0.5

0.6

20.9

0.6

0.0

1.4

0.2

0.0

0.8

17.0

4.4

2.4

1.4

1.9

0.7

1.7

40.9

27.4 20.0 53.4

Asia Life US Life UK Life Total

0.0

1.6

0.0

0.5

0.1

0.0

1.0

Other

3.2
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INDICATIVE EXAMPLE

US asset quality – Overview of RMBS tranching
Senior vs Subordinated

BBB

A

B

BB

First Loss Piece
(Equity, not rated)

Senior Tranche
(AAA)

Mezzanine Tranche
(AAA)

AAA
Super-Senior Tranche

(2 times the normal AAA 
subordination)

AA

0.0%

0.20%

0.30%

0.50%

0.90%

1.50%

3.75%

7.5%

100.0%

0.0%

0.30%

0.65%

1.50%

1.70%

2.25%

4.95%

9.9%

100.0%

Prime Alt-A

• Senior tranches only 
experience ‘dollar for dollar’ 
losses

• Non-senior tranches 
experience losses which are 
leveraged on underlying losses
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US Asset Quality – Corporate Debt Portfolio (1/3)
 

US Shareholder Debt 
Securities Portfolio – 
Market value, £bn

Other 

RMBS

CMBS

21
AAA and

AA

3%

33%

55%

9%

BBB

BB and 
below

91% Investment Grade, 9% High Yield

H1 2009

Total
 

£14.9bn
A

HY

IG

Cor-
porate 

Bonds

36%
A or

above

Corporate Bond Portfolio, % by rating

3

2
1

14

1
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US Asset Quality – Corporate Debt Portfolio (2/3)

US Shareholder Debt 
Securities Portfolio – 
Market value, £bn

Other 

RMBS

CMBS

Cor-
porate 

Bonds

H1 2009

15%
8%

5%

4%

6%

5%

11%

5%

5%

3%

3%

11%

2%

3%

15%

Banking & Brokerage

Capital 
Goods

Consumer 
Cyclical

Consumer Non-
Cyclical

EnergyFinance & 
Investment

Insurance

Media

Real Estate

Services 
Cyclical

Services 
Non-

Cyclical

Technology & 
Electronics

Telecom

Utility

Basic 
Industry

Government        
< 1%

• Portfolio spread 
over 481 issuers, 
with an average 
holding of £28m

Total
 

£13.6bn

HY

IG

Investment Grade Corporate Bond Portfolio, % by sector
21

3

2
1

14

1
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US Asset Quality – Corporate Debt Portfolio (3/3)

US Shareholder Debt 
Securities Portfolio – 
Market value, £bn

Other 

RMBS

CMBS

Cor-
porate 

Bonds

H1 2009

HY

IG
9%

5%

5%

8% 9%

9%

8%

8%

8%

2% 5%

3%

14%

6%

Basic       
Industry

Capital 
Goods

Consumer 
Cyclical

Consumer 
Non-Cyclical

Energy

Finance & 
InvestmentInsurance

Media
Real Estate 

<1%

Services 
Cyclical

Services 
Non-

Cyclical

Technology & 
Electronics

Telecom

Utility

Banking & Brokerage

Total
 

£1.3bn

• Portfolio spread 
across 146 
issuers, with an 
average holding of 
£9m

High Yield Corporate Bond Portfolio, % by sector
21

3

2
1

14

1
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US Asset Quality – CMBS Portfolio

US Shareholder Debt 
Securities Portfolio – 
Market value, £bn

Other 

RMBS

CMBS

Cor-
porate 

Bonds

H1 2009

HY

IG

AAA

AA

BBB  2%
A

Total
 

£1.7bn

• Average credit enhancement 
of the portfolio is 30%

• 86% of the portfolio has 
credit enhancement of at 
least 20%

• 99% of 2005 and later bonds 
rated AAA

• 84% of the total AAA bonds 
are in Senior AAA tranche

CMBS portfolio, % by rating
21

89%

6%3%
3

2
1

14

1
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Exposure to the Banking sector
Limited exposure to Tier 1 and Tier 2 Hybrid

Breakdown of the Debt 
Securities Portfolio – at 30 June 

2009, %

74 90 27842468

Total
 

£40.9bn

12.4%

Exposure to Tier 1 and Tier 2 Hybrid debt of banks 
– £m

UK US Other Total

278 181 310 769

Less
than 2%

of the Debt 
Securities 
portfolio

Tier 1

Key Tier 1 and Tier 2 exposures to UK Banks 
– £m

Lloyds
Group Barclays RBS HSBC TotalOther

1,003 900 1,063 2,965

206 239 1,003191158209

Banks
Tier 2

Tier 1

Tier 2
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IGD Capital Movement since FY 2008

Movement from FY 2008 to date, £ billion

FY 2008

Internal capital generation
Taiwan sale impact
Hybrid debt (May 09)

1.5

0.3
0.8
0.4

Recognition of part of future with-profit transfers 0.4
US Credit (0.3)

HY 2009 2.5

Dividends (net of scrip) (0.2)

Hybrid Debt (July 2009) 0.5

13 August 2009 3.0

Other market related impact
F/X impacts and other

(0.2)
(0.2)
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980
1,092

Sources of IFRS Operating Profit – Total long-term business

HY 2008 HY 2009

Growth rate

+22%

+71%

IFRS Operating Profit* – at AER, £m

47%

19%

20%

-8%

-25%

* Excluding net expense margin, DAC amortization, and other items

14%

SpreadFee income

Insurance Income With-profits

43%

23%

13%

21%
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366 322

Sources of IFRS Operating Profit – UK

HY 2008 HY 2009

Growth rate

+32%

N/A

IFRS Operating Profit* – at AER, £m

51%
34%

8%

11%

46%

-36%

-26%

SpreadFee income

Insurance Income With-profits

* Excluding net expense margin and other items

54%

0% -5%
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444

553

Sources of IFRS Operating Profit – US

HY 2008 HY 2009

Growth rate

+20%

+177%

IFRS Operating Profit* – at AER, £m

57%

59%

8% 18%

-4%

* Excluding net expense margin, DAC amortization, and other items

33%

26%

SpreadFee income

Insurance Income
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170

217

Sources of IFRS Operating Profit – Asia

HY 2008 HY 2009

Growth rate

-3%

IFRS Operating Profit* – at AER, £m

15%21%

54%

63% +51%

* Excluding net expense margin and other items

7%

5%

SpreadFee income

Insurance Income With-profits

16%

18%

+10%
-8%
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