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Prudential Annual Report

Introduction . . .

The aim of this annual report is to update
investors on the main factors and management
actions that influenced and affected Prudential
Corporation in 1993.

Prudential is a long-term business and our
strategy and actons have long-term aims and
effects. The theme of this year’s annual report

is planning for the future.

Prudential Corporation plc

Prudential Corporation ple is one of the ten
largest life insurance companies in the world.

It has funds under management of over

£75 billion, representing the savings and
investments of ¢ight million customers
worldwide.

Prudential’s business is focused on the Unired
Kingdom, where it is market leader, North
America and the Asian and Southern Pacific
markets. [ts main activities are meeting medium
to long-term savings, financial security and
investment needs in these key markets.
Mercantile & General, one of the world’s
leading reinsurance companies, is also part of
the Prudential Group.

Mindful of the responsibilities of managing the
savings of cight million customers, Prudential
places a particular emphasis on maintaining and
developing its reputation tor integrity and fair
dealing which has been builtup over nearly

150 years.
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... Financial Overview

Profit Summary 1993 1992
Total operating profit £648m £457m
Profit on ordinary activities before tax £589m £106m
Profit for the financial year £396m £282m
Earnings per share 21.0p 15.0p
Dividend per share 13.2p 11.9p

Dividend and Long-term [ B 1993 Annualised New Business (£ million)
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... The Prudential Group

Prudential
Corporation plc
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Group Structure
Prudential is a divisionalised business with the

following main operations:

United Kingdom: Home Service

The Home Service division provides savings,
investment, protection, home and motor
insurance products to individuals in the UK
via its direct sales force. Home Service is the

biggest contributor to Prudential’s profits.

United Kingdom:

Prudential Financial Services

Prudential Financial Services provides individual
and corporate pensions, life products and a range
of unit trusts, personal equity plans, currency and
moncy funds. These products are marketed via
Prudential’s direct sales force, independent

financial advisers, or directly to the consumer.

United States of America:

Jackson National Life

Jackson National Life is Prudential’s American
subsidiary. One of the leading providers of
fixed rate annuities, Jackson has a network

of 17 regional offices serving a distribution
channel of some 80,000 licensed agents. Since
acquisition in 1986 Jackson’s assets have grown

from 1JS$2 billion to UUS$20 billion.

Asia and Southern Pacific

Prudential has successful and growing
operations in Australia, New Zealand,

Hong Kong, Malaysia and Singapore. Prudential

now employs over 6,000 people in this region.

Other international Operations

Prudential also has operations in Canada, Italy,

the Netherlands and the Republic of Ircland.

Prudential Portfolio Managers

With funds of £74 billion, Prudential Portfolio
Managers is one of the world’s largest
investment managers. In addition to investing
Prudential’s funds, PPM also manages the assets
of external clients. Based in London, PPM also
has operations in Chicago, Toronto, Sydney and

Wellington (New Zealand).

Mercantile & General Reinsurance
Mercantile & General is the UK’s largest
international reinsurance company. Although
M&G writes both long-term and general
reinsurance, 70 per cent of its premium income

derives from its long-term business.

Prudential Corporation plc
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... Chairman’s Statement

1993 saw a very satisfactory growth in statutory
pre-tax profits from £406 million in 1992 to
£3589 million, with carnings per share rising
from 15.0 pence to 21.0 pence. We have
declared a final dividend of 8.7 pence, which
brings the total dividend for the year to 13.2
pence, an increase of 10.9 per cent. This
increase is consistent with our policy of
providing shareholders with dividends which
reflect the carnings from our major businesses.
I wrote last year that it was our intention to
publish our results on a statutory basis and
accruals basis simultancously. This we have
done and the accruals results show profits
growing from £769 million to £995 million.
These very much improved results reflect
management actions which are described in
detail in the Group Chief Executive’s Review.
In the autumn of 1993 we moved our corporate
headquarters back to our historical home in
Holborn Bars. The returbished building was
opened by Her Majesty The Queen on 13
October. We are very pleased that Her Majesty
honoured us in this way.

An important clement in the relationship
between any hnancial institution and its
customers is trust. Part of the process of
establishing trust between consumers and
companies is an effective regulatory
environment.

As we have said on many occasions, we support
strongly the objectives of the Financial Services
Act to give greater protection to the investor, at
the same time ensuring that costs are not

incurred without commensurate benetit and

freedom of choice is not unreasonably restricted.

There is a clear perception that the current

regulatory system has not worked well and this

...6 Prudential Corporation plc

has led to the proposition that a new regulatory
body, the Personal Investment Authority (P1A),
should be established to take over life office
regulation. This leaves us with the choice of
joining the new organisation or being regulated
directly by the Securitics and Investments
Board (SIB). We have, after much
consideration, chosen to be directly regulated
by the SIB because we believe that the PIA 15
constituted in such a way as to be inconsistent
with the principles and spirit underlying the
Financial Services Act.

Over the last 12 months there has been a great
deal of debate about the selling of pensions,
particularly pension transters. We have always
issued very caretul instructions to our sales force
about the selling of personal pensions and we
believe no specitic provision needs to be made
against possible compensation claims for the
selling of pension transfer products.

As part of the process of improving investor
protection, the SIB will, by the end of chis year,
require all life companies to disclose their
charges, and possibly also surrender values, to
customers at the point of sale. We support any
initiative that allows customers to gain a better
understanding of the product they are
purchasing, and this should work to the benefit
of customers as well as ourselves. We shall
continue working with the SIB to achieve

this end.

As the process of regulation is further
developed, it is vital that the authorities pay full
regard to the major contribution which the
insurance industry makes to the ecconomy in the
provision of sccurity to individuals and to
businesses and in the generation of funds for

long-term investments.

I am pleased to welcome Sir Martin Jacomb to
our board as a non-exccutive director. He is
currently chairman of investment managers,
Postel, and his wide experience, particularly in
the arca of financial services, will be of very
considerable value to us.

I also welcome as directors, Jim Sutcliffe, who is
deputy managing director of our Home Service
division, having previously been the chicf
operating officer of Jackson National Life, and
John Maxwell, recently appointed corporate
development director, whose past experience
includes that of chicef executive of the
Provincial Group.

Three directors retire at the Annual General
Meeting: Mary Baker, who among many other
responsibilities was previously chairman of the
London Tourist Board, joined our board in
1988; Sir Alex Jarratt, 2 board member since
1985, a former chairman of Smiths Industries
and Reed International, who gave us valuable
service being twice a deputy chairman; Brian
Medhurst, an exccutive dicector, has had a long
and distinguished career with Prudential,
joining in 1958 as a traince actuary and
occupying a wide variety of positions before
becoming head of our international operations
in 1982. [ take this opportunity to thank them
for their help and wisc advice over the years.
Michael Lawrence, our finance director, left the
board at the end of December and took up the
position of chiet executive of the Stock
Exchange. During his service with us he made a
valuable contribution to our affairs and we wish
him well in his new role.

Finally, I thank all the staff ot Prudential
throughout the world for their hard work and

their support in the past year.
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Sir Brian Corby pictured
in the library of

Prudential’s refurbished

corporate headquarters.
o

Sir Brian Corby Chairman 18 April 1994
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Introduction

In our 1992 annual report I began my review
by summarising the main elements of the
long-term strategy we had formulated during
the previous year.

During 1993, alongside the day-to-day running
of our businesses, we have made great etforts
to press ahead with those operational changes
we have deemed essential for delivering our
strategy. Accordingly this year | propose to
devote the greatese part of my review to
summarising chat progress. However, to set
these achievements in context L will reprise
the strategy.

The Corporation will devote its energy and

its resources to meeting and satistying the
medium- and long-term savings, inancial
sceurity and retirement needs of individuals in
its chosen markets.

The markets we shall focus on into the medium-
to long-term future include the United
Kingdom, North America and the Asian and
Southern Pacific markets. We intend to sustain,
develop and use the strength of the Prudential
brand. We also intend to hone our distribution
management skills, boost our marketing and
product development strengths and conserve
and enhance our fundamental and widely
perceived financial strengeh. Finally we propose
to continue the global development of
Prudential Portfolio Managers, our investment

Management orginisation.

... 8 Prudential Corporation plc

... Group Chief Executive’s Review

Before reviewing progress towards achieving
these ambitions, however, | should refer to this
ycar’s contemporancous publication of the
results of our life assurance and pensions

business

>s on both the conventional statutory
basis and the experimental accruals basis.

We indicated our intention of doing this in last
years annual report. You will find the 19953
results on an accruals basis in a separate section
rowards the back of this annual report (pages 50
to 58). They were also published, in summary
torm, when we announced our 1993 statutory
results on 22 March 1994,

By accelerating publication of this information
this vear we are emphasising our conviction
that accruals accounting provides investors and
management alike with insights into the
dynamics of our longer-term businesses.

We have no doubt that studying the outputs

of this method of accounting has focused

our minds and our actions to the benetit of our
customers, our sharcholders and our business.
We are working with others in the industry to
extend the adoption and publication of
essentially similar principles of accounting
alongside their existing reporting methods.

We are convineed that a general embracing

of the new accruals method will be an
important step in providing the investment
community with a much clearer insight into the

complexities of our industry.

I now wish to turn to 1993 and propose to make
my review in the context of the major
geographical markets in which the Corporation
operates. I shall begin with our most important

market, the United Kingdom.
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We intend to sustain,

develop and use the
strength of the
Prudential brand.
Mick Newmarch,

Group Chief Executive

Prudential Corporation plc
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Group Chief Executive’s Review

Statutory profits from our United Kingdom
savings and protection businesses rose modestly
by three per cent to £283 million. The bulk of
this profit retlects the shareholders’ share of
monies allocated from the Corporation’s long-
term life and pension funds to pay our policy-
holders their reversionary and terminal bonuses.
In 1993, consistent with our policy of
smoothing our returns to our policyholders
with an eye to the lower nominal investment
returns we are anticipating and have so far
experienced in the 19907, we have lowered
reversionary bonuses and reduced payouts tor
shorter duration policies.

During the year our customers transferred to
our care £4.4 billion. This included premiums
on new and existing life assurance and pensions
contracts and investments into our unit trusts,
Personal Equity Plans (PEPs) or other
investment arrangements. This compares with

£3.7 billion received in 1992. In 1993 we paid

United Kingdom Savings and Protection = ’
Total Receipts from Customers (£ billion) o
350
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... United Kingdom: Savings and Protection Businesses

out through claims, maturities or to customers
liquidating their investments £2.7 billion,
compared with £2.4 billion in 1992. Currently
we have some six million customers in the
United Kingdom who between them have

in excess of 14 million savings arrangements
administered by us.

Overall our United Kingdom business
experienced a small decline in the first

year's payments into new regular savings
arrangements. These were down three per
centon 1992 to £322 million.

We have found that during times of cconomic
stress and low consumer and saver contidence,
our customers are reluctant to contcmplatc the
commitment of regular savings. Such conditions
ruled last year — though our sales were also
affected by other factors [ shall refer to later.
By contrast, monics passed to us as single
premiums were very buoyant showing a

26 per cent increase to £2.7 billion between

Regular Premium Sales (£ million) p -
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1992 and 1993. These products include
Prudence Bond (a unitised with-profits bond),
a range of pensions products and the recently
introduced Distribution Bond.

We saw a significant shift towards unit-linked
products in the second half of 19953 to the
extent that sales of these products made up 28
per cent of annualised (annual premiums plus
10 per cent of single premiums) new business
during the year compared with under 20 per
cent in 1992, Much of this growth reflects the
launch of the Distribution Bond. The launch of
a Prudence Managed Bond early in 1994 should
help to maintain this momentum.

Both our United Kingdom retail savings
divistons made significant progress in
reorganising their aftairs during 1993.

They intend to contribute powerfully to our
strategic aim of enlarging and strengthening our

position in the United Kingdom market.

United Kingdom Savings and Protection
Single Premium Sales (£ million)
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Home Service

Fundamental structural change aimed at
improving the quality of service to our
customers, expanding and improving the
productivity of our sales force and reducing the
expenses of the business have been recurring
features of Home Service’s affairs in recent
years. 1993 was no exception.

The district office and field management
restructuring I referred to in last year’s review
was completed early in 1993, Immediately
attention turncd to a reorganisation of our sales
force. The central objectives were to reduce
ongoing cxpenses by £100 million per annum
and to increase our capacity to scll savings and
investment products which do not require us
to collect cash from our customers. We had in
mind a deliberate re-oricntation away from

our small premium Industrial Branch (or cash
collection) business, which produces a drain on
our policyholders’ reserves and produces poorer
value for our customers.

To do this we implemented some radical
changes in our administration practices together
with some more productive collection
processes. We also expanded the team of
Financial Consultants we had created in 1991
under ‘Scenario 3”. As | write we employ some
4,500 Financial Consultants (up from 3,500 at

the end of 1991), some 2,000 Financial

400
350
300
250
200
150
100

50

Advisers, who provide advice and sell our
products to existing customers only, and some
1,800 Customer Account Representatives, who
devote their time to collecting cash premiums.
Our ambition, of course, was to achieve the
outcome without prejudicing day-to-day business:
inevitably considerable disruption did occur.
However, the running rate of expenses at the
year-end achieved the £100 million reduction
target with both the ficld and administration
programmes delivered successfully.

Sales results were more mixed. Sales of regular
premium products, other than cash collection
business, increased by six per cent. Particularly
towards the end of the year, we saw high and
rapidly expanding sales by the direct sales force
of regular monthly instalment PEPs, which
more than quadrupled on 1992 to £36 million.
However, sales of cash collection regular
premium products (IB) fell by 66% to

£16 million. Sales of single premium products
were the highlight of the year - the 36%
increase showed the increasing effectiveness of
the Financial Consultants in a market where
Prudential has not been strong in the past.
Overall, new business sold by the direct sales
force showed a modest increase of three per
cent. A very welcome feature was the
acquisition of customers new to Prudential -

over 35% of sales were to such customers.

Home Service
Total Annualised Sales (£ million})

/\/_

89 20 91 92 93

Ordinary Branch and Investment Products

Industrial Branch

The full benehit of these substantial changes has
not yet been scen. Also the division is working
on a large number of other 1nitiatives all
designed to reduce costs, improve productivity
and heighten service standards. These are not
easy processes and our actions do not win the
immediate understanding or approval of all of
our employces. Therefore, as I write, we await
the outcome of tribunals applied to by some of
our cx-colleagues who believe the alternative
jobs we have offered them do not equate with
those we have asked them to relinquish.
Nevertheless, with the Home Service
management team led by Tony Freeman and
Jim Sutcliffe, I believe the structural changes
they have introduced are necessary to allow the
Corporation to have the best chance of
delivering the UK strategy outlined last year,
by substantially improving the quality of service

we supply to our customers.

Prudential Corporation plc 11...
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Prudential Financial Services
Total Corporate Annualised Sales (£ million)

89 g0 91 92 93

IS

120
100
80
60
40
20

Prudential Financial Services
Total Individual Annualised Sales (£ million)

89 50 91 92 93

... United Kingdom: Savings and Protection Businesses (continued)
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Prudential Financial Services

The second key to our UK strategy is to
improve and grow our Independent Financial
Adviser (IFA) oriented organisation, Prudential
Financial Scrvices (PES), selling through
Prudential Holborn. In 1993, over one-third of
the Corporation’s total new United Kingdom
business - on an annualised basis - came to us
via [FAs. We rank currently as the third most
important supplicr of products to IFAs with an
estimated share of 1993 new business in excess
of six per cent. Total single premium sales were
20 per cent up on 1992 and regular premium
sales grew by 13 per cent over 1992,

During the year we increased the number ot
Prudential Holborn broker consultants from 90
to 120. We believe these consultants, producing
a per capita premium ot €10 million, are the

most productive in the industry. Over the last

two years we estimate we have more than
trebled the number of IFAs we deal with.

I mentioned last year the momentum which had
developed with IFAs given our provision of
Prudence Bond - our whole-life unitised with
profits bond. This momentum continued into
1993 with PES selling £784 million of Prudence
Bond - 20 per centup on 1992,

Morcover, Keith Bedell-Pearce and his team are
encouraged by signs that IFA experience and
satistaction with Prudential products, service
standards, brand strength and financial sccurity
are beginning to magnify our appeal for them in
a widening product range. Sales of unit-linked
pensions products in the retail market were
buoyant - more than doubling year-on-year,
while our Corporate pensions business, both
linked and non-linked, showed solid overall

growth of 20 per cent.
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