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PRLDEN[TIAL

Prudential Corporation is the major life insurance company in the
United Kingdom and one of the largest in the world. Prudential
meets the savings and retirement needs of nine million customers
in the United Kingdom, the United States and Asia.
Prudential's success is built on the strength of its brand, its
distribution management skills, marketing and product
development expertise, investment management experience and
financial strength.
Prudential has a solid reputation for integrity and fair dealing
which has been built up over nearly one hundred and fifty years.

1996 Highlights
— Operating profit from continuing operations up 14 per cent
— Total dividend increased by 10 per cent to 17.3 pence per share
— Worldwide single premium sales up nearly 70 per cent
— Funds under management of £91 billion
— Accruals basis shareholders' funds of £5.8 billion
— £766 million profit on sale of Mercantile & General Reinsurance
— Banking operation launched in UK

Financial Summary

Operating profit from continuing operations

Profit on ordinary activities before tax

Operating earnings per share

Dividend per share

1996

£691 m

£1,614m

34.1p

17.3p

1995

£604m

£ 1,044m

28.7p

15.7p
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Chairman

1996 was a year of real achievement

for Prudential. Sales and profit

grew in all our major operations

around the world and the strategic

work which has recently been

undertaken by the management of

your company reaped real rewards.

We started a banking business in

the UK and we sold the Group's

reinsurance subsidiary Mercantile &

General at a satisfactory price.

Furthermore, we expanded our

product and distribution base in

the United States and extended our

franchise in Asia. We are now

clearly focused on the profitable

development of our retail financial

services and fund management

operations in our chosen markets

around the world. In addition we

continue to develop our range of

products and our distribution

channels and we are particularly

proud of our well-trained UK

direct sales force.

Reflecting the strength of

Prudential's business and the

sustained implementation of our

strategy, operating profit from our

continuing operations rose by

14 per cent to £691 million,

while operating earnings per share

increased by 19 per cent to

34.1 pence per share. Given these

results and our confidence in the

continuing success of our business,

the Board has decided to increase

the total dividend by 10 per cent

to 17.3 pence per share.

A prudent, effective and efficient

investment management operation

underpins all our businesses around

the world. A reputation for

consistently good investment

performance, coupled with security,

gives us a competitive advantage

and in more recent times has

become an increasingly valuable

asset. Prudential Portfolio

Managers (PPM) invests over

£90 billion on behalf of our nine

million customers and external

clients around the world with the

aim of securing superior investment

performance. The success of this

policy was demonstrated last year

when the Group's £41 billion with-

profits fund again outperformed the

competition and the company won

six Micropal awards for investment

performance. In addition, PPM's

long-term investment record was

demonstrated by this year's

maturing UK personal pensions

policies, where the average

customer, paying regular premiums

for 25 years, received an annual

rate of return of 15 per cent on

their savings.

The activity of collecting the
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savings of millions of individuals

around the world and investing

them profitably in industry and

infrastructure is a vital one that

benefits not just our policyholders

but society as a whole. A stable and

reliable source of capital is essential

for any economy, whether mature

or developing. PPM plays a pivotal

role in providing capital for

business, always investing with the

intention of maximising long-term

shareholder return but mindful of

the need to contribute to the

success of the economy and society

in general. PPM's policy of

investing for the long-term thus

serves the dual function of earning

superior returns for our

policyholders and providing secure

finance for industry and commerce.

Since our last annual report,

John Maxwell, who was an

executive director, has left

Prudential. We thank him for the

contribution he made to the work

of Prudential and wish him well in

his new role.

Ann Burdus has joined our board as

a non-executive director. She has

had a long career in market

research and advertising and her

extensive experience across a wide

range of businesses will undoubtedly

prove to be very valuable to us.

Indeed, it is already doing so.

We have a first rate team managing

our business. This team combines

insurance experts with others

recruited from a wide range of

business backgrounds. The benefits

of their work are evident in our

1996 results.

Our group chief executive,

Peter Davis, who leads this team,

is to be congratulated on the

knighthood he received in the

New Year Honours list for his

contribution to training

and industry.

However, the progress we have

made was only possible by virtue of

the diligence, dedication and

enthusiasm shown throughout the

year by the entire staff of the

Prudential Group around the

world; I would like to thank them

all for their contribution to

Prudential's continued success.

Sir Martin Jacomb

Chairman
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^ Group Chief Executive's Review

Operating profit 1996
Prudential UK

Insurance
Banking

Jackson National Life
Prudential Asia
Other international

operations
Prudential Portfolio

Managers
Other (including interest

payable)
Total continuing

operations
Discontinued operations
Total operating profit

£m

398

(54)

328

12

14

35

(42)

691

182

873

] 995 £m

370

(20)

241

11

15

32

(45)

604

200

804

1996 was very successful for

Prudential. It was a year in which

we posted record profits and a year

in which sales reached new levels

in each of our three main markets.

As well as continuing to grow our

businesses profitably, 1996 was the

year when we made substantial

progress in repositioning

Prudential as a global retail

financial services and fund

management company.

Following the strategy review we

undertook in 1995, we decided to

focus our operations on retail

financial services and fund

management. This resulted in

the sale, for a substantial profit,

of our reinsurance company,

Mercantile & General.

One of the reasons we have chosen

to concentrate on retail financial

services is the fundamental change

that is taking place in each of the

markets in which we operate.

People are living longer and

securing a comfortable retirement

is becoming a more urgent priority.

Increasingly governments are

unable to satisfy this need and are

passing greater responsibility onto

individuals. With our financial

strength and sound reputation, this

trend offers a tremendous business

opportunity for Prudential.

Consolidation of the financial

services industry is taking place

around the world; for example,

banks are increasingly selling

insurance and investment products.

As a result, although Prudential is

traditionally known as an insurance

company, we are now increasingly

focused on savings and investment

products and in the UK we are

expanding our range to include

traditional building society

and banking products. This

convergence makes critical mass an

important issue; hence the sale of

our small Dutch company.

Our future role will not just be as

an insurer, but as a company that

collects a wide range of savings

from our customers and invests

them wisely and well.

In 1996 operating profit from
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1996 GLOBAL REGULAR PREMIUM SALES (£M)

Olfief international. /
operations £S8rn "'

Prudenftfll Asia
£103m "

1996 GLOBAL SINGLE PREMIUM SALES t£M)

1996 SLOBAL OPERATING PROFIT i£M)

Prudential ftjrljo
Managers £35m

Oilier inieriianonal
oper-ations £14m

J
Wan
£323m

identisl UK
£344m
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continuing operations grew by

a healthy 14 per cent to

£691 million. This growth was

achieved after a £54 million

investment in our new banking

business and, excluding this,

underlying profit was 19 per cent

ahead. The increase in profit was

driven by continuing strong results

from Jackson National Life in the

US and a solid increase in profit

from Prudential UK's savings and

general insurance operations. The

global reach of the Prudential

Group is demonstrated by the

fact that half of our profit and

sales now comes from our overseas

businesses.

In the UK, it remains our ambition

to acquire more customers and

expand both our product range and

distribution capability. The launch

of our banking operation in

October last year is one of the first

steps towards achieving that

ambition. We continue to examine

further opportunities to realise

our objectives organically and

via acquisition.

As you are probably aware, we have

also submitted a bid to acquire the

mutual insurer, Scottish Amicable.

If successful, this acquisition will

strengthen our Independent

Financial Adviser (IFA) operations

in the UK and broaden our product

range in that market.

In the US, the success of Jackson

National Life is readily apparent in

our results and we intend to build

on this success to ensure the long-

term growth and profitability of

this business.

In Asia, we have a clear strategy

and a proven track record. We

continue to work hard to obtain

operating licences in those

countries we have identified as new

markets, as well as building the

value of both our established and

our new operations.

Since my last report to you in

September, we have completed the

sales of our reinsurance subsidiary,

Mercantile & General, to Swiss Re

and our Dutch company, Prudential

Leven, to Achmea. These disposals

generated proceeds of £1.8 billion

which are now available to further

our strategic objectives.

As we have reported previously, we

initiated discussions in March last

year with the Department of Trade

and Industry regarding the

'unattributed assets' that rest

within our UK with-profits funds.

These discussions are by their

very nature complex and we

expect they will continue for

some time yet.
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In the UK the review of personal

pensions initiated by the Securities

and Investments Board (SIB), has

attracted considerable adverse

publicity for the industry, and

indeed for Prudential, over the

last few years.

As the UK's largest provider of

personal pensions, the SIB pensions

review is a huge logistical exercise

for Prudential and one to which we

have committed considerable time,

energy and resource. The 250

strong team we have working on

this project began in 1995 with

one million cases to examine. To

date we have found that 95 per

cent of these cases do not require

further examination. We are

working extremely hard to

complete the remainder of the

exercise as quickly and as

thoroughly as possible. No one

is keener than I am to resolve

this issue.

Some of you may have seen that we

have relaunched the Man from the

Pru advertising in the UK. The

Man from the Pru is a powerful

brand image and one that, in these

increasingly competitive times, we

could not merely allow to remain

on the shelf and gather dust. The

new Man from the Pru is designed

to build on our traditional values of

security, reliability and individual

service, and to add the more

modern attributes of efficiency,

flexibility and investment

excellence.

To conclude, we had a good year

in 1996. We have a tightly focused

strategy and first class management

team. Our excellent results and the

successful disposals we completed

last year have further strengthened

an already strong financial position.

We are reaping the results of hard

work done in prior years and are

continuing to lay the foundations

for our long-term future. We will

continue to work to increase the

value of Prudential for you, our

shareholders.

Sir Peter Davis

Group Chief Executive

\

i
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Prudential UK
Profit (excluding bank costs) £398m

Regular Premium Sales

Single Premium Sales

Gross Premiums

Assets

Number of Customers

Number of Employees

(including 6,300 strong salesforce)

£303m

£3.6bn

£5.5bn

£52bn

6.0m

16,500

In its first full year of operation

after the merger of our direct

salesforce and IFA operations,

Prudential UK enjoyed some

notable successes. Profit from the

savings and general insurance

businesses increased by eight per

cent, single premium sales rose by

71 per cent and, with the launch of

the banking operation, Prudential

UK is now a broadly based

financial services organisation.

Philip Segger from
Norfolk is enjoying
the benefits of tax
free savings with a
Prudential PEP.

Main products: Personal pensions, group

pensions, with-profits savings, investment

bonds, PEPs, life insurance, home and

motor insurance, mortgages and deposit

accounts.

Chief Executive Jim Sutcliffe

Profit

Profit from Prudential UK's

insurance and investment business

rose from £370 million to

£398 million. As planned,

£50 million was invested in the

new banking operation and this

business incurred a small trading

loss of £4 million. Profit from

the savings business grew by six

per cent to £323 million, while

the home and motor insurance

operation again produced an

excellent return on capital, where

mild weather and continuing tight

expense control produced a profit

of £75 million, up 17 per cent

on 1995.
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Prudential UK

Pruden t i a l LTK

Profit (excluding bank costs) £398m

Regular Premium Sales

Single Premium Sales

Gross Premiums

Assets

Number of Customers

Number of Employees

(including 6,300 strong salesforce)

£303m

£3.6bn

£5.5bn

£52bn

6.0m

16,500

In its first full year of operation

after the merger of our direct

salesforce and IFA operations,

Prudential UK enjoyed some

notable successes. Profit from the

savings and general insurance

businesses increased by eight per

cent, single premium sales rose by

71 per cent and, with the launch of

the banking operation, Prudential

UK is now a broadly based

financial services organisation.

Philip Segger from
Norfolk is enjoying
the benefits of tax
free savings with a
Prudential PEP.

Main products: Personal pensions, group

pensions, with-profits savings, investment

bonds, PEPs, life insurance, home and

motor insurance, mortgages and deposit

accounts.

Chief Executive Jim Sutcliffe

Pro f i t

Profit from Prudential UK's

insurance and investment business

rose from £370 million to

£398 million. As planned,

£50 million was invested in the

new banking operation and this

business incurred a small trading

loss of £4 million. Profit from

the savings business grew by six

per cent to £323 million, while

the home and motor insurance

operation again produced an

excellent return on capital, where

mild weather and continuing tight

expense control produced a profit

of £75 million, up 17 per cent

on 1995.



Prudential UK has launched a
reinvigorated Man from the Pr
advertising campaign designed to
reinforce Prudential's position as
a leading financial services brand.
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Sales

An improving economy, combined

with new marketing initiatives and

competitive products, resulted in

substantial increases in sales. The

rate of sales increased steadily

throughout 1996. Overall, single

premium sales rose by 71 per cent

and regular premium sales grew by

eight per cent. In addition, gross

premium income passed £5 billion

in 1996 for the first time and assets

grew by 13 per cent to £52 billion.

Prudential UK's salespeople worked

hard throughout the year to

simplify a complicated sales process

with beneficial effects. We have

said before that Prudential's

salesforce is one of the best trained

in the industry. This was borne

out in 1996 with 83 per cent of

the salesforce passing the new

mandatory Financial Planning

Certificate 3 examination well

ahead of the July 1997 deadline.

Prudential announced a record

payout for policyholders in 1996,

distributing £1.9 billion in

bonuses. As a result of good

investment returns and a strict

focus on expense control, payout

levels for the majority of

policyholders, particularly pensions

policyholders, have been held or

increased. An average Prudential

policyholder with a 25 year pension

policy maturing after 1 May this

year will have received an annual

rate of return of over 15 per cent.

Prudential UK is now focusing

on expanding its distribution

capability and increasing the

productivity and efficiency of its

well-established direct salesforce

and IFA distribution channels. In

1996 direct salesforce productivity

increased by 35 per cent, while the

programme instituted in 1995 to

focus on higher producing IFAs has

also borne fruit, with Prudential

UK increasing its share of the IFA

market to just under five per cent.

The new direct salesforce,

Prudential Financial Planning

Service, set up in 1995 to focus on

higher net worth individuals also

continues to grow, with over 230

11

Keith James, with his
partner Susan Katie, is
one of the million
people saving for
their retirement with
a Prudential personal
pension.
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Prudential UK's
management team is
headed by chief
executive Jim Sutcliffe
(centre), with
John Elbourne (left)
running the insurance
operations and
Mike Harris (right)
responsible for the
recently launched
banking business.

salespeople compared with just over

100 at the beginning of 1996.

In addition, Prudential Direct

has expanded its capability, and

employs 200 people who now

handle 30 per cent of Prudential

UK's household general insurance

sales by telephone, in addition to

direct sales of unit trusts and PEPs.

Products and Services

Prudential UK continued to focus

on providing cost effective, flexible

products to customers, while

maintaining appropriate profit

margins for shareholders.

For example, in 1996 a successful

marketing campaign and the

excellent returns offered by the

Prudence Savings Account and

Prudence Bond brought in

£596 million and £821 million

respectively.

In the last four years, £170 million

has been eliminated from

Prudential UK's fixed cost base

with the result that expense ratios

are now extremely competitive.

Fixed costs were down a further

eight per cent in 1996.

Prudential UK continues to

improve its administrative systems,

investing principally in call centre

and workflow and image

technology designed to improve

both effectiveness and

response times.

Banking

Prudential Banking, based in

Dudley in the West Midlands

and employing 270 people, was

launched on 1 October 1996. This

operation attracted £103 million

of mortgage applications and

\
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£98 million of deposits by the end

of February 1997 and sales of both

product lines are growing month

on month. Service standards are

attracting many positive comments

from customers.

Prudential Banking is steadily

building a book of business by

offering customers competitive

and flexible mortgage and deposit

products. It offers deposit rates well

in excess of the high street and the

recent 16 month savings account

provided the best rate in the

market during its issue period.

With the deposit and mortgage

business growing steadily, plans are

now in hand to expand the product

range and move into the personal

loan market later this year.

Although costs are high while the

business develops, Prudential

Banking is on target to move into

profit in 1999.

OPERATING PROFIT- INSURANCE
AND INVESTMENT BUSINESS ( f M) ASSETS UNDER MANAGEMENT (£BN)

13

I

REGULAR PREMIUM SALES ( f M) SINGLE PREMIUM SALES (£BN)

FIXED COSTS (£M)



Prudential Corporation pic Annual Report 1996

14

Profit

Regular Premium Sales

Single Premium Sales

Gross Premiums

Assets

Number of Customers

Number of Employees

US$512m

US$66m

US$3.8bn

US$4.6bn

US$27bn

1.8m

1,200

With profit up 35 per cent and

US$512m single premium sales increasing by

73 per cent, Jackson National Life,

Prudential's US subsidiary, had a

very successful year in 1996.

Jackson is now reaping the benefits

of the strategic decision to expand

the company's product range,

diversify its distribution capability

and improve the quality of its

1,200 administrative systems.

Main products: Fixed and variable annuities,

guaranteed investment contracts and life

insurance.

Chief Executive Officer Bob Saltzman

Operating profit at Jackson

increased from US$380 million to

US$512 million in 1996. This was

due to strong growth in assets from

US$25 billion to US$27 billion

and an increase in the profit

margins earned on Jackson's

products. The target interest

margin of two per cent on Jackson's

main annuity product has now

been achieved.

Single premium sales at Jackson

increased by 73 per cent to

US$3.8 billion in 1996, boosted

substantially by sales of the new

guaranteed investment contracts

and variable annuity products,

which brought in over US$1.8

billion (1995 US$100 million).

Sales of the core fixed single

Pam and Bill Perrone
from Michigan with
their children Justin,
Mike and Tracey. With
three children Pam
and Bill are setting
aside some money for
the future with an
Ultimate 2 savings
policy from Jackson
National Life.



At its central service centre in
Lansing, Michigan, Jackson
precedes 9,000 calls from
customers and agents every day.

m&
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Bob Saltzman,
Jackson's chief
executive officer,
pictured with Mike
Wells, head of the
new variable annuity
operation. Jackson
has strengthened its
top management
team in recent years
with the addition of a
number of new
recruits from across
the US financial
services industry.

premium deferred annuity product

also performed well and it is

expected that Jackson will have

increased its share of this market in

1996. Looking forward, Jackson is

keen to continue to grow its sales

of variable annuity products as

rapidly as possible. Given the

exceptional impact the launch of

the guaranteed investment contract

business had in 1996, Jackson

anticipates deliberately lower

growth from this business in

the future.

Jackson continues to refine and

expand its product range and, in

October last year, an equity-linked

annuity was launched which raised

US$34 million in its first three

months of sales. Jackson has also

revitalised its range of life

insurance products, increasing their

flexibility and improving their

pricing. In 1996, sales of these life

products increased by 25 per cent.

*

i
Distribution

As recently as 1994, 89 per cent of

Jackson's products was distributed

by its network of agents. In 1996

58 per cent of sales came via

agents, 14 per cent via broker

dealers and 28 per cent via banks.

Jackson's strategy of diversifying

distribution by expanding its

broker dealer and bank networks
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has worked extremely well and

significantly increased Jackson's

competitive advantage in the

marketplace. Jackson will continue

to examine new ways of

distributing products in 1997.

Jackson is now admitted to sell

insurance in New York State, the

largest insurance market in the US,

and plans to begin sales later in

1997, once individual product

filings are approved.

Jackson's funds under management

have grown thirteen-fold since

Prudential acquired the company in

1986. The continuing work to

diversify the product range and

distribution channels and improve

efficiency will provide a platform

for further growth at Jackson

in 1997.

OPERATING PROFIT (US$M)

SINGLE PREMIUM SALES (US$BN)

17

ASSETS UNDER MANAGEMENT
(US$BN)



rudential has been established
Singapore since 1931 and is

%iow the leading single premium
company in the country.
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Prudential Asia

'!§

Profit

Regular Premium Sales

Single Premium Sales

Assets

Number of Customers

Number of Agents

Number of Employees

£12m

£103m

£88m

£1.5bn

0.7m

11,400

1,000

Main products: Unit-linked and with-profits

savings plans, life insurance, accident and

health insurance, property and

casualty insurance.

Managing Director Mark Tucker

Prudential now has a presence in

nine Asian countries, with

operational businesses in Singapore,

Hong Kong, Malaysia, Thailand,

Indonesia and the Philippines,

representative offices in China and

Vietnam and a base in India.

1996 was a good year for

Prudential in Asia, with sales of

regular premiums passing the

£100 million mark for the first

time and single premium sales

growing by 38 per cent. Funds

under management also grew by

seven per cent to £1.5 billion and

sales agents and staff now total

over 12,000 across Asia.

Established Businesses

Prudential's well established

businesses in Singapore, Hong

Kong and Malaysia continue to

make progress. Prudential

Singapore is now the country's

leading company for single

premium products, with a

26 per cent share of the market.

In Malaysia Prudential's market

share increased from nine per cent

to over 11 per cent, making it

the fourth largest company in

that market.

Prudential's business in Hong

Kong has performed satisfactorily

19

Michael and Doreena
Seow from Singapore
are saving for the
future of their
children Gabriel and
Collette with a
juvenile policy from
Prudential Singapore.
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Joseph Ip, deputy
managing director,
Mark Tucker,
managing director,
and Mina Hsu, brand
and communications
director, meeting at
Prudential Asia's
headquarters in
Hong Kong.

with sales down only slightly on

1996, in a very uncertain

environment.

New Operations

Prudential commenced business

in Thailand and Indonesia in 1995

and opened an operation in the

Philippines in 1996. Each of these

businesses is expanding rapidly,

adding new products to its

portfolios and growing its

salesforces. Prudential's experience

and substantial resource network in

Asia has enabled the new

Philippines' operation to open its

doors for business within a month

of a licence being granted. Both

agency and salesforce numbers

exceeded their targets in 1996.

New Markets

Prudential has applied to open a

representative office in New Delhi

and began joint venture discussions

with potential partners early in

1996. India, a country in which

Prudential has both experience and

brand awareness, has low insurance

penetration and a growing economy

and therefore provides great

opportunities for future growth. In

addition, Prudential has applied to

open two further representative

offices in China to add to the

existing three and has set up a

second representative office in

Vietnam in Ho Chi Minh City. As

demonstrated in the Philippines,

once entry to a market has been

gained, Prudential is extremely

well placed to establish quickly a

strong and dynamic business.
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Hong Kong resident
Lewis Tse, pictured
with Chan Men Ching,
is insuring his life
with Prudential and is
one of the company's
720,000 customers
in Asia.

Investment

Prudential confirmed its

commitment to the development of

its Asian businesses in 1996 with

the launch of the US$1 billion

Prudential Invest Direct Asia Fund

specifically designed to make

infrastructure and development

capital investments in the growing

Asian economies, particularly

China, India and Vietnam. The

launch of this fund further

emphasises the increasingly

important role Asia will play in the

future development of Prudential's

worldwide business.

REGULAR PREMIUM SALES (f M)

NUMBER OF AGENTS

SINGLE PREMIUM SALES (f M)

oo
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Other International Operations

22 Other International Operations Prudential has businesses in

Profit f14m

Regular Premium Sales £68m

Single Premium Sales

Assets

Australia, New Zealand and Italy.

Profit from these operations

totalled £14 million in 1996

£543m compared with £15 million

in 1995.
£4.1bn

Number of Customers

Number of Employees ,100

Director

0.5m Australia

Prudential Australia had a much

better year in 1996, with single

premium sales growing by 15 per

Keith Bedell-Pearce cent and regular premium sales

increasing by 20 per cent. In

response to a rapidly changing and

increasingly competitive market

place, Prudential Australia has

undertaken a range of strategic

projects to refocus its marketing

efforts on the new compulsory

savings markets and improve its

administrative systems and general

efficiency. A number of these

projects have already resulted in

significant operational changes

within the business and the

successful entry into new product

areas and distribution

arrangements. Prudential Australia

is now well positioned to improve

further its performance in 1997.

New Zealand

Single premium sales from

Prudential New Zealand increased

by 50 per cent in 1996, while

Ian and Nikki Nicholas
are both saving for ^ ^
retirement with ^ ^
Prudential Australia.

regular premium sales rose by ^ ^

30 per cent. The benefits of a cost A»

reduction programme and the

successful expansion of the ^ ^

company's retirement planning £ ,

salesforce have resulted in

Prudential New Zealand increasing ^

its share of the regular premium MC,

market to 12 per cent.

Italy £ .

Prudential Vita continued to make

progress in 1996, with single ^ ^

premium sales increasing by ^y.

15 per cent and regular premium

sales by three per cent. ^
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OPERATING PROFIT (£M)

REGULAR PREMIUM SALES (£M)

CO

23

Trevor Perry,
managing director of
Prudential Australia,
discusses strategy
with international
development director,
Keith Bedell-Pearce.

SINGLE PREMIUM SALES (f M)

CO

I
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Prudential Portfolio Managers

Prudential Portfolio Managers

Profit £35m

Total Funds Under Management £91 bn

Number of Employees 1,100

External pension fund clients 350

-3

Investment offices around the world:

London, Cape Town, Chicago,

Hong Kong, New York, Singapore, Sydney,

Toronto, Wellington.

Chairman Derek Higgs

Prudential Portfolio Managers

(PPM) is the worldwide fund

management business of Prudential

and invests £91 billion on behalf

of both Prudential's customers and

PPM's external clients. PPM aims

to provide consistently superior

performance for its customers'

funds through its active, value-

based investment philosophy.

PPM's funds are managed by

223 investment professionals in

nine investment offices around

the world, with a central

investment strategy co-

ordinated from PPM's head office

in London.

25

In\ L-stmcnt IVrtormanoj

Good investment performance is a

key factor in gaining a competitive

advantage for Prudential's retail

operations.

In 1996 PPM continued to

provide above average results for

Prudential's nine million

customers and PPM's clients

around the world.

The largest of PPM's funds is the

£41 billion with-profits fund

which contains the savings and

investments of the majority of

Prudential's UK customers. Once

again this fund outperformed the

competition in 1996, by adding
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Lorraine Baldry, chief
operating officer,
Derek Higgs,
chairman and Rodney
Dennis, chief
investment officer.
Headquartered in
London, PPM invests
£91 billion for
Prudential's nine
million customers and
external clients
around the world.

an additional return of over

one per cent.

In the UK, PPM won six Micropal

investment awards, in particular for

the performance of the company's

pension and life funds and unit

trusts.

PPM's managed funds continued

to perform well with the

discretionary fund producing a

return of 11.9 per cent in 1996

compared with an industry

average of 10.7 per cent.

The performance delivered to

PPM's segregated pension

fund clients was close to the

industry average in 1996 and the

three year record now shows

outperformance. As a result PPM

has increased its standing among

prospective clients and their

advisers. An indication of this

improved standing was the

appointment of PPM as one of the

four UK fund managers for the

fixed income portfolios of Equitas.

In Hong Kong, PPM Asia's

investment performance was

recognised with a 1996 South

China Morning Post Fund Manager

of the Year Award.

i
Management J^j

In February 1996 Derek Higgs was I

appointed Chairman of PPM to "



^

^
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lead its development as a major

international fund management

business. Rodney Dennis was

appointed Chief Investment Officer

with responsibility for worldwide

investment strategy and Lorraine

Baldry became Chief Operating

Officer. This team has continued to

develop the global potential of

PPM, with particular emphasis on

strengthening the investment

teams in the UK and US.

PPM will shortly launch a new

worldwide identity which will

emphasise both its capabilities as

one of the world's leading fund

managers and its links with the

financial strength and stability of

the Prudential Group.

FUNDS UNDER MANAGEMENT (£BN) 27

TYPES OF ASSET (f BN)

Cash/Other £5bn

Fixed Income £33bn

Equities £47bn

Property £6bn

GLOBAL EQUITY HOLDINGS (f BN)

South Africa £0.2bn

Europe £4.5bn

Far East £ U b n
Australia and
New Zealand £1.5bn

Japan £2.0bn

North America £2.8bn

UK £34.0bn
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Group Financial Review

28 Financial Summary
Operating profit (including averaged investment gains)

Before tax
After tax
Earnings per share

Profit for the year (including actual investment gains)
Before tax
After tax
Earnings per share

Dividend per share

Shareholders' funds
Statutory basis
Accruals basis

1996 £m

873
654

34.1p

1,614
1,407
73.4p

17.3p

2,757
5,821

1995 £m

804
546 fi

28.7p

1,044 g^
758 "
39.8p

15.7p

1 747 ^ B

Accounting Policies

There have been no major changes

in accounting policies in 1996.

During the year the insurance

industry and the Accounting

Standards Board have made

progress towards establishing an

appropriate method of accounting

for investment gains. We are

hopeful that during 1997 a

method will be agreed which

includes smoothed gains in the

operating result and total realised

and unrealised gains in the profit

on ordinary activities, similar to the

Group's present basis of reporting.

Disposal of Mercantile

& General Reinsurance

Following the appointment of the

new management team in 1992,

there had been a strong recovery in

the results of Mercantile &

General. However, earnings growth

in its core long-term business was

slowing and, given the absence of

synergy between M&G and the test

of the Group, together with the

incteasing need for scale in world

reinsurance markets, we decided

that the time was right to dispose

of this business. The sale to Swiss

Re produced an excellent price

of £1,754 million, resulting in

a gain over net asset value of

£766 million. The proceeds were

received in cash in December and

are primarily invested in short-term

deposits and money market

securities to provide maximum

liquidity and minimal capital risk.

Although the sale will result in

some short-term dilution of

earnings, there is no doubt that it
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improves the risk profile of the
v Group and the overall quality of its

^ earnings. Moreover, the interest

receivable on the proceeds will be

'" well in excess of the dividends

^ previously received from M&G, so

that there will be no reduction in

the funds available centrally to

^ support the Group's dividend.

Profit and Earnings Per Share

I«I Operating profit before tax, at

£873 million, was nine per cent up

•^ on 1995. The effective rate of tax

ini on the operating profit for 1996

was exceptionally low at 25 per

*"• cent due to the utilisation of prior

'A year tax credits not previously

recognised in both the UK and the

US. This compares with a normally

•^ expected rate of 30 per cent. As a

result, operating profit earnings per

share increased by 19 per cent to

^ 34.1 pence.

Total profit before tax, after

including the profit on business

ia| disposals and the adjustment from

averaged to actual investment

gains, was £1,614 million in 1996

A and total earnings per share

73.4 pence.

tjk Dividend

The total dividend for the year

has increased by 10 per cent to

tk 17.3 pence per share. Based on

operating profit after tax, dividend

cover is almost two times.

Shareholders' Funds

The consolidated balance sheet on

page 55 shows that shareholders'

capital and reserves at the end

of 1996 were £2,757 million,

an increase of over £1 billion

compared with 1995. The increase

primarily reflects the profit on

business disposals together with

retained operating profit after

dividend payments. However, this

figure does not recognise the

overall shareholders' interest in our

long-term business operations.

In particular, no shareholders'

interest is recognised in respect of

the unattributed assets held within

the main UK long-term fund.

A better indication of shareholder

resources is given in the

supplementary accruals basis

balance sheet on page 77. This

basis recognises the overall

shareholders' interest in the

business but does not anticipate the

results of our discussions with the

DTI on the unattributed assets. For

the purposes of the accruals basis

results, it is assumed that only

10 per cent of these assets are

allocated to shareholders. Total

accruals basis shareholders' funds

were £5.8 billion compared with

£4.9 billion at the end of 1995.

The increase reflects the growth of

the business and the profit on

business disposals. These funds are

located as follows:

1996 £bn 1995 Lbn

29

Prudential UK
Jackson National Life
Prudential Asia
Other international

operations
Retained centrally
Discontinued operations
Accruals basis

shareholders' funds

2.5

1.6

0.2

0.1

1.4

-

5.8

2.3

1.5

0 1

0.1

i0.3)

1.2

4 9

Funds Flow and Borrow ings

The table below provides details of

the holding company's funds flow.

1996 £m 1995 Cm
Group operating profit

after tax
Dividends
Reinvested in businesses
Funds available to holding

company
New investment in

businesses
Disposal of businesses
Timing differences and

other items
Net holding company

cash movement

654

(332)

(309)

13

(46)

1,784

32

1,783

546

(300)

(219)

27

(33!

89

12

95

We believe that this presentation

provides a clearer demonstration of

the utilisation of the Group's

resources than the format

prescribed under FRS 1 shown on

page 57. In 1996 the Group's
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Jim Jack, group
financial controller,
John Pemberton,
head of business
development,
Jonathan Bloomer,
group finance
director and Charles
Lowe, group
treasurer, at one of
their regular
meetings.

operations generated funds after tax

of £654 million, over £100 million

more than in 1995. Retained profit

after dividends was £322 million,

of which £309 million was

reinvested in our businesses to

finance expansion, principally in

Jackson National Life. The disposals

of Mercantile & General and the

small Dutch business resulted in

net sale proceeds of £1,784 million

and there was an overall net cash

inflow to the holding company of

£1,783 million.

As a result of the above inflow and

after favourable exchange

movements of £62 million, at the

end of 1996 there was net holding

company cash of £1,149 million,

compared with net borrowings of

£696 millon at the end of 1995.

Gross loans of £672 million at the

end of 1996 remain wholly at fixed

rates of interest with maturity dates

ranging from 1997 to 2007, as set

out in note 18 on page 67. Some

60 per cent of the borrowings are

in US dollars, in order to reduce

the currency exposure arising from

our investment in Jackson National

Life. The Group also retains access

to both commercial paper facilities

and committed and uncommitted

bank facilities.

The Group enjoys strong ratings

from Moody's and Standard and

Poors of Aa3 and AA+ respectively

for its long-term debt and PI and

A1+ for commercial paper.

Treasury Policy

The Group operates a central

treasury function which has overall

responsibility for managing its

capital funding programme as

well as its central cash and

liquidity positions. The treasury

function is also responsible for the

co-ordination of risk management

and investment policy across

the Group.

To reduce investment, interest rate

and currency exposures, and to

facilitate efficient investment

management, derivative

instruments are used. Derivatives

are not used for trading or

i!
c!

e
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speculative purposes. Group policy

is that amounts at risk through

derivative transactions are covered

by cash or by corresponding assets

or liabilities. The accounting

treatment of derivative contracts is

consistent with that of the

underlying assets or liabilities.

The Group transacts business

primarily in sterling and US

dollars. After adjusting for

borrowings, approximately three

quarters of the Group's accruals

basis net assets are held in sterling

with a further fifth held in

US dollars.

The currency exposure relating to

the translation of reported earnings

is not separately managed.

However, its impact is reduced by

the interest payments on foreign

currency borrowings and by the

adoption of average exchange rates

for the translation of foreign

currency revenues.

Financial Strength of Insurance

Operations

The solvency capital carried within

the main UK long-term fund rose

further in 1996 as a result of strong

investment markets, dividend

growth and the achievement of

above average investment returns.

We expect that the solvency ratio

of free assets to liabilities of 28 per

cent, compared with 26 per cent in

1995, will be above the industry

average. The fund's financial

strength is rated Aaa by Moody's

and AAAIS] by Standard and Poors.

The solvency position of Jackson

National Life strengthened further

in 1996 with its risk-based capital

ratio increasing from 219 to 252

per cent of the regulatory

minimum. Its claims paying ability

is rated AA by Standard and Poors.

In addition, Jackson is taking

advantage of attractive market

conditions to access directly the US

capital markets for the first time by

issuing a US$250 million

subordinated loan. This will be

admissible for regulatory solvency

purposes and will maintain

Jackson's strong capital position

and support its continued growth.

Conclusion

As a result of profit growth and

business disposals, we have further

strengthened our balance sheet

and ended 1996 in a very sound

position. Consequently, we

are well placed to finance our

strategic objectives.

SHAREHOLDERS' FUNDS -
STATUTORY BASIS ( f M)

31

SHAREHOLDERS' FUNDS -
ACCRUALS BASIS (£BN)

Jonathan Bloomer

Group Finance Director
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Investment in the Community

32 Investment in the community

activities world-wide totalled

£2.1 million in 1996, reflecting the

international nature of Prudential's

business.

In the UK, the company continued

to support carers and to work to

create safer communities.

The Prudential Carers Initiative, a

five year partnership with carers

charities The Princess Royal Trust

for Carers and Crossroads, improves

local services provided to some of

the country's seven million carers

and raises awareness of their needs.

Thirteen Prudential funded

Princess Royal Trust Carers Centres

continue to provide support,

information and advice specifically

tailored to meet the individual

requirements of carers. In addition,

Crossroads has increased the

provision of at home respite care

to allow carers a vital break from

their responsibilities.

The Prudential Youth Action

Initiative, a five year partnership

with Crime Concern, continues to

help young people make their

communities safer by addressing

issues such as bullying, drug

misuse and personal safety.

Prudential's UK sponsorship

activities included The Prudential

Awards for the Arts, an annual

competition designed to reward

and support the best UK arts

organisations, and sponsorship of

'The Grand Tour' an exhibition of

18th Century art at the Tate
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Gallery. Since its inception in

1989, the Prudential Awards for

the Arts has benefited over 70

arts organisations to the tune of

£2 million.

Overseas, each Prudential company

designs a programme appropriate to

local needs.

In the US, Jackson National Life

contributes to projects that improve

the civic and cultural life of the

State of Michigan, including the

YMCA's 'Invest in Youth Campaign'

and the Mid Michigan Opera

Company.

In Asia, a full programme of

sponsorship and community activity

was launched in 1996, with the

main focus being on education and

training. Other activities included

the Hong Kong season of

'The Music of Andrew Lloyd

Webber' and various sports events

in China, Singapore and Malaysia.

In Thailand, Prudential co-operates

with the national police department

to assist the government's

educational programme addressing

drug misuse.

In Australia, Prudential supports

the Multiple Sclerosis Society and

medical research and a number of

smaller charities.

The most notable event in

New Zealand was sponsorship of a

play about the life of Maria Callas,

the proceeds of which were given to

the 'Save the Children Fund'.

In Italy, Prudential Vita organised a

concert at the Milano Conservatorio

to raise funds for a UNICEF youth

project.

33
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Board of Directors

Sir Martin Jacomb*

Chairman (Age 67)

Chairman since May 1995.

Chairman of the British Council

and Delta. Director of RTZ and

Marks & Spencer. Member of

the Nolan Committee.

Michael Abrahams CBE DL*

Deputy Chairman (Age 59)

Sir Peter Davis

(Age 55

,hief Executive since

Chairman since 1991. Chairman of 1995 and a director since 199

Prudential Staff Pensions, Cavaghan Director of Boots. Previously

and Gray and the London Clinic.

Director of John Waddington and

Drummonds. Deputy Chairman of

the Council of the Prince of Wales'

Institute of Architecture.

Chief Executive and Chairman of

Reed International.

Keith Bedell-Pearce

(Age 51)

r since 1992 and Director,

International Development since

November 1996. Joined Prudential

Jonathan Bloomer FCA

(Age 42)

nee Director since

January 1995. Previously a senior

"inner of Arthur Andersen.

t.
Ann Burdus*

(Age 6JJ

_. jr since November 1996-

Director of Safeway, Dawson

International and Next. Board
J

member of the Civil Aviation

Authority, the Committee of

the Automobile Association and

the Council of the Institute

of Directots.

* non-executive director



Niall FitzGerald*

(Age 51)

'93- Chairman

ilever and the Confederation

itish Industry Europe

joramittee. Director of the

ank of Ireland.

Lord GilJmore GCMG*

(Age 62)

Senior adviser to BZW, director of

Vickers and Governor of Birkbeck

College, University of London.

Previously Permanent Under-

secretary of State and Head of the

Diplomatic Service.

Derek Higgs

(Age 52)

ce February 1996.

Chairman of Prudential Portfolio

Managers. Previously Chairman of

S.G. Warburg & Co Ltd.

Andrew Teare*

4 and Chief 1992. Group Chief

Executive of Prudential UK. Joined Executive of The Rank Group,

'mdential in 1976. Previously Group Chief Executive

of English China Clays.

L.
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Corporate Governance

36 The directors support the principles

of corporate governance set out in

the Code of Best Practice published

by the Cadbury Committee and

confirm that the Company has

complied throughout the year with

the requirements of the Code. The

Company has also complied with

the best practice provisions

regarding remuneration

committees, annexed to the Listing

Rules of the London Stock

Exchange.

(. )rt;;inisatio.n;il SirucHirc

The organisational structure of the

Group is clearly defined with lines

of responsibility and delegation of

authority. The Board decides the

objectives and strategy and has set

out the specific matters which are

reserved to it for decision.

Authority is delegated to the group

chief executive for implementing

the strategy and for managing the

Group. In discharging his

responsibility, the group chief

executive works with a group

executive committee, comprising

all the executive directors and other

divisional heads, and is also assisted

by a group head office team of

functional specialists.

The head of each division has

authority for management of that

division and has established a

management board comprising the

most senior executives in the

division.

Board Committees

The Board has established the

following committees of non-

executive directors to which it has

delegated certain of its

responsibilities:

Audit Committee

Michael Abrahams (Chairman)

Ann Burdus

Lord Gillmore

Andrew Teare

The audit committee assists the

Board in meeting its

responsibilities in respect of the

system of internal financial control

and external financial reporting.

Remuneration Committee

Andrew Teare (Chairman)

Michael Abrahams

Niall FitzGerald

Lord Gillmore

The remuneration committee

reviews remuneration policy and

determines the remuneration

packages of the executive directors.

The remuneration committee's

report is set out on pages 40 to 46.

Nomination Committee

Sir Martin Jacomb (Chairman)

Michael Abrahams

The nomination committee

considers candidates for

appointment to the Board.

Internal Financial Control

The management of exposure

to risk is fundamental to the

Group's operations which mainly

involve the acceptance of

investment and underwriting risks.

The Group's system of internal

financial control, for which the

Board has overall responsibility, is

an essential and integral part of the

risk management process and the

main features are as follows:

Investment

The respective responsibilities

of the Board and divisional

management for investment

strategy, compliance and

performance are clearly defined.

There are also detailed rules

governing investment dealing and

settlement, incorporating details of

procedures and authority levels.
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Underwriting

^ The Group has controls over

ijp underwriting exposures covering

both risks accepted and reinsured.

^ Exposure limits are reviewed

A annually as part of the

planning process.

J B Financial Control Procedures

Detailed controls, applicable across

the Group, are laid down in

J£ financial and actuarial procedures

manuals.

• ^ Performance Planning and Monitoring

^^ There is a comprehensive planning

and performance monitoring

<ap system based on key performance

^ ^ indicators for each business area.

Five year business plans,

i ^ incorporating detailed one year

operating plans, are prepared

annually for each business area and

dip the Group as a whole. The Board

receives monthly management

reports comparing actual

j £ performance with plan, and

^ highlighting key business

indicators and the progress of

i ^ major projects.

Financial Position

ij The Board receives regular reports

^ ^ from the group finance director on

financial matters and receives

annual reports from the group chief

actuary on the financial condition

of the Group's principal long-term

insurance businesses.

Audit

The head of the group internal

audit function has direct access

to the chairman of the audit

committee and any significant

matters arising from internal

audit work are reported to the

committee. The audit committee

receives twice-yearly reports from

the external auditors on internal

financial control and reviews action

taken in response to any weaknesses

which are identified.

Effectiveness of Internal Financial

Control

The Board has reviewed the

effectiveness of the system of

internal financial control in

operation during the year

through the monitoring processes

set out above.

In addition, during the year each

business area, including group head

office, prepared an assessment of its

risk exposures and internal financial

control framework.

This work was reviewed by the

external auditors and a summary

of the findings was considered by

the audit committee.

Such processes can provide only

reasonable and not absolute

assurance against material errors,

mis-statements or loss and, in that

context, the review did not reveal

any significant matters which,

in the opinion of the Board,

indicated that the system of

internal financial control was

inappropriate or unsatisfactory.

Compliance

The Group has internal compliance

managers who monitor adherence

to local regulatory requirements

and report regularly to the

divisional management boards.

The Board receives annual reports

on both UK and overseas

compliance matters.

Directors' Responsibilities for

the Financial Statements

The directors have a duty to report

to shareholders on the performance

and financial position of the Group

and are responsible for preparing

the financial statements on pages

50 to 69 and the supplementary

information on pages 74 to 79-

Company law requires the directors

to prepare financial statements for

each financial year which give a

true and fair view of the state of

37
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38 affairs of the Company and of the

G r o u p and of the result of the

G r o u p for the period and which

comply wi th the Companies Act

1 9 8 5 . In prepar ing those

statements, the directors ensure

that suitable accounting policies are

selected and applied consistently,

that reasonable and prudent

judgements and estimates are made

and that applicable accounting

standards are followed. They also

ensure that appropriate accounting

records are maintained for the

preparation of those statements and

that reasonable steps are taken to

safeguard the assets of the Group

and to prevent and detect fraud and

other irregularities.

After making appropriate enquiries,

the directors consider that the

Group has adequate resources to

continue in operational existence

for the foreseeable future. They

therefore continue to use the going

concern basis in preparing the

financial statements.

Environmental Policy

The directors regard concern for the

environment as an integral part of

good business practice. The Group

therefore endeavours to limit

any adverse effects on the

physical environment to a

practical minimum.

Prudential Portfolio Managers

(PPM) believes that the boards of

companies in which it invests

should pay due regard to

environmental matters and thereby

further the long-term interests of

their shareholders.

PPM has developed environmental

guidelines for the properties it

owns and manages so as to ensure

that they optimise energy efficiency

and that all works of refurbishment

and redevelopment are appraised

in advance for their

environmental effects.

The directors will continue to

review the Group's approach to

the environment.
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Report of the Auditors on Corporate Governance Matters
to the directors of Prudential Corporation pic

In addition to our audit of the

financial statements, we have

reviewed your statements on pages

36 to 38 concerning the Group's

compliance with the paragraphs of

the Cadbury Code of Best Practice

specified for our review by the

London Stock Exchange and the

adoption of the going concern basis

in preparing the financial

statements. The objective of our

review is to draw attention to

non-compliance with Listing Rules

12.43(j)and 12.43(v), if not

otherwise disclosed.

Basis of opinion

We carried out our review in

accordance with guidance issued by

the Auditing Practices Board. That

guidance does not require us to

perform the additional work

necessary to, and we do not, express

any opinion on the effectiveness of

either the Group's system of

internal financial control or

corporate governance procedures,

nor on the ability

of the Group to continue in

operational existence.

Opinion

In our opinion, your statements on

internal financial control on pages

36 and 37 (other than your opinion

on effectiveness which is outside

the scope of our report) and on

going concern on page 38 have

provided the disclosures required

by the Listing Rules referred to

above and are consistent with the

information which came to our

attention as a result of our audit

work on the financial statements.

In our opinion, based on enquiry of

certain directors and officers of the

Company and examination of

relevant documents, your statement

on page 36 appropriately reflects

the Group's compliance with the

other aspects of the Code specified

for our review by Listing Rule

39

Price Waterhouse

Chartered Accountants

London

18 March 1997
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40 The members of the Remunerat ion

Commi t t ee are listed on page 36.

The Listing Rules of the London

Stock Exchange contain a number

of requirements in respect of

directors' remunerat ion, including

a report by the Remunerat ion

Commit tee of the Board. The

Company has complied th roughout

the year wi th Section A of the

provisions annexed to the Listing

Rules and, in framing its

remunerat ion policy, the

Commit tee has given full

consideration to Section B of

the provisions.

Executive Directors

Remuneration

Remuneration policy

The policy of the Company is to

provide competitive remuneration

packages in order to recruit and

retain high calibre executives. In

addition to salary and pensions, this

is achieved by means of an annual

bonus and a long-term incentive

plan directly related to the

Company's longer-term

performance. The Executive Share

Option Scheme terminated in May

1995, the last grant of options

under the Scheme having been

made in April 1995.

Salary

Executive directors' salaries are

reviewed by the Committee,

normally annually, having regard

to business results, individual

accountabilities and performance,

and market conditions.

Independent surveys are obtained

on salary levels in major companies

of comparable size in both the

financial and non-financial sectors.

Annual bonus

Executive directors other than

Derek Higgs qualify for awards

under the Group's short-term

deferred bonus plan, known as the

Share Participation Plan. Awards

are determined by the Committee

based on the performance of the

Group against the annual business

plan, with particular reference to

operating profit and other financial

measures and developments.

Executive directors may receive an

initial cash award which, for 1996,

was 15 per cent of salary at the

time of the award. Either the net

amount of this award must be used

to buy shares or an equivalent

number of shares must be lodged

with the Plan trustee. The

Company may then make an award

of additional shares, which for

1996 was equivalent to 22.5 per

cent of salary at the time of the

award, on the basis that both sets

of shares are held in trust for five

years. If a director leaves prior to

this, the additional shares may be

released in certain circumstances.

The total award, including the

additional share award, can range

from nil to 45 per cent of salary

depending upon actual performance

against business plan.

Derek Higgs can be awarded a

bonus, payable half in shares and

half in cash, which can range from

nil to 100 per cent of salary, based

on the overall performance of

Prudential Portfolio Managers.
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Benefits

Executive directors receive

certain taxable benefits, principally

a company car and private

medical insurance.

Service contracts

In 1995, the Committee changed

its policy so that the normal notice

of termination which the Company

is required to give executive

directors is 12 months, although

for newly appointed directors there

may be an initial contractual period

of up to two years before the 12

month notice period applies. In the

case of Keith Bedell-Pearce and Jim

Sutcliffe, who were in office prior to

1995, the period has been reduced

to 18 months, which the

Committee considers reasonable

compared with a previous notice

period of three years. When

considering termination of service

contracts, the Committee will have

regard to the specific circumstances

of each case, including mitigation.

Policy on external appointments

Executive directors are able, subject

to the Board's approval, to accept

external appointments as non-

executive directors of other

organisations. Fees payable in

connection with such appointments

are waived in favour of the Group,

unless otherwise agreed.

Non-executive Directors'

Remuneration

The fees for non-executive directors

are reviewed annually by the Board

after considering recommendations

by the executive directors. With

effect from 1 June 1996, non-

executive directors' fees were

increased to £25,000 per annum

and to £45,000 per annum for the

deputy chairman. The chairman's

fees remained at £166,000 per

annum. Non-executive directors do

not have service contracts and are

not eligible for the annual bonus,

the long-term incentive scheme or

pensions, except that directors

appointed prior to 1988 remain

members of the Prudential Staff

Pension Scheme.
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Directors' Remuneration

Executive directors
Keith Bedell-Pearce
Jonathan Bloomer
Sir Peter Davis (group chief executive from 1/5/95)
Derek Higgs (appointed 19/2/96)
John Maxwell (resigned 30/11/96, note 1)
Jim Sutcliffe
Hugh Jenkins (retired 31/12/95)
Mick Newmarch (resigned 23/1/95)

Total executive directors

Non-executive directors
Michael Abrahams
Ann Burdus (appointed 21/11/96)
Niall FitzGerald (note 2)
Lord Gillmore (appointed 20/3/95)
Sir Trevor Holdsworth (retired 29/5/96)
Sir Martin Jacomb (chairman from 31/5/95)
Andrew Teare
Sir Brian Corby (chairman, retired 31/5/95)

Overall total 1995

Salary
/Fees
£000

Annual
Bonus
£000

Benefits
£000

208
275
425
261
193
300

82
118
169
220
58
118

1,662 765

43
3
23
23
8

166
23

1,829 481

20
29
27
14
19
19

128

144

Total
1996
£000

310
422
621
495
270
437

2,555

2,454

Total
1995
£000

294
383
413

293
368
377

59

2,187

43
3

23
23
8

175
23

_

40

-

20

16

20

110

20
41

Total non-executive directors

Overall total

289

1,951

-

765

9

137

298

2,853

267

2,454

fcr
e

Notes

1. In addition to the above total, John Maxwell received £302,000 compensation for loss of office comprising

£225,000 in respect of 12 months' salary and benefits and £77,000 in respect of 12 months' pension

arrangements.

2. Fees in respect of Niall FitzGerald are paid to his employer.

3. The annual bonus reflects all pre-tax amounts awarded under the Share Participation Plan, including the cost

of the additional shares.

4. Total emoluments comprising remuneration and pension contributions were £3,295,000 (£3,052,000).
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Directors' Long-term Incentive Plan

The Group's long-term incentive plan is known as the Restricted Share Plan and is designed to provide reward

contingent upon the achievement of pre-determined returns to shareholders. Under this Plan executive directors

are granted annually a conditional award of shares in the Company which are held in trust for three years. The

conditional award is equivalent in value to 80 per cent (or 100 per cent in the case of the group chief executive)

of salary at the time of the award, valuing the shares at their average price during the preceding calendar year.

The number of shares which the directors are allocated out of the conditional award after three years depends on

the Company's total return to shareholders relative to other companies in the FTSE 100 share index over the

three years. In addition, the Committee must be satisfied with the Company's overall financial performance

during this period. No shares will be allocated if the Company's total shareholder return ranks 60th or below and

the maximum allocation will be awarded only if the total shareholder return is in the top 20. Between these

points, allocations of shares will be on a straight line basis. The right to receive allocations may then be exercised

by the director concerned at any time during the following seven years.

Details of conditional awards of shares under the Plan are shown below. These shares are held in trust and

represent the conditional awards out of which allocations may be made, as stated above, in the allocation year.

The award to the group chief executive in 1995 under the Plan reflects the fact that although he joined the

Company before the termination of the Executive Share Option Scheme, he did not participate in it.

Keith Bedell-Pearce
Jonathan Bloomer
Sir Peter Davis

Derek Higgs
John Maxwell
Jim Sutcliffe

Awards
outstanding at

1 Jan 1996

-
-

90,226
-

-

-
_

Awarded in
1996

48,037
63,511

-

115,474
69,285
48,499
69,285

Awards
outstanding at
31 Dec 1996

48,037
63,511
90,226

115,474
69,285
48,499
69,285

Allocation
year

1999
1999
2000
1999
1999
1999
1999

43

Directors' Shareholdings

The interests of directors in shares of the Company, including awards under the Share Participation Plan but

excluding conditional awards under the Restricted Share Plan, are shown below. All interests are beneficial.

Michael Abrahams
Keith Bedell-Pearce
Jonathan Bloomer
Ann Burdus
Sir Peter Davis
Niall FitzGerald

1 Jan 1996
or date of appointment

12,173
61,890
2,611

_

15,000
3,319

31 Dec 1996

12,629
71,408
17,824
2,500

32,396
3,444

Lord Gillmore
Derek Higgs
Sir Martin Jacomb
Jim Sutcliffe
Andrew Teare

1 Jan 1996
or date of appointment

2,536
_

16,000
72,113

2,500

31 Dec 1996

2,631
24,095
16,598
87,937

2,500

There have been no changes between 31 December 1996 and 7 March 1997.
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Directors' Share Options

The Restricted Share Plan replaced the Executive Share

incentive plan. Outstanding options under that Scheme

Option Scheme in 1995

remain in

options under the Savings-Related Share Option Scheme. In 1996

force and are

as the Group's long-term

set out below together with

the period of service required prior to

participation in the Savings-Related Scheme was reduced to six months. Under

at a 20 per cent discount and cannot normally be exercised until a

Options Options
outstanding outstanding

at Granted Exercised
1 Jan 1996 in 1996 in 1996 31

Keith Bedell-Pearce 189,000
105,000

5,769
60,500
6,716

2,267
3,259

366,985 5,526

Jonathan Bloomer 226,750
226,750

7,677

461,177

Sir Peter Davis - 5,014

Derek Higgs - 5,014

Jim Sutcliffe 3,731 3,731
25,000

137,000
22,500
61,000
77,000
26,500
2,771

1,133
2,172

355,502 3,305 3,731

*Savings-Related Share Option Scheme

at

Dec 1996

189,000
105,000

5,769*
60,500
6,716*
2,267*
3,259*

372,511

226,750
226,750

7,677*

461,177

5,014*

5,014*

_*

25,000
137,000
22,500
61,000
77,000
26,500

2,771*
1,133*
2,172*

355,076

this Scheme options are granted

minimum of three years has elapsed.

Exercise
price

(pence)

201

328

156

309

201

344

359

315

315

254

344

344

201

199

201

327

328

309

315

249

344

359

No options lapsed during the year. The market price of shares at 31 December

range during 1996 was from 403 pence to 504.5 pence.

Market
price at Earliest
date of exercise

exercise date

1995
1996
1997
1997
1998
2003
2003

1998
2000
2002

2001

2001

458

1993
1995
1996
1996
1997
1998
1999
2003
2003

Latest
exercise

date

2002
2003
1998
2004
1999
2003
2004

2005
2005
2002

2001

2001

1997
2002
2003
2003
2004
2005
1999
2003
2004

996 was 491.5 pence and the

e
tr

€?••*

^ ^ ? •

S
e?

•
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^P Directors' Pensions

.— Prudential Staff Pension Scheme

Executive directors are eligible to participate in the Prudential Staff Pension Scheme on the same basis as other

^ members. The Scheme is non-contributory and provides members with a maximum pension of up to 38/60 of

^ Final Pensionable Earnings at the normal retirement age of 60. Final Pensionable Earnings are the sum of the

pensionable salary for the 12 months immediately preceding termination and the yearly average of the cash

^ P element of the Share Participation Plan in the 3 years immediately preceding termination of service. During

j ^ the year, on the Committee's advice the Company adopted a policy that the cash element of the Share

Participation Plan would not in future be included. Final Pensionable Earnings for entrants since 31 May 1989

9 are restricted to salary up to the Inland Revenue earnings cap. For entrants before this date, the previous

• ^ definition remains unchanged but the cash element of the Share Participation Plan is under review.

The Scheme also provides on death, whether in service or following retirement, pensions for spouse and children.

5 P The spouse's pension on death in service is 54 per cent of the member's prospective pension at age 60 and, on

^ death after retirement, is 50 per cent of the member's pension in payment. A lump sum death in service benefit

of four times Final Pensionable Earnings is also provided. Pension increases after retirement are wholly

^ P discretionary but in recent years annual increases have been awarded in line with inflation. Discretionary

j k increases are taken into account in calculating transfer values payable in lieu of deferred pension benefits. The

contract of Keith Bedell-Pearce provides that in the event of his retirement at age 55, his pension will be based

^^P on the pension he would have received at normal retirement age 60 subject to a discount rate of three per cent

^m per annum for early retirement.

^ P Other pension arrangements

^ For directors subject to the earnings cap, with effect from 1 January 1996 the Company has established Funded

Unapproved Retirement Benefit Schemes (FURBS) and a separate life assurance scheme to provide additional

9 retirement and life assurance benefits based on pensionable salary (but not the cash element of the Share

A Participation Plan) in excess of the earnings cap. Both Sir Peter Davis and Derek Higgs participate in these

arrangements.

9 In respect of Jonathan Bloomer, the Prudential Staff Pension Scheme provides only lump sum benefits payable on

A death in service. He does not participate in the FURBS and instead the Company pays a salary supplement to

fund personal pension arrangements. He does however participate in the separate life assurance scheme. John

W Maxwell, who resigned on 30 November 1996, did not participate in the FURBS and instead received a salary

^ supplement to fund personal pension arrangements. In 1995 supplements were paid to Jonathan Bloomer, Sir

Peter Davis and John Maxwell.
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Pension entitlements

Details of directors' pension entitlements under the Scheme and pre-tax contributions to FURBS or salary

supplements are set out in the table below.

Age at
31 Dec 1996

Years of
pensionable

service at
31 Dec 1996

Additional
pension

earned
(including

inflation)
during 1996

£000

Accrued entitlement based on Pre-tax contribution to
normal retirement age FURBS or salary supplement

31 Dec 1996
or date of

leaving
£000

31 Dec 1995
or date of

appointment
£000

1996
£000

1995
£000

Keith Bedell-Pearce
Jonathan Bloomer
Sir Peter Davis
Derek Higgs
John Maxwell (resigned 30/11/96)
Jim Sutcliffe
Michael Abrahams (note 1)
Sir Trevor Holdsworth
(retired 29/5/96, note 1)

50
42

55

52

52

40

59

69

26

-
1

0

2

18

12

9

5

-
1

1

1

20

1

0

113
-

2
1

4

105
7

4

108
_

1

0

3

85

6

4

_

72

132
78

56
-

-

-

149

86

38
_

-

Notes

1. The normal retirement age for non-executive directors in the Scheme is 72 but pensions not discounted for

early retirement are available from age 65. The spouse's pension on death in service is 50 per cent of the

member's prospective pension at 72 and, on death after retirement, 50 per cent of the member's pension in

payment. No lump sum benefit is payable on death in service.

2. Total pension contributions payable by the Company including contributions to FURBS and salary

supplements amounted to £442,000 (£598,000).

Service Contracts of Directors Proposed ior Re-election

The unexpired terms of the service contracts of Keith Bedell-Pearce and Jim Sutcliffe, who are proposed for re-

election at the forthcoming annual general meeting, are 18 months. Ann Burdus and Sir Martin Jacomb, who are

proposed for election and re-election respectively, do not have service contracts.

On behalf of the Board of directors

Andrew Teare

Chairman

Remuneration Committee

18 March 1997
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Principal Activity and Business

Review

Prudential Corporation pic is the

Group holding company and the

principal activity of its subsidiary

undertakings is insurance in the

United Kingdom and overseas.

Particulars of principal subsidiary

undertakings are given on page 68.

The Group's business is reviewed

in the Chairman's Statement on

pages 2 to 4 and the Group

Chief Executive's Review on

pages 5 to 8.

Financial Statements and

Supplementary Information

The consolidated balance sheet on

pages 54 and 55 shows the state

of affairs of the Group at

31 December 1996. The Company's

balance sheet appears on page 56

and the consolidated profit and loss

account on pages 50 to 52. There is

a five year review of the Group on

pages 71 to 73. Supplementary

information prepared on the

accruals basis of financial reporting

is provided on pages 74 to 79.

Dividends

The directors have declared a final

dividend for 1996 of 11.5 pence

per share payable on 28 May 1997

to shareholders on the register at

the close of business on 1 April

1997. The dividend for the year,

including the interim dividend of

5.8 pence per share paid in 1996,

amounts to 17.3 pence per share

compared with 15.7 pence per

share for 1995. The total cost

of dividends for 1996 was

£332 million.

Payment Policy

It is the policy of the Group to

agree terms of payment when

orders for goods and services are

placed and to pay in accordance

with those terms.

Directors

The present directors are shown on

pages 34 and 35. Sir Trevor

Holdsworth retired as a director

and John Maxwell resigned as a

director with effect from 29 May

1996 and 30 November 1996

respectively. Derek Higgs was

appointed a director on 19

February 1996 and elected at the

Annual General Meeting on

29 May 1996. Ann Burdus was

appointed a director on

21 November 1996 and in

accordance with the Articles of

Association retires and offers herself

for election at the Annual General

Meeting. Sir Martin Jacomb,

Keith Bedell-Pearce and

Jim Sutcliffe retire by rotation at

the Annual General Meeting and

offer themselves for re-election.

Details of directors' interests in the

share capital of the Company are set

out in the Remuneration Committee

Report on pages 43 and 44.

Employees

The following information is given

in respect of employees of the

Group in the United Kingdom.

The policy towards employees

overseas is the same but the

practical application of the

policy varies according to local

requirements.

Equal Opportunity

Group policy is to recruit, develop

and employ staff on the basis of the

suitability of their qualifications

and experience to the work to be

performed, regardless of sex, marital

status, creed, race, nationality or

disability. Full consideration is

given to continuing the

employment of staff who become

disabled and to providing training

and career development

opportunities to disabled

employees. The requirements of the

Disability Discrimination Act 1996

have been put into effect.
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48 Employee Involvement

The Group has effective

communication channels through

which employees' views can be

sought on issues which concern

them. In 1996, the communication

'Talking Point' was introduced in

Prudential UK, covering the

majority of the Group's UK-based

staff, to provide improved

information and enable staff to have

their views heard at senior level.

Other divisions have similar

communications. Employees were

invited on two occasions to

participate in the Prudential

Savings-Related Share Option

Scheme, on the second occasion

taking advantage of the

Government's changes to these

schemes in 1996. The Scheme

has now been operating for over

12 years and some 60 per cent of

UK staff currently participate.

The board of the corporate

trustee of the Prudential Staff

Pension Scheme includes

directors elected by members of

the Scheme, who have approved

the continuation of this

arrangement under the

Pensions Act 1995.

Charitable Donations

Charitable donations made by the

Group in 1996 totalled

£1.8 million.

Auditors

A resolution proposing the re-

appointment of Price Waterhouse

as auditors of the Company

will be put to the Annual

General Meeting.

Annual General Meeting:

Special Business

Disapplkation of pre-emption rights

At the Annual General Meeting

last year, shareholders passed a

resolution giving the directors

authorisation for the limited

disapplication of Section 89 of

the Companies Act 1985. This

empowered them to allot shares for

cash otherwise than in accordance

with statutory pre-emption rights

in certain limited circumstances.

That power will expire in August

1997. Accordingly, the notice of

this year's Annual General Meeting

on page 81 includes a resolution to

renew this authority for a further

period of 15 months. The renewal

of this power is limited, apart from

rights issues and scrip dividends,

to the issue of shares up to a

maximum of 96 million shares

(representing approximately

five per cent of the total issued

share capital of the Company at

7 March 1997). As regards rights

issues and scrip dividends, the

directors believe that the

procedure under Section 89 is

unduly restrictive and are

therefore also seeking continuation

of its disapplication in those

circumstances. The directors have

no present intention of using this

power except in connection with

scrip dividends. This renewed power

will expire no later than 15 months

after the resolution is passed.

Purchase of own shares

The directors consider that there

may be circumstances in which

it would be desirable for the

Company to purchase its own shares

in the market. Although

the directors have no immediate

plans to make such purchases, they

would like to be able to act if

circumstances arose in which they

considered such purchases to be

desirable. Purchases would only be

made if their effect would be to

increase earnings per share and

would be for the benefit of

shareholders generally.

Accordingly, as last year,

shareholders are being asked in the

resolution set out in the notice of

the Annual General Meeting on
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page 81 to authorise the Company

to make market purchases of its

shares up to a maximum of 192

million shares (representing

approximately 10 per cent of the

Company's issued share capital at

7 March 1997) at prices not

exceeding 105 per cent of the

average middle market quotations

for the shares for the five business

days before the purchase is made.

The authority conferred by this

resolution will expire at the

conclusion of next year's Annual

General Meeting.

Amendments to the Articles of

Association

In the resolution set out in the

notice of the Annual General

Meeting on page 82, shareholders

are asked to amend the Articles of

the Company, for the following

purposes:

Part (a) of the resolution: This

amendment clarifies the existing

position that the Company, in

accordance with the Stock Exchange

Listing Rules, will not prevent the

free trading of its fully-paid shares.

Part (b): In line with normal

practice, the proposed amendment

prescribes both a maximum and

minimum number of directors.

Part (c): This proposed amendment

brings the appointment of directors

to fill casual vacancies on the Board

in line with other provisions of the

Articles, allowing approval by a

simple majority of directors.

Part (d): This proposed amendment

brings the Company's Articles in

line with current best practice, by

providing that a Board resolution

to remove any director requires the

effective support of all other directors.

Parts (e), (0 and (g): These

amendments ensure that the

Company's Articles accord with the

latest Stock Exchange Listing Rules

regarding directors' conduct when

considering a proposal in which

they have a personal interest.

Recommendation

The directors consider that these

proposals are in the best interests of

the shareholders as a whole and

unanimously recommend

shareholders to vote in favour of the

resolutions to be proposed at the

Annual General Meeting, as they

intend to do in respect of their own

beneficial holdings amounting in

aggregate to 273,962 shares.

information about shareholdings in

the Company is given on page 83.

At 7 March 1997 no notification of

a shareholding of three per cent or

more of the share capital of the

Company had been received by

the Company.

CREST

Following the amendment to the

Articles of Association made by

shareholders at the Annual General

Meeting in 1996, the Company

was an early entrant into CREST

on 2 September 1996. CREST is

the new computerised system for

settling sales and purchases on

the London Stock Exchange.

At 7 March 1997 approximately

83 per cent of the Company's shares

were held in CREST

(Jose Compam Precisions

The close company provisions of

the Income and Corporation

Taxes Act 1988 do not apply to

the Company.

On behalf of the Board of directors

49

Shareholders

The number of accounts on the Peter Rawson

share register at 31 December 1996 Company Secretary

was 77,840 (76,245). Further 18 March 1997
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Consolidated Profit and Loss Account C
Year ended 31 December 1996

Note General Business Technical Account 1996 £m 1995 £m ^ "

Gross premiums written: ^ -
Continuing operations

8 Discontinued operations

1 Total
Outward reinsurance premiums

Premiums written, net of reinsurance
Change in the provision for unearned premiums:

50 Gross amount
Reinsurers' share

303
304

607
(56)

551

(6)
2

315
292

607
(52)

555

4

(1)

Earned premiums, net of reinsurance 547 558

Allocated investment return transferred from the non-technical account 138 247

Claims paid:
Gross amount (471) (522) _

Reinsurers' share 56 73 V.

Net of reinsurance (415) (449) _

Change in the provision for claims:
Gross amount
Reinsurers' share

Net of reinsurance

Claims incurred, net of reinsurance

62
(15)

47

(368)

93
(65)

28

(421)

5 Net operating expenses (153) (172)

Change in the equalisation provision (7) - w

i Balance on the general business technical account 157 212 v .

Analysed between: * '

Continuing operations 68 105
8 Discontinued operations 89 107 ^ii

157 212
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Consolidated Profit and Loss Account
Year ended 31 December 1996

Long-term Business Technical Account

Gross premiums written:
Continuing operations
Discontinued operations

1 Total
Outward reinsurance premiums

Earned premiums, net of reinsurance

3 Investment income

Unrealised gains on investments

4 Claims paid:

Gross amount
Reinsurers' share

Net of reinsurance

Change in the provision for claims:
Gross amount
Reinsurers' share

Net of reinsurance

Claims incurred, net of reinsurance

4 Change in long-term business provision:
Gross amount
Reinsurers' share

Net of reinsurance
Change in provisions for linked liabilities, net of reinsurance

9 Change in other technical provisions, net of reinsurance

5 Net operating expenses

6 Investment expenses and charges

7 Tax attributable to the long-term business

Transfers to the fund for future appropriations

1 Balance on the long-term business technical account

Analysed between:
Continuing operations
Discontinued operations

1996 £m

9,361
1,222

10,583
(263)

10,320

(18)

(6,839)

(7,167)

516

459
57

516

1995 £m

6,593
1,094

7,687
(204)

7,483

5,933

1,647

(7,103)
282

(6,821)

(29)
11

5,331

4,684

(5,605)
177

(5,428)

(4)
5

(5,427)

(6,168) (5,213)

26 12

(6,142) (5,201)
(1,025) (797)

(5,998)

(1,175) (1 ,115)

(269) (206)

(349) (506)

(1,585) (3,693)

553

382
171

553
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52

Consolidated Profit and Loss Account
Year ended 31 December 1996

Note Non-technical Account 1996 £m 1995 £m ™

Insurance activities
Balance on the general business technical account

Balance on the long-term business technical account
7 Tax credit attributable to balance on the long-term business technical account

i Balance on the long-term business technical account before tax

Profit on insurance activities

Analysed between:
1 Continuing operations
1 Discontinued operations

157

516
214

730

887

717
170

212

553
253

806

1,018

693
325

Other activities
3 Investment income 192 190 ^ "

Unrealised gains on investments - 135
6 Investment expenses and charges (67) (73) £ |

Unrealised losses on investments (14)
Allocated investment return transferred to the general business technical account (138) (247) _
Other income: ^

Investment management result 35 32
8 Profit on business disposals 797 31 ^»i

Other charges:
Corporate expenditure (24) (22) ^
Banking (54) (20) ^• '

(*
Profit on other activities 727 26 *"

Profit on ordinary activities before tax 1,614 1,044 ~

7 Tax on profit on ordinary activities (207) (286) 5i.)

Profit for the financial year 1,407 758 ^»i

Dividends (332) (300) £;,

16 Retained profit for the financial year 1,075 458 A_

Reconciliation of Operating Profit to Profit on Ordinary Activities »ij

1 Operating profit before tax (including averaged investment gains) 873 804 . i

8 Profit on business disposals 797 31 ^ *
Adjus tment from averaged to actual investment gains (56) 209

£•
Profit on ordinary activities before tax 1,614 1,044

Earnings per share

i Based on operating profit after tax of £654m (£546m) and 1,917m (1,905m) shares 34.1p 28.7p
Adjustment in respect of profit on business disposals 41.6p 1 6p <».,
Adjustment from post-tax averaged to post-tax actual investment gains (2.3)p 9.5p ^ "

Based on profit for the financial year of £ l , 4 0 7 m (£758m) and 1,917m (1,905m) shares 73.4p 39.8p C^*"

Dividend per share 17.3p 15.7p ^ *
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Statement of Total Recognised Gains and Losses
Year ended 31 December 1996

1996 £m 1995 £m

^ ^ Profit for the financial year 1,407 758

^ P Exchange movements (138) 16

" ^ Total recognised gains 1,269 774

53

"^ Reconciliation of Movement in Shareholders' Capital and Reserves
Year ended 31 December 1996

! ^ 1996 £m 1995 £m
i _^^

1 ̂ ^ Total recognised gains 1,269 774

P Goodwill reversed on disposals (charged on acquisitions) 38 (17)
New share capital subscribed 35 27

fc Dividends (332) (300)

fe Net movement in shareholders' capital and reserves 1,010 484

^ Shareholders'capital and reserves at beginning of year 1,747 1,263

j . Shareholders'capital and reserves at end of year 2,757 1,747
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Consolidated Balance Sheet
31 December 1996

Note Assets 1996 £m 1995 in

Investments
12 Land and buildings
13 Other financial investments

Deposits with ceding undertakings

4,817
62,200

_

4,598
58,621

105

67,017 63,324

54

14 Assets held to cover linked liabilities

Reinsurers' share of technical provisions
Provision for unearned premiums
Long-term business provision
Claims outstanding
Technical provisions for linked liabilities

6,948

542

6,358

1
216
75
250

13
479
295

-

787

Debtors
Debtors arising out of direct insurance operations:

Policyholders
Intermediaries

Debtors arising out of reinsurance operations
Other debtors:

Tax recoverable
Other

211
8
21

223
385

197
16

393

255
444

848 1,305

Other assets
Banking business assets
Tangible assets
Cash at bank and in hand

98
96
345

103
364

539 467

Prepayments and accrued income
Accrued interest and rent
Deferred acquisition costs:

Long-term business
General business

Other prepayments and accrued income

566 643

1,936
20
23

1,990
40
17

2,545 2,690

Total assets 78,439 74,931
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1996 £m 1995 £m

96
131

2,530

96
114

1,537

2,757 1,747

13,485

153
51,668

666
7

52,494

11,918

267
50,030

1,917

52,214

55

7,198 6,358

28
120
46

21
272
32

194 325

195
84
672
90

56
140
221
803

210
185
751
26

119
200
822

2,261 2,313

50

78,439

56

74,931

Consolidated Balance Sheet
31 December 1996

Liabilities

Capital and reserves
15 Share capital
15 Share premium
16 Profit and loss account

Shareholders' funds - equity interests

Fund for future appropriations

Technical provisions
Provision for unearned premiums

17 Long-term business provision
Claims outstanding
Equalisation provision

Technical provisions for linked liabilities

Provisions for other risks and charges
Pensions and similar obligations

7 Deferred tax
Other

Creditors
Creditors arising out of direct insurance operations
Creditors arising out of reinsurance operations

18 Debenture loans
Amounts owed to credit institutions
Other creditors including taxation and social security:

Banking business liabilities
Tax
Final dividend
Other creditors

Accruals and deferred income

Total liabilities
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Balance Sheet of the Company
31 December 1996

Note 1996 £m 1995 £m

Fixed assets
Investments:

19 Shares in subsidiary undertakings
19 Loans to subsidiary undertakings

360 272
1,148 726

1,508

56

Current assets
Debtors:

Amounts owed by subsidiary undertakings
Tax recoverable
Other debtors

Other investments
Cash at bank and in hand

280
-

9
1,758

58

305
38
-
-

41

2,105 384

Less liabilities: amounts falling due within one year
i Debenture loans
Amounts owed to subsidiary undertakings
Final dividend
Other creditors

(146)
(281)
(221)
(12)

(161)
(48)

(200)
(7)

(660) (416)

Net current assets (liabilities)

Total assets less current liabilities

Less liabilities: amounts falling due after more than one year
Amounts owed to subsidiary undertakings

Less provisions for liabilities and charges
Deferred tax

1,445

2,953

(1,050)

(32)

966

(449)

(32)

1,903 485

Capital and reserves
15 Share capital
15 Share premium
20 Retained profit

96 96
131 114

1,676 275

Shareholders' funds 1,903 485

The financial statements on pages 50 to 69 and the supplementary information on pages 74 to 79 were approved by the Board of directors
on 18 March 1997.

Sir Martin Jacomb, Chairman

Sir Peter Davis, Group Chief Executive

Jonathan Bloomer, Group Finance Director
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Consolidated Cash Flow Statement
Year ended 31 December 1996

Disposals
i Proceeds from disposal of subsidiaries, net of expenses
Dividends from discontinued operations
Cash and short-term deposits disposed of with subsidiaries

Net cash inflow from disposals

Continuing Discontinued
operations operations
1996 £m 1996 £m

Restated
Total Total

1996 £m 1995 .tm

Operating activities
23 Net cash inflow from operating activities

Servicing of finance
Interest paid

Tax
Tax paid

134

(61)

32

125

(35)

259

(61)

(3)

437

(68)

(37)

1,784
55

-
(55)
(47)

1,784
-

(47)

1,839 (102) 1,737

57

Equity dividends
Equity dividends paid (310) (310) (281)

Financing
Issue of debenture loan
Repayment of borrowings

161
(209)

Issues of ordinary share capital

Net cash inflow (outflow) from financing

Net cash inflow

35

35

1,669

-

-

(12)

35

35

1,657

27

(21

119

The net cash inflow was invested as follows:
Portfolio investments
Purchases:

Ordinary shares
Fixed income securities
Land and buildings

10
899

3

17
1,314

_

27
2,213

3

86
1,264

50

912 1,331 2,243 1,400

Sales:
Ordinary shares
Fixed income securities
Land and buildings

(133)
(169)
(12)

(1
(39)

,197)
_

(172)
(1,366)

(12)

(216)
(1,244)

_

23 Net purchases (sales) of portfolio investments
23 Increase in cash and short-term deposits

(314)

598
1,071

1,669

(1,236)

95
(107)

(12)

(1,550)

693
964

1,657

(1,460)

(60)

179

119

The cash flow statement is prepared in accordance with FRS 1 as revised and comparative figures have been restated. In accordance with
the FRS, this statement shows only the cash flows of general business and shareholders' funds. Cash flows for discontinued operations are
in respect of Mercantile & General and Prudential Leven, the Group's Dutch operation, which were sold during the year.
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Accounting Policies

58 (A) Disclosure requirements

The consolidated financial

statements are prepared in

accordance with the provisions of

Section 25 5 A of and Schedule 9A

to the Companies Act 1985

which cover the disclosures

applicable to insurance companies

and groups. The financial

statements comply with

applicable accounting standards

and with guidance issued by the

Association of British Insurers.

The balance sheet of the Company

is prepared under the provisions

of Schedule 4 to the Companies

Act 1985, which apply to

companies generally. The

Company has taken advantage of

the exemption under Section 230

of the Companies Act 1985 from

presenting its own profit and

loss account.

(B) Basis of consolidation

The financial statements of the

Group incorporate the assets,

liabilities and results of the

Company and its subsidiary

undertakings. The results of

subsidiaries acquired or disposed

of are included in the financial

statements from the date of

acquisition or up to the effective

date of disposal.

(C) Investments

(i) Investment return comprises

investment income, including the

amortisation of differences between

cost and maturity value of those

fixed income securities carried at

amortised cost, together with

realised and (except for fixed

income securities subject to

amortisation) unrealised investment

gains. Investment return in respect

of long-term business is included in

the long-term business technical

account. Other investment return is

included in the non-technical

account and an allocation is made

to the general business technical

account as set out in E(v) below.

Realised gains on investments

are calculated as the difference

between sale proceeds and cost or

amortised value,

(ii) With the exception of fixed

income securities of Jackson

National Life and shares in

subsidiary undertakings of the

Company, investments are shown at

market value. Properties are valued

annually by the Group's qualified

surveyors or by professional

external valuers, at market value.

No depreciation is provided on the

properties as the directors consider

that as these properties are held for

investment, to depreciate them

would not give a true and fair view.

Consistent with the valuation of

liabilities, fixed income securities of

Jackson National Life are carried at

amortised cost, subject to

provisions for permanent

diminution in value. Shares in

subsidiary undertakings in the

balance sheet of the Company are

shown at the lower of cost or

estimated realisable value.

(D) Long-term business

The results are prepared in

accordance with the modified

statutory basis of accounting as

set out in guidance issued by the

Association of British Insurers. The

main features of this method are

as follows:

(i) Premiums and annuity

considerations are accounted for

when due. For unit-linked business,

premiums are accounted for when

the liabilities arising from the

premiums are created,

(ii) Maturity claims are accounted

for on the policy maturity date.

Annuities are accounted for when

the annuity becomes due for payment.

Surrenders are accounted for when

paid and death claims when notified,

(iii) Those costs of acquiring new

insurance contracts, principally

commission and certain costs
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associated with policy issue and

underwriting, which are not

matched by policy charges are

amortised against margins in future

revenues on the related insurance

contracts, to the extent that

the amounts are recoverable out

of the margins.

(iv) Investment return, including

that on assets matching solvency

capital, is credited to the long-term

business technical account. Business

area operating results shown within

the segmental analysis in note 1 on

the financial statements incorporate

investment gains averaged over five

years, other than for with-profits

and unit-linked business, or

where the gain is offset by a

corresponding change in the

long-term business provision,

(v) Profits in respect of UK

companies comprise actuarial

surpluses allocated to shareholders

adjusted, other than for with-profits

business, for the deferral of

acquisition costs and movements in

the shareholders' interest in reserves

held within long-term funds.

Profits in respect of with-profits

and unit-linked business are

calculated initially at the post-tax

level and have been grossed up at

the full rate of corporation tax.

For with-profits business,

unappropriated surplus is carried

forward in the fund for future

appropriations and no allocation

is made to shareholders,

(vi) Results of overseas

subsidiaries are determined

initially using local GAAP bases

of accounting with subsequent

adjustments where necessary to

comply with the Group's

accounting policies. In the case of

Jackson National Life, US GAAP

results are adjusted to comply

with UK SSAP 15 (deferred tax)

and to show fixed income

securities at amortised cost in

the balance sheet.

(E)General insurance

General insurance business is

accounted for on an annual

accounting basis,

(i) Premiums are accounted for

when risks are assumed. In

determining the result, the

proportion of premiums written

relating to periods of risk beyond

the year end is carried forward to

subsequent accounting periods as

unearned premiums, calculated

on a daily basis, so that earned

premiums relate to risks carried

during the accounting period.

A similar treatment is applied

to acquisition expenses.

(ii) Claims incurred comprise the

settlement and handling costs of

paid and outstanding claims

arising from events occurring in

the year and adjustments to

prior years' claims provisions.

Outstanding claims comprise

claims incurred up to but not

paid at the end of the accounting

period whether reported or not.

(iii) An unexpired risks provision

is established for any excess of

expected claims and deferred

acquisition costs over unearned

premiums and investment return.

The assessment of expected claims

has regard to claims experience

up to the end of the accounting

period. No specific provision is

made for major events occurring

after this date.

(iv) An equalisation provision has

been established in accordance

with the requirements of the

Insurance Companies (Reserves)

Act 1995 in order to reduce the

impact of claims volatility.

(v) Investment return is allocated

to the general business technical

account from the non-technical

account based on the level of

assets matching general

business provisions and solvency

capital. Business area operating

results shown within the

59
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Accounting Policies

60 segmental analysis in note 1 on

the financial statements

incorporate investment gains

averaged over five years.

(F) "Fax

Tax is charged on all taxable profits

arising in the accounting period.

Provision under the liability

method is made for deferred tax

arising from timing differences

other than those considered

likely to continue into the

foreseeable future. Under this

policy, deferred tax is not

provided on earnings

retained overseas.

(G) Foreign currencies

Foreign currency revenue

transactions are translated at

average exchange rates for the

year. Foreign currency assets and

liabilities are translated at year

end exchange rates. Exchange

differences on long-term business

and on net investments in foreign

enterprises less matching

borrowings are taken to reserves.

Other exchange differences are

included in the profit and

loss account.

(H) Goodwill

Goodwill is written off against

reserves in the year of acquisition.

(I) Tangible assets

Tangible assets, principally

computer equipment, fixtures

and furniture, are capitalised

and depreciated by equal annual

instalments over their estimated

useful lives.

(J) Leased assets

Assets held under finance leases

are capitalised at their fair market

value. Commitments under these

leases are included within amounts

owed to credit institutions.

(K.) Pension costs

Charges in respect of employers'

contributions to defined benefit

schemes are calculated on a basis

which spreads the costs over the

service lives of scheme members.

Contributions in respect of

defined contribution schemes

are recognised when incurred.

«
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Notes on the Financial Statements

1 Segmental Analysis

Long-term Business including
Investment Products

Continuing operations
Prudential UK
Pensions
Life and annuity
Investment products

Total Prudential UK

Jackson National Life

Prudential Asia
Long-term business
Development expenses

Analysed between:
Insurance
Investment products

Operating profit
New business (including averaged

Regular Single Gross premiums written investment gains)
1996 £m 1995 .Cm 1996 £m 1995 £m 1996 £m 1995-Cm 1996 £m 1995 £tn

185
61
57

173
71
36

611
2,829
129

544
1,483
61

1,623
3,655
254

1,484
2,327
175

137
193
(7)

Total Prudential Asia

Other international operations

Total continuing operations
Discontinued operations

Group total 596 539 7,328 4,578 10,972 7,912

537
59

503
36

7,065
263

4,467
111

10,583
389

7,687
225

596 539 7,328 4,578 10,972 7,912

778

785
(7)

778

131
177

(2)

303

42

103

103

68

516

80

280

34

91

91

53

458

81

3,569

2,462

88

88

543

6,662
666

2,088

1,421

64

64

368

3,941
637

5,532

2,928

466

466

824

9,750
1,222

3,986

1,895

323

323

614

6,818
1,094

323

328

20
(8)

12

14

677
101

306

241

16
(5)

11

15

573
137

710

712

(2)

710

61

Analysis of Long-term Business Result per Technical Account

Profit
(including actual
investment gains)

1996 £m 1995£m

Prudential UK
Jackson National Life
Prudential Asia
Other international operations
Discontinued operations

Result before tax
Tax

Result per technical account

323
300

12
14
81

306
252

13
17

218

730
(214) (253)

516 553

General Business

Gross premiums
written

1996 £m 1995 £m

Operating profit
(including averaged

Underwriting result Investment return investment gains)
1996 £m 1995£m 1996 £m 1995 £m 1996 £m 1995 £m

Continuing operations
Prudential UK
Home
Motor

259
44

261
54

39

(3)

28
(6)

29
10

Total continuing operations
Discontinued operations

Group total

303
304

315
292

36
(17)

22
(57)

39

607 607 19 (35) 137

30
12

68
7

58
6

42
120

75
81

64
63

162 156 127

Analysis of General Business Result per Technical Account

Profit
(including actual
investment gains)

1996 £m 1995£m

^ P Prudential UK
Discontinued operations

^J Result per technical account

68
89

105
107

157 212

The geographical analyses of long-term business and general business premiums are based on the territory of the operating unit assuming
the risk. Premiums by territory of risk are not materially different.


