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Prudential Corporation pic

Prudential Corporation pic is the largest life insurance company in the United Kingdom

and one of the leading life insurance companies in the world. It has kinds under

management of £72 billion, representing the savings and investments of more than eight

million customers worldwide.

Strategically, Prudential is focused firmly on meeting people's neetls for medium to long-

term savings, financial security and retirement in its three main markets of the United

Kingdom, the United States and Asia and Southern Pacific.

In all ol its markets, Prudential gains competitive advantage from the strength of its brand,

its distribution management skills, its marketing and product development expertise, its

investment management experience and its widely perceived financial strength.

Prudential's strategy aims to satisfy shareholders, customers and employees. For

shareholders, Prudential aims to deliver long-term value and an attractive and steadily rising

How of dividends. For customers, Prudential aims to provide good value and prudent

collective investment opportunities, offered clearly and fairly. For employees, Prudential

aims to offer personally satisfying and appropriately rewarding careers in an open,

sympathetic and dynamic environment.

In all its dealings, Prudential places a particular emphasis on maintaining and developing its

reputation for integrity and fair dealing which has been built up over nearly 1 50 years.
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Financial Overview
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Chairman's Statement

Prudential is a truly

international business.

Nearly half of new

business sales come from

outside the UK

Statutory profits in 1994 increased to

£603 million, while earnings per share

grew from 2 1.0 pence to 2 1.4 pence. We

are committed to enhancing the value of

our Company for shareholders and we aim

to provide a steadily rising stream of

dividends. Given the Company's

performance in 1 99 i and our confidence

in the future, we have declared a final

dividend of 9.5 pence per share, which

brings the total dividend (or the year to

14/l pence, an increase of 9.1 per cent.

On an accruals basis, profits fell to £799

million. This was primarily due to falls m

investment markets. A full explanation of

our accruals basis results can be found on

pages 54 to 62.

Strategically, we are firmly focused on

meeting the medium to long-term

savings, financial security and retirement

needs ol individuals in our chosen markets

of the United Kingdom, United States

and Asia and Southern Pacific. The

management actions we have taken to

implement our strategy and provide the

best possible long-term return for

our shareholders are explained fully in our

operating review. We have a first class

management team running our operations

around the world and they are committed

to the profitable growth and expansion of

our businesses.

Although based in the UK, Prudential is

an international business. Nearly half of

our new business sales come from outside

the UK and we are very well established

in both the Linited States and the Asian and

Southern Pacific markets. In addition, our

reinsurance company, Mercantile & General

operates in more than 100 countries.

Our balanced portfolio of businesses

encompassing life, general and reinsurance,

and the geographic spread of our

operations provides a sound base for

growth and cushions us against difficulties

experienced in any one sector or country.

Prudential is a respected brand name and

has a powerful franchise. It is our aim to

develop our reputation and capitalise on

our strengths to the mutual benetit of our

shareholders, customers and employees.

As I am sure many of you are aware, Mick

Newmarch, our group chief executive,

resigned in January 1995 because he

found the relationship that had developed

between himself and the UK retail

financial service regulators had become

untenable. This placed him in what he

regarded as an unacceptable position. He-

had a long and successful career with

Prudential and we were all saddened at his

decision to resign. 1 would like to take
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Sir Brian Corby, pictured at Prudential's headquarters in London.

We are committed to enhancing the value of

our Company for shareholders and we aim to

provide a steadily rising stream of dividends
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this opportunity to thank him for the

contribution he made to Prudential over

nearly 40 years.

We have now appointed Peter Davis to be

group chief executive with effect from

I May I 995. He was most recently

chairman of publishing and information

group Reed Flsevier pic and joined the

Board of Prudential as a non-executive

director in June I 99-4. His business

acumen, his experience at the helm of a

large public company and the contribution

he has made to Prudential as a non-

executive director, make him an excellent

choice. 1 am confident he will be

successful in helping drive forward our

business strategy.

The regulation of UK retail financial

services is something about which we have

been concerned for some time. The

objectives of the Financial Services Act are

to give greater protection to the investor,

while at the same time ensuring that costs

are not incurred without commensurate

benefit and to ensure freedom of choice is

not unreasonably restricted. We fully

support these objectives and believe that

a regime that strongly enforces a set of

clearly understandable rules which

concern themselves with 'do's and don'ts'

rather than with the 'how's' is the best way

to achieve these objectives. We were

encouraged to hear Andrew Large, chief

executive of the Securities and Investment

Board (SIB) talking of a 'lighter regulatory

regime' which works on the assumption

that companies are on the whole 'doing

the right thing'. Despite recent publicity,

the UK insurance industry has provided

its customers with a high standard of

service over the years. As in every industry,

there are areas where improvements could,

and should, be made but that does not

mean the insurance industry has not

looked after its customers with care and

prudence in the past.

We chose to be regulated directly by the

SIB in 1994, in preference to the Personal

Investment Authority (PIA). The decision

was taken by the Board after much

deliberation and our view remains

unchanged. Our relationship with the SIB

is working well and we are committed to

ensuring that it will continue to work well

in the future.

The SIB completed its examination of

personal pensions last year and asked each

life insurance company to review its

personal pensions business. We are

confident this will confirm our opinion

that the vast majority of pensions we have

sold have been sold properly. Now we have

a clearer idea of the cost of implementing

the proposals contained in the SIB report,

we have decided to set up prudent

provisions in our long-term funds to take

account of this. Given the size of the long-

term funds, the provisions, which include

any expenses associated with carrying out

the required investigation and the costs of

compensation, are not material.

A properly regulated insurance industry is

an important asset of any developed

economy. The UK insurance industry

plays a vital role in financing the capital

raising efforts of British industry.

Prudential has £27 billion invested in over

750 British companies and last year we

invested a further £487 million from our

UK life fund alone.

The collective premiums of individual

policyholclers are invested on their

behalf not only in stock market listed

companies but also in large scale property

developments, capital projects and new

expanding companies. For example,

Prudential is in the process of

constructing an out of town shopping

complex to serve the people of Bristol.

We are partly financing the new bridges

over the River Severn and connecting the

Isle of Skye with the Scottish mainland,

and we also invested £6(1 million in I 5
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Sir Brian Corby and Sir Martin Jacomb. Sir Brian Corby will hand over the chairmanship of Prudential to
Sir Martin Jacomb at the Company's Annual General Meeting on 31 May.

new operations via our venture capital
activities last year.
We have been examining the way in which
we reward our senior executives and have
as a result decided not to renew the
existing executive share option scheme. In
its place we are introducing in 1996 a
restricted share plan. This plan will award
Prudential shares to executives which will
then be held in trust. The number of
shares put in trust and the number that
ultimately become the property of the
executive will depend on the Company's
performance relative to other companies in
the FTSE 100 share index over a period of
three years. We believe linking the
rewards of our executives directly to the
performance of the Company in this way is
a better method of providing an incentive
for our top managers.
We have been reviewing the contracts of
our executive directors and are reducing
the notice period from three years to 18
months which, we believe, to be in keeping
with what is regarded as best practice.
I shall be retiring this year after nearly 43
years with Prudential. Clearly I have seen
many changes, but what strikes me more
are the threads of continuity that run
through the Company, not just in the last
40 years, but throughout its history.

Prudential has always been a company
that has fought hard, and sometimes long,
to build up its reputation. We have always
been a mass market company, supplying
simple savings and protection products to
the general public, with an honesty and
integrity that is at the heart of all our
dealings. These values have made
Prudential a great company. It is these
values that will continue to provide the
foundations for our future success.
The next few years will present great
opportunities for growth for Prudential, as
the burden of care and pension provision
around the world grows too great for
governments and they look to the private
sector to assume some of the cost.
Following the large scale re-organisations
we have undergone in recent years, we are
now well placed to capitalise on these
opportunities for growth.
In 1994 we made significant progress
towards building and developing our
businesses around the world and I am
confident this experience will continue.
Sir Martin Jacomb will take over the role
of chairman following our annual general
meeting in May. With his wide
experience, particularly in financial
services, I am sure he will prove to be a
great asset to Prudential.

Tony Freeman, an executive director,
retired as managing director of our Home
Service division in September last year.
He worked with Prudential for 1 7 years
and I would like to take this opportunity
to thank him for his help and advice
during that time.
I am pleased to welcome Jonathan
Bloomer to our Board as finance director.
Jonathan joined us in January 1995 from
Arthur Andersen, where he was a senior
partner with responsibility for the
insurance industry. 1 am sure his expertise
will be of great value to us. I am also
pleased that Sir David Gillmore has
agreed to join the Board as a non-
executive director. Sir David retired in
August last year as Permanent Under
Secretary of State and Head of the
Diplomatic Service.

My short period as grotip chief executive
this year, following the resignation of
Mick Newmarch, demonstrated clearly
what a strong management team we have
at Prudential. I thank them and all my
colleagues around the world for their
support and hard work in what has been
a challenging year. I wish them well for
the future.

Sir Brian Corby
Chairman
13 April 1995
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Financial Summary

The following is a brief summary of our

profit and sales performance in 1 994.

Profits before tax on the statutory basis

increased by two per cent to £603 million.

Profits from our savings and protection

businesses held steady at SJ177 million,

while profits from general insurance

10 operations grew substantially to

LI 20 million. However, profits from

shareholders' other income fell 36 per cent

to £64 million due to falls in investment

markets. In fact, falls in investment

markets during I 991 had a significant

impact on the results as a whole, reducing

profits by £66 million in comparison

with 1993.

Savings and Protection Business

Our savings and protection businesses

around the world provide some three

quarters of Prudential's profits. Broadly

half of these profits come from our

operations in the United Kingdom, one

quarter from Jackson National Life and

one fifth from Mercantile & General. The

remainder comes from our international

operations in Asia, the Southern Pacific

and Europe.

Profits fell in both the UK and the US.

This was tlue to shareholders financing

sales of unit-linked business in the UK

and changes in the financing ol certain

products in the US. Both of these factors

will depress profits only temporarily and

in the longer term should stimulate profit

growth. The falls in profits in the UK and

the US were, however, offset by profit

growth m Mercantile & General and our

businesses in Asia, the Southern Pacific

and Europe, coupled with the absence of

losses from our Canadian business.

Overall, worldwide sales of savings and

protection products grew, with sales of

annual contribution products increasing

slightly to 1̂ 620 million and sales of single

contribution products holding steady at

.£5,121 million. Over a third of" our annual

contribution sales now come from outside

the UK, while 56 per cent of single

contribution sales come from our

international businesses.

In a difficult market, sales in the UK

held up well last year, falling by only

two per cent on an annualised basis. This

performance was offset by a large growth

in sales from Jackson National Life, plus

improved sales from Mercantile & General

and our businesses in Asia and the

Southern Pacific.

General Insurance Business

The increase in profits from our general

insurance operations resulted from a

much improved performance from otir

UK personal lines business, where profits

increased by 49 per cent to 191 million,

and a substantial increase in profits to

£29 million from the general reinsurance

activities of Mercantile & General.

Our general insurance operations arc-

now performing well and are making a

significant contribution to Prudential's

earnings.

Shareholders' Other Income

Falls in investment markets during 1 994

led to a decline in shareholders' other

income from £100 million to £64 million.

Our LJK unit trust and personal equity

plan (PEP) business benefited from

significant growth in PEP sales and

produced a profit of Li million, compared

with £1 million last year. Profits from

investment management held steady at

£23 million.

We would now like to review the

operations of our major businesses in more

detail beginning with our savings and

protection businesses in the UK.
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11

Prudential's executive directors pictured at the Company's headquarters in London.
John Maxwell, Jonathan Bloomer, Hugh Jenkins, Jim Sutcliffe and Keith Bedell-Pearce.
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United Kingdom: Savings and Protection Businesses

12

The aim of our direct

sales force has always

been to provide simple

products, to a

mass market, at a

reasonable cost

Jim Sutcliffe
Managing Director

Home Service

Introduction
Profits from our UK savings and
protection businesses fell by seven per
cent to £263 million. The growth in
underlying profits was offset by the
£24 million impact of shareholders
financing new Lin it-linked business from
the start ol I 99 I, together with the
reductions in the level ol bonuses payable
to our policyholders which reduced
profits by L28 million. The bulk of the
shareholders' long-term profits is
dependent upon the amount of bonuses
paid out to policyholders.
Given the lower investment returns
achieved so far in the 1990s and expected
for the rest of the decade, we have
continued to lower the level of our UK
reversionary bonuses and have reduced
payouts for most policies. These
reductions are consistent with our policy
of setting pay out levels according to the
investment returns earned by our different
classes of assets over the life of each
contract. Changes in pay otits are limited
from year to year to incorporate the
smoothed returns which our customers
expect. Our with-profits policies continue
to provide excellent value, particularly
in the current low inflation, low interest
rate environment.
During I 991, over six million customers

paid £4 billion into Prudential policies,
compared with £4.4 billion in 1993. We
also paid out to these customers more
than £2.1 billion in claims and maturities.
Sales in 1 994 were mixed, affected by
the lack of consumer confidence in the
economy and the generally difficult
pensions market.

Regular contribution sales grew by 12
per cent to £362 million, helped by strong
sales of regular premium PEPs. However,
sales of life and pension products fell by
seven per cent to ^266 million.
Single contribution sales fell by 20
percent to t2,l 17 million, reflecting a
decline in the sales of both investment
and life and pension products.
Turning now to our Home Service
division:

Home Service
Our 8,500 strong field force remains our
most powerful distribution resource. Over
the last few years we have been changing
the structure of our direct sales operation
with the aims of reducing costs and
increasing productivity. One of the central
aims of this reorganisation has been the
move from cash collection to direct debit
business. The market for cash collection or
Industrial Branch (IB) business has been


