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Prudential Annual Report and Accounts

Introduction

The aim of this year's annual report is

to provide investors with an insight into

Prudential's operations worldwide as well as

to describe the main factors affecting the

Group's results for 1992.

We have therefore adopted the theme of an

investor presentation, which we hope you

will find both helpful and illuminating.
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Prudential Corporation pic

Prudential Corporation pic is one of the

ten largest life insurance companies in the

world with funds under management of

over £60 billion, representing the savings

and investments of over eight million

customers worldwide.

In addition to being the market leader in the

United Kingdom, Prudential has significant

interests overseas, in particular in North

America and the Pacific markets. The Group

also comprises Mercantile & General, one of

the world's leading reinsurance companies.

The main focus of Prudential's activities is

on meeting people's needs for medium to

long-term savings, financial security and

retirement. Mindful of the responsibilities

which this entails, Prudential places

particular emphasis on maintaining its

reputation for integrity and fair dealing.
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j! Financial Overview

Profit Summary 1992 £m

£457m

£406m

£282m

15.Op

11.9p

1991 -Cm

£322m

•C182m

f87m

4.7p

l l .Op

Total operating profit

Profit on ordinary activities before tax

Profit for the financial year

Earnings per share

Dividend per share

Dividend and Long-term Earnings per share (pence) Dividend per share I Long-term earnings per share

16

12

10

83 84 85 86 87 88 89 90 91 92
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Prudential Share Price (pence)

• High • Low

350

90 91

Prudential Share Price and FT All Share Index

• Prudential • FT All Share

(Source: Datastream)

Market Capitalisation — UK Life Sector

Prudential 46%

Refuge 3%

London & Manchester 3%

Legal & General 16%

"M: United Friendly 3%

H Lloyds Abbey Life 23%

B Britannic 6%

Total Funds Under Management (£ billion)

I Total Funds Under Management I Long-term business

70

60

83 84 85 90 91 92
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Prudential in Context

Prudential
Corporation pic

Home Service Prudential Financial
Services

Jackson
National Life

International Prudential Portfolio
Managers

Mercantile &
General Reinsurance

Group Structure

Prudential embarked upon a process of

divisionalisation in the early 1980s, the aim

being to establish operating divisions focused

on specific business areas with the freedom

and flexibility to respond quickly to their

particular markets. The Group now comprises

six main operating divisions.

Home Service

The Home Service division accounts for over

a quarter of the group's premium income and

is the biggest contributor to Group profits. It

provides savings, investment and protection

products, together with personal lines general

insurance to individuals in the UK. Its direct

sales force is the largest of its kind in Europe.

Prudential Financial Services

Prudential Financial Services comprises three

business units which complement the

activities of the Home .; Service division.

Prudential Life & Pensions provides both

individual and corporate pensions as well as

life products such as the Prudence Bond.

Prudential Investment Products provides a

range of unit trusts, personal equity plans,

currency and money funds. These products

are marketed either through Prudential's

direct sales force, via Independent Financial

Advisers or direct. Prudential Holborn is a

sales operation focused exclusively on

the IFA market.
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Jackson National Life

Jackson National Life is Prudential's American

subsidiary. Acquired in 1986 JNL has grown

rapidly to become one of the leading

providers of interest rate sensitive products

in the United States, the world's largest

market for insurance. JNL has a network of

17 regional offices servicing a distribution

channel of some 80,000 agents.

International

The International division is responsible for

Prudential's operations outside the UK

and the USA. These include Australia, New

Zealand, Singapore, Hong Kong and Malaysia

- the Pacific markets, Canada, the Republic

of Ireland, the Netherlands and Italy.

group, PPM is also charged with attracting

monies from external clients. Based in

London, PPM has also recently established

subsidiaries in Chicago and Sydney.

Mercantile & General Reinsurance

Mercantile & General is the UK's largest

international reinsurer and has been part of

the Prudential Group since the early 1970s.

M&G conducts both life and non-life

reinsurance, however the main focus of its

business is on the former where it is one of

the largest writers in the world, contributing

15 per cent of the Group's long-term profits.

'* -

The World's Largest Life Insurance Companies

1 Nippon Life

2 Dai-lchi Mutual Life

3 Prudential of America

4 Sumitomo Life

5 Metropolitan Life

6 Meiji Mutual Life

7 Prudential Corporation pic*

8 Asahi Mutual Life

9 Mitsui Mutual Life

10 Teachers Insurance & Annuity*

Life assets
US$ billion

1991

222.0

155.1

148.4

135 6

1108

93.5

72.4

71.9

58.5

55.6

Prudential Portfolio Managers

Prudential Portfolio Managers is one of

the world's largest investment management

organisations. In addition to managing funds

on behalf of business divisions across the
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Chairman's Statement

One of the keys to

Prudential's success over

the last 140 years has

been our reputation for

integrity and fair dealing.

Prudential demonstrated the strength and

resilience of its business despite the

continuing recession in 1992. Pre-tax

profits amounted to £406m as against

4"182m in 1991 and earnings per share

grew to 15.0 pence per share compared to

4.7 pence the previous year.

Consistent with our policy of providing

shareholders with a progressive and steady

increase in dividends based upon the quality

of earnings from our long-term businesses,

the board has declared a final dividend

of 7.8 pence. This brings the total dividend

for the year to 11.9 pence per share, an

increase of 8.2 per cent on 1991.

These results reflect a number of important

management actions which are having an

increasingly beneficial impact on both the

profitability and the value of the Group.

These will be described in greater detail

by Mick Newmarch in his Group Chief

Executive's Review.

The most important change is in the overall

mix of Prudential's business. The focus of

our attention and resources is firmly

directed towards long-term business, that

is life assurance, pensions, savings and

investments. This has been the area of

Prudential's traditional strength and one

where we can derive particular advantage

from our knowledge, experience, and

market positions.

With funds under management of f 62 billion,

including life assets in excess of £47 billion,

Prudential is one of the largest life

insurance companies in the world. In

addition to being the market leader

in the UK, we have established a significant

presence in the world's largest market for

insurance, the United States, through our

subsidiary Jackson National Life. We are

also rapidly developing our operations in

the fast growing economies of the Pacific

markets. At the same time, we have taken

significant measures to reduce our exposure

to volatile sources of earnings such as

general insurance and in particular to redress

the losses from the non-life activities of

Mercantile & General.

In last year's Annual Report I said that

Prudential welcomed the trend towards

tighter regulation in the financial services

sector. One of the keys to Prudential's

success over the last 140 years has been our

reputation for integrity and fair dealing.

Individuals have a right to expect the very
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highest standards from those to whom they

entrust their savings. We therefore place a

great deal of emphasis on ensuring that the

products and services which we provide

reflect these values.

We agree with the broad thrust of the

recommendations made by the Office of Fair

Trading in respect of greater transparency in

the UK. Life insurance companies and other

providers of financial services should disclose

sufficient information to enable potential

customers to make choices on a properly

informed basis. This approach should benefit

those organisations such as Prudential which

can demonstrate that their products and

services provide value for money.

As the UK's largest institutional investor,

Prudential has always taken a leading role in

matters of corporate governance. It will

therefore come as no surprise that we agree

with the spirit of the recommendations

made by the Cadbury Committee, including

the need for audit and remuneration

committees, consisting wholly or mainly of

non-executive directors. Details of the

composition of these committees are set out

on page 25. We also believe in the merits of

having a majority of strong non-executive

directors on the board.

It gives me particular pleasure to welcome two

new non-executive directors- Andrew Teare,

group chief executive of English China Clays,

and Niall FitzGerald, a director of Unilever.

They have extensive commercial experience

and are already making an important

contribution to the workings of the board.

At the same time it is with regret that

I announce the retirement of three

distinguished colleagues this year. Ron Artus

joined the board in 1984, initially in an

executive capacity as the Group's chief

investment manager having had a long

and distinguished career with the Prudential.

Sir Victor Garland, who was formerly High

Commissioner for Australia, joined the board

in the same year as a non-executive director.

Finally Sir Colin Southgate, a non-executive

director for the past four years, has decided

to leave the board because of increased

commitments following his appointment as

chairman of PowerGen. The board is grateful

for the benefit of their combined wisdom

and experience over the years.

Good corporate governance is not only

about having the right checks and controls.

Increasingly it is about the management of a

company recognising and responding to the

proper expectations of its owners. We believe

that senior management should be exposed

to the same risks and rewards as shareholders.

In order to build that community of interest

we have introduced a Share Participation

Plan to encourage senior management to

hold shares in Prudential. Details of the Plan

are set out in the Notes on the Accounts. As

investors ourselves we are pleased to note

that a number of other UK companies have

since introduced similar schemes.

Information is an increasingly valuable

commodity in the investment community

and Prudential has set new standards of

financial reporting for the life insurance

industry with the introduction of accruals

accounting. We shall be publishing a

supplementary Report on 20 May with the

aim of providing investors with useful

additional information on the progress and

profitability of our long-term operations. In

future years our intention is to provide

statutory and accruals figures simultaneously.

Meanwhile, it is important to note that

these statutory results have been prepared

in accordance with the new accounting

standard FRS3 - Reporting Financial

Performance. Although the appearance of

the profit and loss account has changed

significantly, our total profit and earnings per

share for the current year are the same as

under the previous requirements.

None of the achievements of the year would

have been possible without the considerable

effort and support of the management and

staff and I thank them all.

Sir Brian Corby

Chairman

19 April 1993
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Group Chief Executive's Review

Introduction

I have two principal objectives for this Review.

Firstly, to describe briefly and in broad terms

the main conclusions we have reached over

the past twelve months, following work

we have done to establish the preferred

long-term strategy for the Corporation.

Secondly, to describe and analyse the financial

and operational progress made by our major

businesses during 1992. Ultimately, of course,

the delivery of a successful long-term

outcome requires us to make tactical and

operational decisions continuously consistent

with our more distant ambitions. I hope

you will feel, having read this Review, that

the many decisions and actions we took

during 1992 were consistent with our

longer-term plans.

Observations on Strategy

In last year's Review I alluded to the strategic

work and examinations I anticipated we

would carry out during 1992. I shall not

now attempt to summarise the totality of

the substantial work we did last year. Nor

do I wish to imply that every detail of

our long-term quest is now clear to

us. Indeed, so strong is our sense that

the strategic process is dynamic that we

believe the ultimate detail is probably never

clear. However, we have now reached a

number of fundamental conclusions which

we are confident will govern our future

development and behaviour and it is these

conclusions I wish to summarise. We think it

is most illuminating to do this in response to

four major questions:

What will Prudential be doing in the future?

We intend that the Corporation will be

engaged primarily in meeting the medium to

long-term savings, financial security and

retirement needs of individuals. This means

the businesses which do not clearly match

this core definition we do not regard as

proper long-term constituents of our

enterprise. We shall contemplate modifying

this pure proposition only if we believe a

peripheral business, with reliability, can aid

the momentum of our defined core business.

For an example, we shall continue to offer, as

we do presently, personal lines general

insurance through our direct sales force in

the United Kingdom.

Where will Prudential be operating in the future?

Prudential is the largest insurance company

in the United Kingdom. We aim to

strengthen and enlarge our UK market

position in our existing distribution channels

and market segments in the near-term future

and then seek to extend our position

substantially via channel development,

product evolution and other appropriate

means in the medium to longer-term. In

North America we aim to concentrate

support on Jackson National Life in meeting

what we perceive is its full growth potential.

This implies further geographical expansion

among the states of the USA, distribution

channel diversification within the USA, and

product diversification. We also believe that

the development of Jackson's mutual fund

business will aid the latter ambition. We

intend to accelerate the development of our

businesses in the Pacific markets mainly by

calling for more robust organic growth.

As regards Europe, an extensive analysis of

opportunities in our defined core business

suggests to us that we shall not see a

pan-European medium and long-term

savings market until beyond 2000. Our

European initiatives, therefore, we plan to

remain as they presently are, based upon

particular and limited market presence.

Outside the four main world market segments

described we maintain a limited monitoring

facility but we anticipate no advancement

into other territories this century.

How will Prudential be operating in the future?

In all our chosen markets we anticipate

substantial environmental change. A general

theme, but most notably in the UK, will

be advancing customer awareness. Fanned

by greater transparency and disclosure

prompted by consumerists and regulators,

we expect markets to become more critical

and competitive. In all markets where

possible and appropriate, we anticipate using

the strength of our brand to demonstrate

our relevance to more demanding customers.
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We intend that the
Corporation will be
engaged primarily in
meeting the medium
to long-term savings.

financial security,
and retirement needs
of individuals.
Mick Newmarch,

Group Chief Executive

We intend to lead the market in reacting to

their needs. We also expect and plan to

derive competitive advantage from our

distribution management skills, our

marketing and product development

strengths, and from our fundamental and

widely perceived financial strength. Finally,

in Prudential Portfolio Managers, we have an

increasingly powerful, globally equipped

investment management organisation which

we will continue to develop.

With what aims will Prudential be operating in

the future?

We shall be aiming to satisfy three

interdependent constituencies. For our

shareholders we intend to deliver an

attractive and stably rising flow of dividends.

At the same time we shall be organising the

Corporation's affairs so as to deliver business

developments which offer strong prospects

for dividend continuation and enhancement

into the longer-term future. Also, we shall

limit our participation in businesses which

risk delivering unacceptable earnings

volatility. For our customers we intend to

provide impeccably reliable and prudent

collective investment opportunities offered

clearly and fairly in such a way as to preserve

and enhance the Prudential's brand and

reputation for openness and fair dealing.

Finally, for our employees we shall offer

appropriately rewarded and personally

satisfying careers with opportunities for

career development and personal 'stretching'

in an open, sympathetic and dynamic

environment.

I am conscious that these four brief answers

represent but the tip of the iceberg of our

strategic deliberations. However, I believe

they embrace the essential elements of the

major directions in which we are now

moving and I shall look forward to

elaborating on them and reporting on

progress in future Reviews.

I now wish to review events in 1992. Where

possible I shall relate action and events to

our strategic intentions as described.

I shall begin with the main focus of the

group; medium and long-term savings,

financial security and retirement products —

our long-term business.
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Long-term Business: United Kingdom

United Kingdom
Long-term Profits (£ million)

^•^ i United Kingdom
^ ^ ; Annualised Sales {£ million)

• Home Service
t * Prudential Financial Services

In the United Kingdom long-term profits

rose by six per cent to £276m and revenue

premiums by 22 per cent to £5.6 billion.

Consistently with one's expectations in a

recession, new regular annual premium

contracts declined market-wide reflecting

savers' reluctance to undertake commitments

at a time of low confidence. Prudential, by

contrast, managed to achieve a modest

increase. Single premium business was

buoyant, reflecting a redistribution of stored

savings away from building societies and

banks as interest rates fell. Prudential's

single premium business experienced strong

growth, up by 40 per cent to nearly

£2 billion. Sales of the popular Prudence

Bond continued apace while single premium

pension sales were also strongly up.

As I explained earlier, our long-term

ambition is to emphasise our leading

position in the UK market. To achieve this at

present we are developing and strengthening

a two-pronged distribution strategy. Until

fairly recently Prudential relied almost

exclusively on its powerful direct sales force.

Although modest attempts were mounted in

the 1970's and 1980's, little success was

achieved in winning the attention of the

important Independent Financial Adviser

segment of the market. The growing

presence of Prudential Financial Services

through its selling arm, Prudential Holborn,

however, is changing that. We are taking

up an increasingly important position as a

preferred supplier in the IFA market.

Over the past five years Prudential's new UK

business on an annualised equivalent basis

has in total grown at a compound rate of

11.5 per cent. Not only has the quality of our

products and services allowed this growth

but also the emerging success of our

multi-channel distribution strategy.
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