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PRUDENTIAL PENSIONS LIMITED
Incorporated and registered 1n England and Wales Registered No 992726

DIRECTORS' REPORT FOR THE YEAR ENDED 31 DECEMBER 2009

Principal activity

The principal activity of Prudenual Pensions Limited (the Company) in the course of 2009 was the wnting of
long-term insurance business n the Umted Kingdom This activity will continue in 2010

Business review

The Company accepts reassurance from The Prudential Assurance Company Limited 1n respect of corporate
pension schemes In addition the Company sells direct investment only business to group pension schemes
All of the Company’s products are unit-linked products The profits from the Company’s business accrue
solely to shareholders

The Company does not report against Key Performance Indicators in 1ts Business Review This 1s because
the Company 1s part of the wider Prudent:al plc Group and the Group’s business 15 managed on a divistonal
basis by UK Insurance Operations Key Performance Indicators exist for the management of the division, of
which this Company’s business forms a part  The divisional Key Performance Indicators can be found 1n the
Annual Report of Prudential plc

Market review and strategy

The operations of the Company are managed as part of the UK Insurance Operations (UKIO) of the
Prudential ple Group UKIO’s long-term products consist of life msurance, pension products and pension
annuities In 2009, 1t continued 1ts strategy of selectively competing 1n areas of the retirement savings and
income markets where 1t can generate attractive returns The Company remains focused on maximising value
from the opportumty afforded by the fast growing need for retirement solutions

Rusks & uncertainties

The Company 1s a wholly owned subsichary of the Group, Prudential plc and as such forms a part of the
overall nsk management process of the Group A significant part of the Group’s business involves the
managed acceptance of nsk The Group has a Risk Governance Framework requinng all businesses and
functions within the Group 1 ¢ including the Company, to establish processes for identifving, evaluating and
managing key risks The system of internal control 1s an essential and integral part of the nsk management
process As part of the annual preparation of its business plan, all of the Group’s businesses and functions
are required to carry out a review of nsks including an assessment of the impact and hikelihood of key risks
and effectiveness of the controls 1n place to manage them The assessment 1s reviewed regularly throughout
the year and all businesses and functions within the Group are required to confirm annually that they have
undertaken risk management Actual performance 1s regularly monitored against the busimess plans

Detailed procedures are laid down 1n financial and actuarial procedure manuals The insurance operations of
the Group, such as the Company, also prepare a financial condition report

Further detail about the key nsks and uncertainties affecting the Company 1s provided in the sections
financial nsk management, market risk, credit risk and liquidity risk in note 6 and n the financial statements
of the immediate parent company, The Prudential Assurance Company Limited, and the ultimate parent
company, Prudential ple

Performance and measurement

The results of the Company for the year as set out on pages 9 and 10 show a profit on ordinary activities
before tax of £3,147,000 (2008 Profit £12,146,000)

The shareholders’ funds of the Company total £23,286,000 (2008 £20,835,000)




PRUDENTIAL PENSIONS LIMITED

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

Corporate responsibility

The Company 15 a wholly owned subsidiary within the Prudential Group and corporate responsibility (CR) 1s
a philosophy that 1s firmly embedded 1n Prudential’s operations around the world as an integral part of how
the orgamsation does busmess The orgamsation strives to mummise the social, ethical and envirenmental
impact of 1ts activities and to maximise the opportunities The importance of engaging with stakeholders and
responding to thewr concerns 1s recogmised To do tlus the orgamsation maintains a regular dialogue and
conducts peniodic research on the 1ssues that matter most to them,

In 2009, financial mstitutions came under continued scrutmy as a result of the market turmoil Insurance
companies are, however, fundamentally different from banks because they invest in assets for the long-term
During the financial turmoil the orgamsation played a significant role to help stabilise the market by
providing liquidity dunng difficult times to the benefit of the whole economy

Insurance companies have a unique role 1n society by helping people manage uncertainty and plan for a more
secure future In this way, the orgamsation’s commercial value is linked to the social value of what 15 offered
to 1ts customers.

The approach to CR 1s underpinned by the orgamsation’s founding values of integnty, secunity and prudence
Throughout its 160-year history the organmisation has been commtted to helping its customers safeguard their
financial secunty and protect thewr famulies Thas, together with the contributien to the well-being of the
commumnties in which the orgamsation operates, 15 as strong today as 1t has always been

The Group, of which the Company 1s a part, has developed a Group Governance Framework which 1s
underpinned by a Group Governance Manual and associated processes In late 2008, the CR framework was
enhanced to further drive sustainability performance, provide greater focus to programmes and activities,
and to enable a more consistent approach to reporting The CR activities are framed around five core
themes-

Insightful and transparent products meeting customer needs
Best people for the best performung business

Protecting the environment

Supporting local communities

Accountability and govemance

h b R

While the Group sets the overall strategy for CR, the framework gives the Company the flexibility to
implement programmes that best meets 1ts markets This recognises that the people on the ground are closest
to thewr customers, and thetr commumties, and know best how to meet their needs and expectations

The Prudential plc 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 Below the Board, the Responsibility
Commuttee comprises senior representatives from relevant Group functions and each of our core businesses,
such as the Company This commttee 1s responsible for monitoning the Group’s CR activities and for
raising 1ssues that need to be addressed

Post balance sheet events
There have been no significant events affecting the Company since the balance sheet date

Accounts

The state of affairs of the Company at 31 December 2009 15 shown in the balance sheet on page 12 The
profit and loss account appears on pages 9 to 10

Share Capital

There were no changes 1n the Company’s share capital duning 2009
5




PRUDENTIAL PENSIONS LIMITED

DIRECTORS' REPORT FOR THE YEAR ENDED 31 DECEMBER 2009 (continued)
Dividend
No dividend 15 proposed for the year (2008 Nil)

Payment policy

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

Directors
The present directors of the Company are shown on page 3

Messrs M Thompson and 1 A Haasz resigned as directors of the Company on 30 November 2009 and 15
January 2010 respectively

Mr J Bettendge was appointed as a director of the Company on 16 December 2009

There were no other changes during the year

Financial nisk management

The Company’s objectives and policy in relation to the management of financial risk resulting from its
financial assets and habihities is to munimise any nisk  The Company’s exposure to financial nisk through s
financial assets and liabilities 1s not considered material to the assessment of the Company’s assets,
lhiabilities, financial position, and the profit and loss of the Company The Company’s exposure to financial
nsk 1s limited due to the matching of policyholder liabilities to attaching asset value movements for umt
hinked business

Dasclosure of information to auditor

The directors who held office at the date of approval of thus directors’ report confirm that, so far as they are
each aware, there is no relevant audit information of which the Company’s auditor is unaware, and each
director has taken all the steps that he ought to have taken as a director to make himself aware of any
relevant audit information and to establish that the Company’s auditor 1s aware of that information This
confirmation 1s given and should be interpreted in accordance with the provisions of Section 418 of the
Companies Act 2006

Auditor

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

Durectors’ and Officers’ Protection

Prudential plc has arranged appropnate imsurance cover in respect of legal action against directors and semor
managers of companies within the Prudential Group In addition, the Articles of Association of the
Company permit the directors, officers and employees of the Company to be indemnified 1n respect of
habilities incurred as a result of their office

On behalf of the Board of directors

Tl A
On behalf of Prudential Group Secretanal Services Limited

Julie McLeod
Secretary

26th March 2010




PRUDENTIAL PENSIONS LIMITED

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

The directors are responsible for preparing the Annual Report and the financial statements 1n accordance
with applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law
they have elected to prepare the financial statements 1n accordance with UK Accounting Standards and
applicable law (UK Generally Accepted Accounting Practice)

Under company law the directors must not approve the financial statements unless they are satisfied that they
give a true and fair view of the state of affairs of the company and of the profit or loss of the company for
that period In preparing these financial statements, the directors are required to

e select suitable accounting policies and then apply them consistently,
s make judgements and estimates that are reasonable and prudent,

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

» prepare the financial statements on the going concern basis unless 1t 1s mapproprate to presume that the
company will continue 1n business

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

The directors are responstble for the maintenance and integrity of the corporate and financial information

included on the company's website Legislation n the UK governing the preparation and dissemination of
financial statements may differ from legislation 1n other junsdictions.

D3I &l
D J Belsham
Darector

26th March 2010



INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF PRUDENTIAL
PENSIONS LIMITED

We have audtted the financial statements of Prudential Pensions Limited for the year ended 31 December
2009 set out on pages 9 to 30 The financal reporting framework that has been applied 1n their preparation is
applicable law and UK Accounting Standards (UK Generally Accepted Accounting Practice)

Thus report 1s made solely to the company's members, as a body, 1n accordance with Chapter 3 of Part 16 of
the Companies Act 2006 Qur audit work has been undertaken so that we mght state to the company's
mermbers those matters we are required to state to them 1n an auditors’ report and for no other purpose To the
fullest extent permtted by law, we do not accept or assume responsibility to anyone other than the company
and the company's members, as a body, for our audit work, for this report, or for the opimons we have
formed

Respective responsibilities of directors and auditors

As explained more fully 1n the Directors' Responsibilities Statement set out on page 7, the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and fair
view Our responsibility 1s to audit the financial statements i accordance with applicable law and
International Standards on Auditing (UK and Ireland) Those standards require us to comply with the
Auditing Practices Board's (APB's) Ethical Standards for Auditors

Scope of the audit of the financial statements

A description of the scope of an audit of financial statements 1s provided on the APB's web-site at
www frc org uk/apb/scope/UKP

Opinion on financial statements

In our opimion the financial statements

e give a true and fair view of the state of the company's affairs as at 31 December 2009 and of 1ts profit
for the year then ended,

s  have been properly prepared in accordance with UK Generally Accepted Accounting Practice, and

¢ have been prepared 1n accordance with the requirements of the Companies Act 2006

Opinion on other matters prescribed by the Companies Act 2006

In our opmmon the mformation given i the Directors' Report for the financial year for which the financial
statements are prepared 1s consistent with the financial statements.

Matters on which we are required to report by exception
We have nothing to report in respect of the following

Under the Companies Act 2006 we are required to report to you 1f, in our opimon

¢ adequate accounting records have not been kept, or returns adequate for our audit have not been received
from branches not visited by us, or

¢ the financial statements are not 1n agreement with the accounting records and returns, or
certain disclosures of directors' remuneration specified by law are not made, or
we have not received all the information and explanations we require for our audit

iy A

Chris Moulder (Senior Statutory Auditor)

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

I Canada Square

London

Ei14 5AG

26 March 2010



PRUDENTIAL PENSIONS LIMITED

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31 DECEMBER 2009

Long-term Business Technical Account

Investment income
Unrealised gains / (losses) on investment
Other technical income

Change 1n other technical provisions, net of reinsurance
Long term business provision, net of reinsurance

~ gross amount

- reinsurers’ share

Change n techmical provisions for linked habilities, net of reinsurance

Net Operating Expenses
- Acqusition costs
- Admunistrative expenses

Investment expenses and charges

Foreign exchange (losses) / gains
Interest payable

Tax atiributable to long term business

Balance on the long-term business technical account

All of the amounts above are n respect of contimnng operattons

The accounting policies and notes on pages 13 to 30 form an integral part of these financial statements

Notes

Lo A

2009 2008
£000 £000
208,893 103,367
998,432 (1,383,504)
25,273 27,865
1,232,598 (1,252,271)
2,855 5,071
(2,855) {5,552)

- (481)
(1,168,980) 1,042,008
(1,168,980) 1,041,527
(1,040) (1,486)
(7,448) (4,732
(9,902) (4,375)
(35,473) 237,912
(442) (2,336)
(2,928) (5,348)
{61,233) 219,635
2,385 8,890




PRUDENTIAL PENSIONS LIMITED

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

Non-Technical Account 2009 2008
Notes £000 £000
Balance on the long-term business technical account 2,385 8,890

Tax credit atttibutable to the balance on the long-term business

technical account 3 671 2,602
Balance on the long term business technical account before tax 3,056 11,492
Investment income 2 87 636
Bank interest recervable 2 4 18
Operating profit on erdinary activities before tax 3,147 12,146
Tax on profit on ordinary activaties 3 (696) (2,788)
Profit for the financial year 2,451 9,358

The Company has no recognised gains or losses other than those reported n the profit and loss account

In accordance with the amendment to Financial Reporting Standard 3 (FRS 3) publshed in June 1999 no note of
historical cost profits has been prepared as the Company’s only matenal gains and losses on assets relate to the holding
and disposal of investments

All of the amounts above are n respect of continuing operations

The accounting policies and notes on pages 13 to 30 form an integral part of these financial statements

10




PRUDENTIAL PENSIONS LIMITED

RECONCILIATION OF MOVEMENT IN SHAREHOLDERS’ FUND
FOR THE YEAR ENDED 31 DECEMBER 2009

Shareholders’ fund at the beginning of the year

Profit for the financial year

Shareholders® fund at the end of the year

2009 2008
£000 £000
20,835 11,477
2,451 9,358
23,286 20,835

The accounting pohcies and notes on pages 13 to 30 form an ntegral part of these financial statements



PRUDENTIAL PENSIONS LIMITED

BALANCE SHEET AS AT 31 DECEMBER 2009

2009 2008

Notes £000 £000
ASSETS
Investments
Other financial investments 6 48,324 39,050
Assets held to cover linked habihties 8 8,203,783 6,913,070
Reinsurers’ share of technical provisions
Long term business provision 9,10 71,212 80,067
Technreal provision for linked habilities 9,10 974,365 581,780
Debtors
Other debtors 12 9,565 11,224
Other assets
Cash at bank and 1n hand 13 6,421 2,437
Prepayments and accrued income 124 2,401
Total assets 9,319,794 7,630,029
LIABILITIES
Capital and reserves
Called up share capital 15 6,000 6,000
Capital redemption reserve 9 4,088 4,088
Profit and loss account g 13,198 10,747
Total shareholders’ funds attributable to equity interests 23,286 20,835
Technical provisions
Long term business provision 9,10 71,712 80,567
Claims outstanding 9 366 366
Technical provisions for linked liabilities 9 9,178,148 7,470,802
Provisions for other risks and charges
Deferred taxation 3 7,994 4,695
Creditors
Other creditors including taxation and social security 11 32,288 52,764
Total liabilities 9,319,794 7,630,029

The accounts on pages 9 to 30 were approved by the board of directors on 26th March 2010

DI ol

D J Belsham
Director



PRUDENTIAL PENSIONS LIMITED

ACCOUNTING POLICIES
(28)  Change in accounting policies

The Company has implemented the following changes in prepanng its results for the year ended 31 December 2009
These standards closely reflect the requirements of International Financial Reporting Standards (IFRS) and form part of
the continuing convergence of IFRS 1n the UK

Amendments to FRS 29 — Improving Disclosures About Financial Instruments

In May 2009 the Accounting Standards Board (ASB) approved the ‘Amendments to FRS 29 — Improving Disclosures
About Financial Instruments’, effective from 1 January 2009, which requires enhanced disclosures about fair value
measurements and liqudity nsk  The amendments inchide the introduction of a three-level hierarchy for fair value
measurement disclosures and addihonal disclosures about the relative reliability of fair value measurements This has
been included 1n Note 6

Amendments to FRS 8 — Related Party Transactions

The amendments to FRS 8§ ‘Related Party Transactions’ became effective for the Company 1n 2009 The Company 1s
required under the amendment to disclose any transactions with subsidianies which are not wholly-owned The
Company did not have any disclosable transactions under this amendment

Additionally, in 2009, the Company also adopted the following new accounting pronouncements for which their
adoptien has no material impact on the financial statements of the Company

*  Amendment on FRS 26 financial instruments — eligible hedged items

*  Amendments to UITF Abstract 42 and FRS 26 — Embedded Denvatives

*  Amendments to FRS 20 ‘Share-based Payment — Vesting Conditions and Cancellations’

* Improvements to Financial Reporting Standards

(b)  Basis of presentation

The financial statements are prepared 1in accordance with Part 15 of the Companies Act 2006 and Schedule 3 of The
Large and Medium-sized Compames and Groups (Accounts and Reports) Regulations 2008 The financial statements
comply with applicable accounting standards and the ABT SORP, and have been prepared under the historical cost
accounting rules, modified to include the revaluation of investments

The Company has taken advantage of the exemption under FRS1 (Revised) from preparing a cash flow statement The
Company has not presented a capital position statement with supporting disclosures under FRS 27 on the basis that the
Company 1s more than 90 per cent owned within a group and the Company 1s included in the publicly available
Prudential group financial statements which provide information on a group basis complying with this requirement

Gomng concern

The directors have a reasonable expectation that the Company will be able to continue 1n operattonal existence for the
foreseeable future and thus continue to adopt the going concern basis of accounting n preparing the financial
statements This conclusion has been based upon the following the Company 15 a subsidiary within the Prudental
Group and 1t, its parent company and the ulimate parent company are continuing to trade and there are no plans for
liquidation, the Company has a healthy solvency margin, well 1n excess of the regulatory capital resource requirement
(Note 7 on page 26), generates positive cashflows and has very low debt-financing In addition consideration has also
been given to the Company’s performance, the market in which 1t operates, its strategy and risks and uncertainties, as
set out 1 the Business Review on pages 4 and 5, the management of financial risk as set out in Note 6, including its
exposure to liquadity risk and credit risk

() Long term business

Under FRS 26, the measurement basis of assets and habilities of long term business contracts 1s dependent upon the
classification of the contracts as erther insurance contracts, if the level of insurance nisk 1s sigmficant, or investment
contracts 1f the rnisk is nsignificant A further distinction 1s made between mvestment contracts with and without
discretionary participation features Discretionary participation features represent the conmtractual nght to receive
addittonal benefits as a supplement to guaranteed benefits The Company has no investment contracts with discretionary
participating features The Company’s contrzcts are mamnly umt-linked contracts which are nvestment contracts
without discretonary participating features Insurance contracts and wnvestment contracts with discretionary
participation features are accounted for under previously apphied UK GAAP, as set out in the ABI SORP

13




PRUDENTIAL PENSIONS LIMITED

ACCOUNTING POLICIES (continued)

(c)  Long term business - continued

Investment contracts without discretionary participation features are accounted for as financial habihities under FRS 26
and, where relevant the provisions of the ABI SORP in respect of the attaching investment management features of the
contracts FRS 26 applies a different accounting treatment to these contracts than the previously apphed UK GAAP
primarily n respect of deferred acquisition costs, deferred income reserves, and provisions for future expenses
commonly called “sterling reserves™ (see below)

A further feature 1s that investment contracts without discrenonary participation features are closer in nature to a deposit
style arrangement between the investors and the Company Premums and withdrawals for these contracts are recorded
within the balance sheet as a movement on the investors' habihity and the long-term business technical account reflects
the fee income, expenses, and taxation on the contract The provisions for investment contracts without discretionary
participation features are included in Technical Provisions for Linked Liabilities in the balance sheet

Techmcal account treatment

For umt hnked business, premiums are accounted for when the habiliigs arsing from the premiums are created
Premwms exclude any taxes or duties based on premmums Pensions annuity contracts that vest during the year are
included a1 claims incurred and premum income at the annuity purchase price

Claims paid include maturities, anmuties, surrenders, and death Matunty claims are accounted for on the policy
maturity date  Annuity claims are accounted for when the annuity becomes due for payment Surrenders are accounted
for when paid and death claims when notified

Under FRS26, the accounting treatment for investment contracts without discretionary participation features reflects the
depostt nature of the arrangement with premiums and claims reflected as deposits and withdrawals taken directly to the
balance sheet as a movement on the investors hability with the long-term technical account reflecting fee income,
expense, and taxation on these contracts

Sterling reserves are not permtted to be recogmsed under FRS26 for investment contracts
(d) Investments

Investment income and reahised and unreahsed gains in respect of long-term business are included 1n the long-term
business technical account Other investment income and realised gains and, except in respect of shareholder
investments 1n subsidiaries, unrealised gains are 1ncluded in the non-techmcal account

Realised gans are determined as the difference between net proceeds on disposal and the purchase price Movements
unrealised gains comprise the change in the value of investments held at the balance sheet date and the reversal of
unrealised investment gains and losses recognised 1n earlier accounting penods n respect of investment disposals

Under FRS826, upon imitial recognition financial investments are recognised at fair value Subsequently, the Company 1s
perrmitted, subject to specific cnitena, to designate its investments as either financial investments at fair value through
profit and loss, financial investments held on an available-for-sale basis, financial investments held to matunity, or loans
and recervables The Company holds financial investments on the following bases

(1) Fmancial tvestments at fair value through profit and loss — this comprises assets designated by
management as fair value through profit and loss on inception and denvatives which deemed to be held
for trading These mvestments are valued at farr value with all changes thereon being recogmsed 1 the
profit and loss account

The Company uses bid prices to value its quoted financial investments Actively traded investments
without quoted prices are valued using external broker bid prices If there 1s no active established market
for an investment, the Company applies an appropriate valuation techmique such as discounted cash flow
technmique

14




PRUDENTIAL PENSIONS LIMITED

ACCOUNTING POLICIES (continued)
(d) Investments - continued

(n) Loans and receivables — this comprises investments that have fixed or determinable payments and are not
designated as fair value through profit and loss or available-for-sale These investments include loans
secured by mortgages, deposits and loans to policyholders and other unsecured loans and receivables
These mvestments are carried at amortised cost using the effective interest method and subject to
impairment reviews The Company measures the amount of the impairment loss by companng the
amortised cost with the present value of its estimated future cash flows discounted at the original effective
Interest rate

Properties are valued annually by professional external valuers at market value as defined in the Appraisal and
Valuation Manual 1ssued by the Royal Institute of Chartered Surveyors in particular Practice statement 32  In
accordance with SSAP 19, no depreciation 15 provided on mvestment properties as the directors consider that to
depreciate them would not give a true and fair view

(¢)  Long term business provision

The long term business provision 1s determined by the Company's directors based on advice from the Company’s
actuanal function holder, who determined the provision using recogmised actuanal methods, with due regard to the
actuarial principles laid down 1n Directive 2002/83/EC It 1s calculated imtially on a statutory solvency basis to comply
with the reporting requirements under the Financial Services and Markets Act 2000 The valuation 1s then modified to
remove certain resihence, contingency and other reserves required by the Prudential Sourcebook 1ssued by the Financial
Services Authority

(3] Reinsurance

In the normal course of business the Company seeks to reduce loss exposure by reimnsunng certain levels of risk 1n
various areas of exposure with other wnsurance compames or reinsurers An asset or hability 15 recogmsed n the
balance sheet representing premiums due to or payments due from remsurers and the share of benefits and claims
recoverable from remnsurers The measurement of reinsurance assets 18 consistent with the measurement of the
underlywng direct insurance contracts

g Allocation of surpluses

Surpluses ansing from linked long term business, as a result of the annual investigation of the long term business, are
carmied forward to the profit and loss account

(h) Tax

Tax 1s charged on all taxable profits ansing in the accounting period Except where otherwise required by accounting
standards, full provision for deferred tax without discounting 1s made for all iming differences which have ansen but
not reversed at the balance sheet date, in compliance with Financial Reporting Standard 19 (FRS 19)

(i) Cash flow statement

The Company has taken advantage of the exemption under FRS 1 (Revised) from preparing a cash flow statement

d) Foreign currencies

Foreign currency assets and habihities are translated at year end exchange rates Foreign currency revenue transactions

are translated at rates ruling at the transaction dates, except for accrued revenue items that are translated at year end
exchange rates




PRUDENTIAL PENSIONS LIMITED

NOTES ON THE FINANCIAL STATEMENTS

1. Segmental analysis
(a) Gross Premiums

Premiums compnse corporate pension business For premiums 1n respect of corporate pension business investment nisk
1s borne by policyholders and transacted within the UK All direct single and regular premiums are group pension
business Premiums for 2009 and 2008 are ni as all business 1s investment contracts without discretiorary participation
features and are deposit accounted, as described in the accounting policies part (c)

2009 2008

£000 £000

Regular premiums — direct, pensions 544 848
New Business

Single premiums

- direct

penstors 699,821 1,027,028

external rexnsurance 33,568 18,928

- Intragroup reassurance accepted, pensions 647,247 708,786

1,380,636 1,754,742

New business premums mclude those contracts excluded from premium income 1 the technical account under FRS26
and the ABI SORP (as amended in December 2006) These are investment coniracts without discretionary participation
features and carry no significant insurance risk

The annuahised gross value of new regular premiums 1s £N1] (2008 £Nit) All new business premiums are 1n respect of
mvestment hnked contracts

{(b)  Assets attributable to the long term business fund

Of the total amount of assets shown on page 12, £9,308,219,000 (2008 £7,618,520,000) 1s attributable to the long term
business fund

16




PRUDENTIAL PENSIONS LIMITED

NOTES ON THE FINANCIAL STATEMENTS (continued)

2. Investment return

Investment Income
Income from land and bmldings
Income from listed investments
Income from other investments

Loss on the realisation of investments

Investment expenses and charges
Investment managers’ expenses

Unrealised (losses) / gains on investments
Debt secunities
Linked assets

Exchange (losses) / gains on investments

Bank interest (payable) /receivable
Intragroup 1nterest (payable)

Total investment return

3. Tax on profit on ordinary activities

(a)  Analysis of charge in the period

Current tax
UK Corporation tax on profits of the perniod
Adjustments 1n respect of previous years

Foreign tax
Total current tax

Deferred tax

Adjustment 1n respect of previous years
Orngmation and reversal of ttming difference
Tax charge on profit on ordinary activities

Long-term bustness
Technical account

Non-Technical account

2009 2008 2009 2008
£000 £000 £000 £000
28,072 30,646 - -
280,319 288,484 - .
11,438 29,776 87 636
(110,936) (245,539) - -
208,893 103,367 87 636
(9,902) 4,375) - -
(205) 114 - -
998,637 (1,383,618) - -
(39,473) 237,912 - -
(67 (1,149) 4 18
(375) (1,187) - .
1,157,508 (1,048,936) 91 654

Long-term business
technical account

Non technical account

Shareholder tax attributable on the balance on the long term business technical account:

Current tax
Deferred tax

Total

2009 2008 2009 2008
£000 £000 £000 £000
(2,691) 1,989 25 186
63 (642) - -
(2,628) 1,347 25 186
2,257 2,746 - -
370) 4,093 25 186
(263) - - -
3,562 1,255 - -
2,928 5,348 25 186
(2,628) 1,347

3,299 1,255

671 2,602

696 2,788




PRUDENTIAL PENSIONS LIMITED

NOTES ON THE FINANCIAL STATEMENTS (continued)
3. Tax on profit on ordinary activities {continued)
{(b)  Factors affecting tax charge for period

The tax charge 1n the period 1s lower than the effective rate of corporation tax 1n the UK and the differences are
explained below

The standard rate of tax has been determined by using the UK rate of corporation tax i force for the period for which
the profits of the company will be taxed The rate of corporation tax in the UK fell to 28% with effect from 1 Apnl
2008 The effective rate applying for the year to 31 December 2008 1s therefore 28 5% and 31 December 2009 28%

2009 2008
£000 £000
Profit on ordinary activities before tax 3,147 12,146
Profit on ordinary activities multiphed by effective rate of corporation tax n 881 3,462
the UK of 28% (2008 28 5%}
Effects of
Permanent differences 15 (32)
Deferred tax recognised 1n period (3,562) (1,255)
Adjustments to current tax 1n respect of previous penods 63 (642)
Current tax charge for the period {2,603) 1,533
(c) Balance sheet
2009 2008
£000 £000
Provision for Deferred Tax
Policy reserves 7,994 4,695
Undiscounted provision for deferred tax hability 7,994 4,695
Deferred tax hability at start of the perod 4,695 3,440
Deferred tax charged in technical/non-techmcal
account for the period 3,299 1,255
Deferred tax hability at the end of period 7,994 4,695

4. Auditors’ remuneration
The remuneration of the auditors 1n respect of the audit of the Company's accounts amounted to £60,000 (2008 total

audit fee £50,007)} The remuneration of the auditors in respect of other services pursuant to legislation, including the
audit of the regulatory return amounted to £7,500 (2008 £8,000)
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PRUDENTIAL PENSIONS LIMITED

NOTES ON THE FINANCIAL STATEMENTS (continued)

5. Directors’ emoluments and staff costs

During the year the directors of the Company recerved the following emoluments n respect of work on behalf of the

Company

Aggregate emoluments and benefits

2009
£000

11

2008
£000

11

Retirement benefits are accruing for the directors under the Group’s defined benefit scheme The Company has no
employees (2008 Nil) Included within net operating expenses are amounts paid 1n return for management services

provided to the Company by other group companies

6. Investments

Other financial investments
Debt secunties and other fixed income securities
Deposits with credit institutions

Current value Cost

2009 2008 2009 2008

£000 £000 £000 £000
11,824 2,050 11,633 1,654
36,500 37,000 36,500 37,000
48,324 39,050 48,133 38,654

All debt secunities and other fixed income securities are listed on a recognised UK investment exchange

A. Finanaial instruments

(1) Designation and fair values

All financial assets are designated as either fair value through profit and loss or loans and recervables and financial

liabilitres are all at amortised cost (in both years)

2009 Fair value Loans and Total Fair value
through recelvables carrying
profit and value
loss
£000 £000 £000 £000
Financial Assets
Deposits with credit institutions - 36,500 36,500 36,500
Debt secunties 11,824 - 11,824 11,824
Accrued investient mncome - 124 124 124
Other debtors - 1,557 1,557 1,557
Cash at bank and i1n hand - 6,421 6,421 6,421
Total 11,824 44,602 56,426 56,426
2008 Fair value Amortised Total Fair value
through Cost carrymg
profit and value
loss
£000 £000 £000 £000
Financial Liabilities
Creditors anising out of reinsurance operations - 4,799 4,799 4,799
Other creditors - 27,487 27,487 27,487
Investment contracts without discretionary
participating features 9,178,148 - 9,178,148 9,178,148
Total 9,178,148 32,286 9,210,434 9,210,434
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PRUDENTIAL PENSIONS LIMITED

NOTES ON THE FINANCIAL STATEMENTS (continued)

6 Investments {continued)

(i) Designation and fair values (continued)

2008 Fair value Loans and Total Fair value
through receivables carrying
profit and value
loss
£000 £000 £000 £000
Financial Assets
Deposits with credit institutions - 37,000 37,000 37,0600
Debt secunties 2,050 - 2,050 2,050
Accrued thvestment income - 2,401 2,401 2,401
Other debtors - 252 252 252
Cash at bank and 1n hand - 2,437 2,437 2,437
Total 2,050 42,090 44,140 44,140
2008 Fair value Amortised Total Fair value
through Cost carrying
profit and value
loss
£000 £000 £000 £000
Financial Liabilities
Creditors arising out of direct insurance - 340 340
operations
Other creditors - 28,374 28,374 28374
Investment contracts without discretionary
participating features 7,470,802 - 7,470,802 7,470,802
Total 7,470,802 28,714 7,499,516 7,499,516

(i) Determination of fair value

The fair values of the financial assets and habilities as shown n the table above have been determined on the following
bases

The fair values of the financal instruments for which fair valuation 1s required under UK GAAP are determined by the
use of current market bid prices for quoted investments, or by using quotations from independent third-parties, such as
brokers and pricing services or by using approprate valuation techniques Investments valued using valuation
techniques include financial investments which by their nature do not have an externally quoted price based on regular
trades and financial investments for which markets are no longer active as a result of market conditions e g market
illhiquidity The valuation techmques used include comparison to recent arm’s length transactions, reference to other
instruments that are substantially the same, discounted cash flow analysis, option adjusted spread models and, if
applicable, enterprise valuation These techmques may include a number of assumptions relating to variables such as
credit nisk and interest rates Changes in assumptions relating to these varables could positively or negatively impact
the reported fair value of these instruments When determining the inputs into the valuation techniques used priority 13
given to publicly available prices from independent sources, when available but overall, the source of pricing 1s chosen
with the objective of armving at a fair value measurement which reflects the price at which an orderly transaction would
take place between market participants on the measurement date

The fair value estimates are made at a specific pomnt in time, based upon available market information and judgements
about the financial mstruments, including estimates of the tiiming and amount of expected future cash flows and the
credit standing of counterparties Such estimates do not reflect any premium or discount that could result from offering
for sale at one time the Company’s entire holdings of a parttcular financial instrument, nor do they consider the tax
impact of the realisation of unreahsed gains or losses from selling the financial instrument being fair valued In some
cases the fair value estimates cannot be substantiated by companson to independent markets, nor can the disclosed
value be realised in immediate settlement of the financial mstrument
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PRUDENTIAL PENSIONS LIMITED

NOTES ON THE FINANCIAL STATEMENTS (continued)
6 TInvestments (continued)
(ii) Determinatfion of fair value - continued

The leans and receivables have been shown net of provisions for impairment The fair value of loans has been estimated
from discounted cash flows expected to be received The rate of discount used was the market rate of interest

The estimated fair value of denvative financial instruments reflects the estimated amount the Group would recerve or
pay in an arm’s length transaction This amount 1s determined using quoted pnces if exchange listed, quotations from
independent third-parties or valued internally using standard market practices

The fair value of borrowings 1s based on quoted market prices, where available

The fair value of other financial habilities 1s determined using discounted cash flows of the amounts expected to be
paid

Level 1, 2 and 3 fair value measurement hierarchy of financial instruments

In May 2009 FRS 29 ‘Financial Instruments Disclosures’ was amended by the ASB to require certamn additional
disclosures to be included in the financial statements This ncludes, as 15 presented below, a table of financial
mstruments carmed at fair value analysed by level of the FRS29 defined fair value hierarchy This lierarchy 1s based on
the inputs to the fair value measurement and reflects the lowest level input that 1s significant to that measurement
FRS29 does not require comparatives to be provided 1n the year of adoption

The classification entena and its application to the Company can be summarised as foliows

Level 1 - quoted prices (unadjusted) in active markets for identical assets and habilities

Level ! principally includes exchange hsted equities, mutual funds with quoted prices, exchange traded denvatives such
as futures and options, and national government bonds unless there 1s evidence that trading 1n a given instrument 15 so
infrequent that the market could not possibly be considered active Tt also includes other financial instruments where
there 15 clear evidence that the year end valuation 1s based on a traded price in an active market

Level 2 - inputs other than quoted prices included within level 1 that are observable either directly (i.e. as prices)
or indirectly (1.e. derived from prices)

Level 2 principalty includes corporate bonds and other non-national government debt securiies which are valued using
observable inputs, together with over-the-counter denvatives such as forward exchange contracts and non-quoted
investment fund valued with observable mputs It also includes investment contract liabilities that are valued using
observable inputs

In addition level 2 can include debt secunities that are valued internally using standard market practices None of the
level 2 debt secunties are valued internally in the current year The company’s usual policy for valiing such securities
1s to use matrix pricing, which 1s based on assessing the credit quahty of the underlying borrower to derive a suitable
discount rate relative to government secunties Under matnx pricing, the debt secunties are priced taking the credit
spreads on comparable quoted public debt secunities and applying these to the equivalent debt instruments factoring a
specified liquidity premum  The significance of the parameters used 1n this valuation technique are readily observable
in the market and, therefore, are not subject to interpretation

Level 3: Significant inputs for the asset or liability that are not based on ebservable market data (unobservable
inputs)

Level 3 principally includes investments 1n private equity funds, imvestments in property funds which are exposed to
bespoke properties or nisks, investments which are internally valued or subject to a sigmificant number of unobservable
assumptions and certain derivatives which are bespoke or long dated It also includes debt secunities which are rarely
traded or traded only in pnivately negotiated transactions and hence where 1t 15 cifficult to assert that these have been
based on observable market data The inherent nature of the vast majonty of these assets means that, in normal market
conditions, there is unlikely to be sigmificant change 1n the specific underlying assets classified as level 3
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PRUDENTIAL PENSIONS LIMITED

NOTES ON THE FINANCIAL STATEMENTS (continued)
6. Investments (continued)
(1i) Determination of fair value (continned)

31 December 2009

Level 1 Level 2 Level 3 Total
£000 £000 £000 £000
Unit-linked
Equity securities 4,006,185 - - 4,006,185
Debt securities 1,485,617 2,762,942 - 4,248,559
Other mvestments (including derivative assets) 13,811 814 - 14,625
Total financial investments 5,505,613 2,761,756 - 8,269,369
Percentage of total 67% 313% - 100%

Reconcihation of movements in level 3 financial instruments measured at fair value

The fotlowing table reconciles the value of level 3 financial instruments at 1 January 2009 to that presented at 3!
December 2009 Total gams and losses recorded in the long-term techmical account in the peried represents realised
gains and losses, including interest and dividend income, unrealised gains and losses on financial instruments classified
at fair value through profit and loss and foretgn exchange movements on overseas investments All these amounts are
included withia “investment income™ and “unrealised gains (losses) in the long-term technical account

Atl Total gams Purchases Sales Transfers  Transfers At 31 Dec

Jan or {losses) into level out of level 2009
2009 in long- 3 3
term
technical
account
£000 £000 £000 £000 £000 £000 £000
Unit-linked
Debt securities 3,339 (202) - - - (3,137) -

Transfers between level 1 and level 2
There have been ro significant transfers between level 1 and level 2 duning the year

B. Market Risk

The financial assets and liabilities attaching to the Company’s hife assurance business are, to varying degrees, subject to
market risk that may have a material effect on the profit or loss and equity

Market risk 15 the nisk that the fair value or future cash flows of a financial instrument or, 1n the case of habilities of
insurance contracts, thewr carrying value will fluctuate because of changes in market prices

Market nisk comprises four types of risk, namely
* Interest rate nsk due to changes 1n market 1nterest rates,
+  Liguidity nsk inability to meet payment of obhigations 1n a timely manner at a recasonable cost or the nsk of
unexpected increases in the cost of funding the portfohio at appropnate maturities or rates
*  Currency nsk due to changes m foreign exchange rates, and
+  Other pnice nsk due to fluctuations in market prices (other than those ansing from terest rate nsk or
currency nsk)

Due to the matching of policyholders habihities to attaching asset value movements the umt-linked business 1s not
directly affected by market nisk The principal factor affecting the results 1s investment performance through fund
management fees
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PRUDENTIAL PENSIONS LIMITED

NOTES ON THE FINANCIAL STATEMENTS (continued)

6. Investments (continued)

(i) Interest rate rnsk

The following table shows an analysis of the classes of financial assets with direct exposure to interest rate nsk Each
apphcable class of the Company’s assets or habilittes are analysed between those exposed to fair value interest rate nsk,
cash-flow interest rate nsk and those with no direct nterest rate nsk exposure Interest rate nsk 1s munimal for the
shareholder assets as the deposits are all less than one month, whereas for the unit-linked assets the risk 1s borne by the

policyholders

2009

Financial Assets

Deposits with credit institutions
Debt secunties

Cash at bank and in hand

2008

Financial Assets

Deposits with credit institutions
Debt secunties

Cash at bank and in hand

Effective interest rates

2009

Financial Assets
Deposits with credit institutions
Cash at bank and 1n hand

2008

Financial Assets
Deposits with credit institutions
Cash at bank and 1n hand

Fair value Cash flow Total
interest rate interest rate
risk risk

£000 £000 £000

- 36,500 36,500

11,824 - 11,824

- @ - 6,421 6,421

11,824 42,921 54,745

Fair value Cash flow Total
interest rate nterest rate
risk risk

£000 £000 £000

- 37,000 37,000

2,050 - 2,050

- 2,437 2,437

2,050 39,437 41,487

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

£000

36,500
6,421

42,921

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

£000

37,000
2,437

39,437
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Range of effective interest rate
applicable as at 31*' December
2009

%

043 % -060%
04%

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

%
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PRUDENTIAL PENSIONS LIMITED

NOTES ON THE FINANCIAL STATEMENTS (continued)

6. Investments (continued)
Liquidity Analysis

(ii) Contractual maturities

The following table details the maturity dates of the financial instrument

2009

Financial Assets

Deposits with credit institutions

Debt secunities (UK Govt Stock)
Debt secunities (UK Govt Stock)

2008

Financial Assets
Deposits with credit institutions

Debt secunties (UK Govt Stock)

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

£000

36,500
1,989
9,835

48,324

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

£000

37,000
2,050

39,050

Maturing

Less than one year
07/12/2015
07/12/2030

Maturing

Less than one year

071212015

Maturity prefile for investment contracts and durations of long-term business contracts on an undiscounted

basis

The majonty of the In Force business consists of pooled investment vehicles used for Pension Scheme business which
by nature do not have any contractual repricing or matunty dates, as the benefits are the realisation values of the units
held 1n the internal linked funds and may be surrendered at any time

{in) Sensitivity to interest rate movement

The estimated sensitivity of the Company to a movement n interest rates (including assumed investment returns for all
asset classes, market values of debt securities and all nsk discount rates) of 1% and 2% 1s as follows

Carrying value of debt securnities
Interest on deposits with credit institutions
Related tax effects

Net sensitivity of profit after tax and
shareholders’ funds

31 December 2009

Fall of 1% Fall of 2% Rise of 1% Rise of 2%
£000 £000 £000 £000

1,311 2,622 (1,311) (2,622)

(206) (206) 429 858

(309) (676) 247 494

796 1,740 (635) {1,270)
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PRUDENTIAL PENSIONS LIMITED

NOTES ON THE FINANCIAL STATEMENTS (continued)
6. Investments (continued)

C Credit Risk

(1) Currency risk and geographical concentration

All the financial assets are denominated i pounds sterling and none are exposed to credit nsk outside the United
Kingdom

{ii) Concentration of credit risk

The following table summarises by rating the securities held by the Company as at 31 December 2009 and 2008

2009 2008

£000 £000

AAA 11,824 2,050
AA - 2,000
A+ - 6,000
A 8,000 22,000
A- 28,500 7,000
48,324 39,050

Unmit-hnked 8,203,783 6,913,070
Total assets beanng credit risk 8,252,107 6,952,120

There 15 minimal credit nsk for the Company on the Unit linked contracts as the nsks are borne by the policyholders

Securities lending and reverse repurchase agreements

At 31 December 2009, the Company had entered into reverse repurchase transactions under which it purchased
securities and had taken on the obligation to resell the securities for the purchase price, £51m (2008 £mil), together with
accrued interest

D. Risk management

The Company’s business involves the acceptance and management of nsk The Company has in place a nsk
management process, which 1s undertaken 1n accordance with the Group Risk Framework adopted by the Prudental
Group 1n 1999

A number of nsk factors affect the Company’s operating results and financial condition The financial nsk factors
affecting the Company mmclude the effects of market risk, credit risk and liquidity risk on the financial instruments of the
Company

The Company’s investment gurdehnes allow the use of derivatives to facilitate efficient portfoho management or to
reduce investment risk

It 1s the Company’s policy that cash or corresponding assets cover amounts at risk through denvative transactions
Dervative financial anstruments used to facilitate efficient portfolio management and for investment purposes are
cammed at fair value with changes in fair value included in the profit and loss account The Company does not apply
hedge accounting to its denivatives

For umit linked insurance and investment contracts, the liability to pohicyholders 1s determined by the value of the assets
1n the umt-hnked portfolios There 15 therefore mimmal net equity price, currency, interest rate or credit risk exposure to
the Company for these contracts as the nsks are home by the policyholders

0] Market nsk
Market risk 1s the nsk that future changes in market prices may make a financial instrument less valuable Due to the
matching of policyholder liabilities to attaching asset value movements the UK umt-linked busmess i1s not directly

affected by market or credit nsk The amount of nisk bome by the Company’s shareholders depends on the extent to
which 1ts customers share the investment nsk through the structure of the Company’s products
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PRUDENTIAL PENSIONS LIMITED

NOTES ON THE FINANCIAL STATEMENTS (continued)
6 Investments (continued)

D. Risk management (continued)

() Credit nsk

Credit risk 15 the nsk that a counterparty or an issuer of securities, which the Company holds n its asset portfolio,
defaults or another party fails to perform according to the terms of the contract Due to the matching of policyholder
habilities to attaching asset value movements the UK unit-linked business 1s not directly affected by credit risk The
Company 1s also exposed to credhii-related losses i the event of non-performance by counterparties

() Liquidity risk

Liquidity nsk 1s the nsk that the Company may be unable to meet payment of obligations 1n a timely manner at a
reasonable cost or the nisk of unexpected increases in the cost of funding the portfolio at appropriate matunties or rates
Liquidity management n the Company seeks to ensure that, even under adverse conditions, the Company has access to
the funds necessary to cover surrenders, withdrawals and maturing habilities

For the umt-hnked funds, there 15 a nsk that significant policyholder outflows could exceed the short-term liquidity
within the funds The Company has the power to defer settlement to policyholders in certain circumstances by between
one and s1x months, depending on the fund

7. Capital requirements and management

The ava:lable capital of £19 9m (2008 £20 7m) reflects the excess of regulatory basis assets over liabthities of the
Company before deduction of the regulatory capital resources requirement of £11 9m (2008 £7 6m) This excess of
available capital over capital resources requirement 1s monitored during the year In addition, a reahstic assessment of
available capital and capital requirements sufficient to cover a 1 1n 200 year event 1s undertaken Additional capatal 1s
sought from the parent company as necessary

2009 2008

£000 £000
Shareholders’ equnty
Held outside long-term funds 11,575 11,509
Held in long-term funds 11,711 9,326
Total shareholders’ equity 23,286 20,835
Adjustments to regulatory basis
Other adjustments to restate these amounts to a regulatory basis (3,425) (128)
Total available capital resources on FSA regulatory basis 19,861 20,707
8. Assets held to cover linked Habilities - at current value

2009 2008

£000 £000
Frechold land and buildings 348,088 360,463
Leaschold !and and buildings 95,716 104,550
Shares and other vanable yield secunties 3,031,727 2,318,995
Brntish government securities - fixed income 653,207 860,085
British government securities - index hinked 520,576 308,789
Debentures and loan stocks 2,838,173 2,458,846
Provincial & mumicipal stocks 224,779 -
Deposits with credit institutions 67,704 88,041
Other assets 423,813 413,301

8,203,783 6.913.070

Assets held to cover hinked habilities - at cost 7,928.767 8,224,128
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PRUDENTIAL PENSIONS LIMITED

NOTES ON THE FINANCIAL STATEMENTS (continued)

8. Assets held to cover linked habilities - at current value (continued)

Included in the carrying values above are amounts 1n respect of histed investments as follows

2009 2008
£000 £000
Shares and other vanable yield secunties 3,031,727 2,318,995
British government securities - fixed income 653,207 860,085
British government securities - index hnked 520,576 308,789
Debentures and loan stocks 2,838,173 2,458,846
Provincial & mumeipal stocks 224,779 -
7,268,462 5,946,715
9  Reserves and policyholder liabilities
Long-term Provision Provision Profit and Capital
business for linked for claims Loss Redemption
provision habilities outstanding account Reserve
net of
reassurance
£000 £000 £000 £000 £000
Balance at 1 January 2009 500 6,889,022 366 10,747 4,088
Movement n technical - - -
provisions for year - 1,168,980
Movement in profit & loss - - - 2,451 -
account for year
Deposits recerved from - 1,174,853 - - -
policyholders under
mvestment contracts
Payments made to policyholders - (1,029,072) - - -
of mvestment contracts
Balance at 31 December 2009 500 8,203,783 366 13,198 4,088

Provision for claims outstanding the company has instigated a full review of its defined benefit payment processes and
has set up a reasonable and prudent provision to cover the cost of performing the review and the cost of any contingent
loss, 1f any, anising out of the review's findings The expected completion of the review s 2010

Of the reinsurer’s share of technical provisions for linked liabilities of £974 4m at 31 December 2009 (2008 £581 8m),
the entire balance relates to companies outside of the Prudential Group and of this $9% (2008 99%) of the balance was

from reansurers with S&P’s rating of A and above

The entire rensurer’s share of technical provisions for long term business of £77 2m at 31 December 2009 (2008
£80 1m) relates to remsurance agreements with other Prudential Group companies

Of the balance on the profit and loss account at 31 December 2009 the amount required nhot to be treated as realised
profits 1n determining the company’s profits available for distnbution 1s £Nil (2008 £Nil}
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PRUDENTIAL PENSIONS LIMITED

NOTES ON THE FINANCIAL STATEMENTS (continued)

10. Long term business provision

The long term business provision has been calculated by the company’s directors with advice from the company’s
actuanal function holder

The long term business provision compnses a provision for annuity business and an addittonal provision for
compensation payments

For annuity business, the provisions are the present value of the annuity payments and expenses The calculation of the
provisions requires a number of actuanal assumptions regarding future expenence to be made The assumptions are set
by the Directors having regard to actuarial advice and based on analysis of relevant past and current data and
mformation on anticipated future trends

Valuation interest rates have been amended, where necessary, i1 line with changes 1n market ytelds

There have been no other sigmficant changes 1n the bases or assumptions adopted for the calculation of the long term
business provision during the year

The remsurers’ share of the long term business provision relates mainly to cessions to Prudential Annuittes Limited, a
fellow subsidiary company

The provisions have been calculated on the following bases

2009 2008
Discount Rate 5 414% for annmtics 6 138% for annuities
Fund Growth N/A for annmities N/A for annuities
Expense Inflation 4 25% gross 3 50% gross

Renewal expenses
Reassured annuity business £21 54 p a per policy
SAS Male 102% PNMAOO

£19 60 p a per pohcy
Male 102% PNMAOQO

(C=2000) with medium cohort
mmprovement table with a
minimum annual improvement
of 2 25% up to age 90,
tapening to zero at age 120)

Female 88% PNFAQO
(C=2000) with medium cohort
improvement table with a
minimum annual improvement
of 1 25% up to age 90,
tapenng to zero at age 120}
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PRUDENTIAL PENSIONS LIMITED

NOTES ON THE FINANCIAL STATEMENTS (continued)
11. Creditors

All credrtors are payable within a pertod of five years

2009 2008

£000 £000

Creditors ansing from reinsurance operatons 4,799 340
Due to group undertakings 21,201 20,947
Sundry creditors 6,286 7,427
Other creditors 1n linked funds - 24,048
Other tax payable 2 2
32,288 52,764

Included within amounts owed to group undertakings at 31 December 2009 was an amount of £18 1m (2008 £19 Om),
which represents a contingent loan (including interest at 3 month LIBOR plus 1% cumulative) repayable to The
Prudential Assurance Company Limited The loan and interest on the loan are repayable out of surplus emerging on its
business and 1s contingent on surpluses ansing but can be repaid by the Company at any time The remainder 1s
intercompany balances which are cleared regularly and not interest beanng

The loan 1s repayable to the extent of a specified percentage of surplus of the Company, a repayment obligation
crystallising on the last day of the Company’s financial year and being discharged by apphcation of funds on a date
nonmunated by the Company

In accordance with the terms, the loan might be prepard upon pnior notice, and the repayment obligation discharged in
whole or part

Sundry creditors are payable on demand and are not interest bearing
12. Other debtors

All debtors are due within one year

2009 2008
£000 £000
Tax recoverable 4,051 1,215
Amounts owed by policyholders 3,957 9,757
Other debtors 1,557 252
9,565 11,224

13. Bank accounts

Under the terms of the Company’s arrangements with the Prudential Group’s main UK banker, the bank has a right of
set-off between credit balances (other than those of long term business funds) and all overdrawn balances of those
Group undertakings with similar arrangements

14 Charges
In the normal course of business certan remsurance habilities were secured by a floating charge, ranking these
lLiabilities equally with amounts due under unsecured direct (non-reassurance) pohcies, over the long term insurance

assets of the Company Amounts secured by charges of this nature were £2,564 3m, £59 4m, £22 Sm and £1 6m,
representing hiabilities to four different customers
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NOTES ON THE FINANCIAL STATEMENTS (continued)

15 Share capital

2009 2008
£000 £000
Allotted and fully paid
6 million ordinary shares (2008 6 muthon) of £1 each 6,000 6,000

16. Related party transactions

The Company has taken advantage of the exemption under paragraph 3(c) of Financial Reporting Standard 8 (FRS B)
from disclosing transactions with other subsidiary undertakings of the Prudential Group There were no other
transactions with related parties

17. Ultimate and immediate parent companies

The immediate parent company 15 The Prudential Assurance Company Limited The ultimate parent company i1s

Prudential plc which 1s the only parent company which prepares group accounts Copies of these accounts can be
obtaned from the Company Secretary, Laurence Pountney Hill, London EC4R OHH
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