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The United States is the world’s largest retirement
savings market, and is continuing to grow rapidly.
As 78 million baby boomers' reach retirement
age, their retirement assets will shift from asset
accumulation to income distribution. There are
already $2 trillion of assets generating retirement
income in the US - and this amount is forecast to
rise to some $7.3 trillion by 2029.

During 2008, the US financial services industry faced an
unprecedented array of challenges: the S&P 500 index fell by
38.5 per cent (compared to a 3.5 per cent increase in 2007);
governmental interest rates fell to historic lows; and global
markets experienced a significant increase in volatility,
particularly during the last four months of the year. In addition,
credit markets seized and global credit spreads widened to
historic levels. As a result of these conditions, many financial
service businesses sought to raise new capital in order to
maintain their solvency.

These factors caused uncertainty in the market, as consumers
and producers tried to anticipate future equity movements and
questioned the financial stability of product providers. At the
same time, however, increasing credit spreads and falling
equity markets created favourable market conditions for

the sale of fixed annuities. These developments provided

a competitive advantage to companies able to participate

in both the variable and fixed annuity spaces.

Initiatives in 2008

Distribution

The success in the marketplace of Prudential's US business,
Jackson, continues to be driven by our industry-leading
distribution organisation and product innovation, coupled with
our sound evaluation of product economics. Our long-term
goals for Jackson include the continued and profitable
expansion of our share of the US annuities and retail asset
management markets, which we plan to achieve by building
on our advantaged position in the advice-based distribution
channels. Ongoing profitable growth in Jackson's share of
the US annuities market largely depends on the continued
enhancement and expansion of our existing product offering,
increased penetration of existing distribution channels and
entry into new distribution channels, as well as opportunistic
inorganic growth.

Source: US Census Bureau
Source: Tiburons Strategic Advisers, LLC
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Innovation

Innovation in product design and speed to market continue
to be key drivers of Jackson's competitiveness in the variable
annuity market. High-quality and cost-effective technology
has allowed Jackson to offer a comprehensive product
portfolio that can be customised to meet the needs of
individual customers. We offer products on an unbundled
basis, enabling customers to select those benefits that meet
their unique financial requirements and to pay only for those
benefits they truly desire. In our view, leveraging this
advantage is a more sustainable long-term strategy than
competing on price — Jackson will not sacrifice product
economics for a short-term increase in market share.
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In 2008, Jackson maintained its track record of continued
product innovation by enhancing our variable annuity
offering with the addition of three new guaranteed minimum
withdrawal benefits (GMWB) and eight new portfolio
investment options. We also introduced two fixed annuity
products designed specifically for the bank channel, and a
fixed index annuity that offers a choice between two market
indexes and two contract lengths.

Customer Service

Inevitably, the difficult market conditions in 2008 resulted

in higher call volume to our service centres. Despite this
increased workload, we once again demonstrated the ability
to service investors' and advisers' needs accurately and
efficiently, by earning recognition as a World Class service
provider in the Service Quality Measurement Group's (SQM)
latest benchmarking study of North American service centres.
Historically, only five per cent of service centres receive World
Class designation, but 2008 marked the fourth year that
Jackson has achieved World Class status. We also earned
SQM's "Highest Customer Satisfaction by Industry' award for
having the highest rate of customer satisfaction in the financial
services industry.

In 2008, the FRC Adviser Insight Series on Marketing
Effectiveness found that Jackson was rated as number one
in 'Sales Support Satisfaction’, and was the only VA provider
rated in the top 10 for 'Overall Satisfaction' among advisers.

2008 2007 Change 2007 Change
£m £m % £m %
716 671 7 724 (m
293 285 3 308 (5)
41% 42% 43%
4.1% 4.3% 4.3%
586 627 (7) 678 (14)
406 444 9) 480 (15)

Based on longer-term investment returns excludes broker-dealer, fund management and Curian.

Seepage2l.
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Financial performance

Jackson delivered record total APE sales of £716 million in
2008, representing a seven per cent increase over 2007,
during a year when the industry faced numerous challenges.
While admittedly aided by exchange rate movements during
the year, APE retail sales in 2008 were £596 million, the highest
level in the company's history. This achievement continues to
demonstrate the resilience of Jackson's business model and
the importance of diversification within our product portfolio.

Variable annuity APE sales of £349 million in 2008 were down
23 per cent from 2007, reflecting continued volatility in US
equity markets and intense price competition. Throughout the
year, we maintained our disciplined approach to the pricing of
our variable annuities. In the first three quarters of 2008, we
ranked fourth in variable annuity net flows in the US, and
experienced a very low level of outflows as a proportion of
inflows compared to the rest of the industry. During the fourth
quarter, Jackson's quarterly VA sales declined by six per cent
from the third quarter (at CER) due to the severe equity market
disruption, compared to an industry decline of 12 per cent.

Fixed annuity APE sales of £172 million were up 202 per cent
over 2007, reflecting our ability to meet changing customer
demands through the company's diversified product portfolio.
We ranked sixth in sales of traditional deferred fixed annuities
during the first three quarters of 2008, with a market share of
five per cent, up from 10th as at year-end 2007.

Morningstar, Inc.

Jackson VA new business sales
and market share
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Fixed index annuity (FIA) APE sales of £50 million in 2008 were
up 11 per cent over 2007. In late 2007, we introduced a new
FIA product for the independent broker-dealer channel and, in
April 2008, launched a new FIA for the bank channel. Our new
FIA products have been very well received by advisers and
helped drive the year-on-year increase in FIA sales.

Our retail annuity net flows increased by six per cent, reflecting
continued low levels of surrender activity.

Institutional APE sales of £120 million in 2008 were up 28 per
cent on 2007, as we continued to participate in this market on
an opportunistic basis.

EEV basis new business profits of £293 million were three per
cent higherthan in 2007, reflecting a seven per cent increase
in APE sales, offset to some extent by a shift in the mix of
business away from variable annuities. Total new business
margin was 41 per cent, slightly below the 42 per cent
achieved in 2007.

The variable annuity new business margin increased from

42 per centin 2007 to 43 per cent in 2008, with the negative
impact of reduced 10-year Treasury rates on expected return
and the risk discount rate being offset by the effect of a number
of positive operating changes.

Diversification of earnings has improved
dramatically since 2004 %

1 2 3 4 5 %

o

B VA new sales US$bn VA market share %
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The fixed index annuity new business margin increased from
26 per cent in 2007 to 53 per cent in 2008, primarily as a result
of an increased spread assumption and changes in economic
assumptions. The spread assumptions increased from 190
basis points for 2007 issues to 220 basis points for 2008 issues,
with an associated risk margin of 17 per cent. The FIA margin
increased by nine per cent as a result of the 180 basis points
reduction in the risk discount rate and the combined impact

of declining interest rates and widening spreads in 2008.

The fixed annuity new business margin increased from

28 per centto 37 per cent, primarily as a result of a decrease
in the risk discount rate, partially offset by our refinement
of assumptions about policyholder behaviour.

The new business margin on institutional business declined
from 58 per cent in 2007 to 26 per cent in 2008, due to the
combined effects of shorter average maturity and a lower
discount rate.

Total EEV basis operating profit for the long-term business

in 2008 was £586 million, compared to £627 million in 2007.
In-force EEV profits of £293 million were 14 per cent below
the 2007 profit of £342 million. Experience variances were
£40 million lower in 2008 at AER, due primarily to a smaller
spread variance.

IFRS operating profit for the long-term business was £406 million
in 2008, down by nine per cent from £444 million in 2007.
This decline was primarily due to accelerated DAC
amortisation in the declining equity market, which was

partially offset by equity hedging gains.

The aggregate IRR in new business at 18 per cent declined
slightly due to a shift in product mix with variable annuities
accounting for 50 per cent of total sales in 2008 against

70 per cent in 2007.
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At 31 December 2008, Jackson had more than £52 billion in US
GAAP assets, including £15 billion in separate account assets.
Through the first eight months of 2008, our separate account
assets were an average of £112 million higher than during the
same period of 2007, reflecting continued sales and limited
fund value losses. As a result, our earnings from fee-based
products increased during 2008.

Jackson recorded impairment write-downs and credit related
losses of £624 million in 2008. Gross unrealised losses moved
from £439 million at 31 December 2007 to £3,178 million at
31 December 2008. This is discussed in greater detail in the
Risk and Capital Management section on page 37.

Y-

Clark Manning
President and Chief Executive Officer
Jackson National Life Insurance Company
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Through a disciplined focus on competing
selectively in areas of the retirement savings and
income markets where it can generate attractive
returns, Prudential UK generates significant value
for the Group and remains a leader in the individua
annuities, corporate pensions and emerging equity
release markets.

In addition, Prudential UK’s strong with-profits
offering has proved very successful as consumers
look increasingly to protect themselves from mark
ownturns by investing their savings in an actively
managed, well-run and financially strong fund.
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as a unique combination of Nick Prettejohn
competitive advantages including its longevity Chief Executive
experience, multi-asset investment capabilities, Prudential UK and Europe
brand and financial strength. These put usina
strong position to pursue a value driven strategy.’

56 Prudential plc Annual Report 2008




Prudential UK continues to focus on realising value
from the opportunities created by rapid growth in
the need for retirement solutions. Our UK business
targets and competes in selected areas of the UK

pre and in-retirement markets, and during 2008 it
demonstrated considerable resilience and discipline
in a very challenging environment. We remain
confident about the long-term growth prospects

for the UK retirement market.

In 2008, Prudential UK performed strongly against a
challenging background of volatile capital and equity markets,
adeclining housing market, and widespread economic
uncertainty. In this environment and with ABI data showing
amarket decline in retail sales of 10 per cent during the year,
our achievement in growing retail sales by 10 per cent was a
particularly strong performance.

The UK is characterised by an ageing population and the
concentration of wealth in the mass affluent and high net
worth sectors — a combination that positions the retirement
and near-retirement segment as the fastest-growing in the
marketplace. Low savings rates and high levels of consumer
debt, coupled with an increasing shift in responsibility for
providing retirement income away from Government and
employers towards individuals, have resulted in individuals
in the UK being inadequately provided for during
increasingly long periods of retirement.

Prudential UK has a unique combination of competitive
advantages including its longevity experience, multi-asset
investment capabilities, brand and financial strength. These
put us in a strong position to pursue a value driven strategy
that generates attractive returns across our Retail and
Wholesale businesses.

Prudential UK has a significant pipeline of internal vestings
annuity business from maturing individual and corporate
pension policies, which is expected to remain at least at the
current level until 2025. It is the largest annuity provider in
the UK market, with approximately 1.5 million annuities in
payment. Looking forward, the UK annuities market is
expected to grow in the near term, and we expect to
maintain a significant share of this market.

Prudential UK's with-profits business performed particularly
strongly during 2008. With-profits, when invested in an
actively managed, and financially strong fund like Prudential's,
continues to be an attractive medium to long-term investment,
offering annualised returns which compare favourably with
other investment options. Our UK with-profits fund has
delivered investment returns of 67.2 per cent over 10 years
compared with the FTSE All-share index (total return) of

12.4 per cent over the same period.

United Kingdom

APE sales

NBP

NBP margin (% APE)

NBP margin (% PVNBP)

Total EEV basis operating profit
Total IFRS operating profit

Based onlonger-term investment returns.

Seepage?2l.

In Wholesale, Prudential UK's aim is to participate selectively
in bulk and back-book buyouts, where we are able to win
business based on our financial strength, superior track
record and annuitant mortality risk assessment capabilities.
In the UK wholesale bulk and insurer back-book market, we
are maintaining a strict focus on value, and will only participate
in transactions that meet our return on capital requirements
based on our view of future longevity improvements. There
continues to be a significant pipeline of potential wholesale
deals but competition remains intense with a number of
market participants competing for business.
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Within corporate pensions, we will continue to look for growth
from our existing DC schemes, refresh our contract-based

DC proposition, and build our presence through new

scheme wins.

Prudential UK remains on track to deliver £195 million of cost
savings by the end of 2010. As announced in Prudential's

2007 full-year results, the first phase of our UK cost reduction
programme delivered savings of £115 million per annum. The
agreement with Capita, under which Prudential UK outsourced
alarge proportion of its in-force and new business policy
administration, commenced in April 2008 and will ultimately
deliver £60 million per annum of savings.

Initiatives in 2008

Maintaining leadership position in individual annuities
Prudential UK's strong internal annuity pipeline is
supplemented by strategic partnerships with third-parties,
where we are the recommended annuity provider for
customers vesting their pensions at retirement.

In the key area of with-profits annuities, we can bring our

core manufacturing strengths to bear while also capitalising on
people's need for protection from inflation through increasingly
long periods of retirement. We have been operating in the UK
with-profits annuity market since 1991 and are now the market
leader with a market share of over 85 per cent.

In the second half of 2008, Prudential UK introduced lifestyle
rating using postcodes for pricing non-profit individual annuities.
The introduction of lifestyle pricing allows us to price in a
manner more reflective of risks associated with the business
we are writing.

In the final quarter of 2008, Prudential UK — working in
conjunction with Hannover Re — launched an enhanced
annuity, for which the longevity risk is shared, and which
uses Hannover Re's efficient market underwriting model.
The current market for enhanced annuities is estimated to
exceed £1 billion.

2008 2007 Change 2007 Change
£m £m % £m %
947 910 4 910 4
273 277 (D) 277 (1)
29% 30% 30%
3.4% 3.6% 3.6%
1,081 859 26 859 26
589 528 12 528 12
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Given the UK's compulsory annuitisation age of 75, an
increasingly sophisticated consumer population, and the rising
incidence of second careers and semi-retirement as a result of
increasing longevity, the market has seen good growth in the
'bridge' between pensions and annuities through income
drawdown products. We launched our new income drawdown
product in late 2007 and achieved sales of £8 million APE in
2008 compared to £3 million in the previous year. This product
helps customers manage their pension through the various
stages of retirement, and also offers flexibility while providing
potential for capital growth.

Building share of the equity release market

Prudential UK entered the equity release market three years
ago, and grew its share of this market to 23 per cent by the
end of 2008. Investing in property has been an increasingly
important component for many people saving for their
retirement. With around £700 billion owned by pensioners

in property in the UK, pensioners can consider options such
as equity release to help deliver an adequate income in
retirement. This is likely to become increasingly important as
people live longer and the cost of living continues to rise. In an
environment of falling house prices and the associated risk of
negative equity, we reduced our maximum loan-to-value ratio,
which impacted sales in the latter part of 2008. We will
continue to maintain a disciplined approach to lending

in this market.

Growing the volume of products that use Prudential’s
multi-asset management expertise

Prudential UK's total retail with-profits business has performed
very strongly across a range of products. The strong sales
growth for with-profits bonds reflects the strength of our
with-profits offering and an increasing demand for this type of
product as consumers increasingly look to protect themselves
from market downturns, especially in an actively managed,
well-run and financially strong fund.

Sales of PruFund, Prudential UK's unitised and smoothed
investment plan, were particularly strong during the year. Since
October 2008 PruFund has been available across Prudential
UK's range of tax wrappers, including individual pensions,
income drawdown and onshore and offshore bonds. We also
launched the new PruSelect range of unit-linked funds across
our UK pensions and investments products, more than
doubling the number of funds available.

Prudential UK individual annuity sales %

Intermediated

Direct and

Partnership Internal vesting
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The sales growth across Prudential UK's with-profits range

has been achieved on the back of sustained strong investment
performance in its Life Fund over a number of years, reflecting
the benefits of its diversified investment policy. We believe this
market will continue to see further growth as investors turn to
trusted and financially strong brands and products offering an
element of capital protection.

Growing other income streams

The PruHealth joint venture uses the Prudential brand and
Discovery's expertise to build branded distribution in private
healthcare. Since its launch, PruHealth has established itself
in the marketplace, and it now has 187,000 lives insured.
The focus for PruHealth going into 2009 is to continue to
increase sales volumes, grow the in-force book and manage
its loss ratio.

PruProtect, which was launched in the third quarter of 2007,
follows the success of PruHealth by applying the Vitality
points system. PruProtect's product is focused around a
core philosophy of helping people become healthier while
protecting and improving the quality of their lives.

Strengthening relationships with intermediaries
Prudential UK's intermediaries distribution channel saw
significant growth in 2008. The business increased its field
sales-force with an additional 10 regional sales units, and the
focus is to continue developing deeper and better relationships
with key accounts and through partnership arrangements. We
have been successful in gaining over 40 new panel positions

in 2008, meaning that our products are now more widely
available to intermediaries than before. In addition, PruFund

is now panelled across almost all the major UK retail banks.

Maintaining strict focus on value in the bulk annuity
and back-book markets

Prudential UK maintained its strict focus on value in the bulk
annuity and back-book markets in 2008, completing
transactions totalling APE £142 million. These included the
bulk annuity buy-in agreements with Goldman Sachs for the
reinsurance of APE £30 million of Rothesay Life's non-profit
annuity business and with the Trustee of the Cable & Wireless
Superannuation Fund for the reinsurance of APE £106 million
of liabilities relating to the scheme's pensioners in payment.

Prudential UK retail sales %

Other
Offshore
products Annuities
Bonds
Corporate pensions



The latter represented the largest ever bulk annuity buy-in deal
inthe UK and the biggest bulk annuity deal to be announced

in 2008, demonstrating our ability to complete complex and
innovative transactions.

Inthe Wholesale market, we are maintaining a strict focus on
value and will only participate in transactions that meet our
return on capital requirements.

Cost management

Prudential UK has continued to make good progress against
its cost reduction plans. As announced in Prudential's 2007
full-year results, the first phase of our UK cost reduction
programme delivered savings of £115 million per annum.
The agreement with Capita, which commenced in April 2008,
will ultimately deliver a further £60 million per annum of
savings and will enable our UK business to achieve its total
cost savings target of £195 million by the end of 2010.

The Capita contract also provides a significant reduction

in long-term expense risk, by providing Prudential UK with
certainty on per-policy costs as the number of policies in the
mature life and pensions book decreases over the coming years.

Over time, the Capita contract will result in the migration of
approximately seven million in-force policies from a number
of Prudential legacy IT systems to two Capita proprietary

platforms, significantly enhancing operational performance.

Financial performance

In an environment of unprecedented volatility in capital

and equity markets, a declining housing market and general
economic uncertainty, Prudential UK performed strongly

in 2008.

Our total UK APE sales of £947 million represented arise

of four per cent on 2007. Retail sales of £803 million were

10 per cent higher than 2007. Individual annuity and corporate
pension sales were substantial and in line with 2007, despite
volatile market conditions. Sales growth was driven by strong
growth in with-profits bonds supplemented by growth in
lifetime mortgages, offshore products and PruHealth.

There was a slight decrease in EEV new business profits to
£273 million in 2008 from £277 million in 2007, reflecting
adecline in new business margin to 29 per cent from

30 per cent. The lower new business margin largely reflects
allowances for higher credit risk on individual annuity business,
and a lower level of wholesale bulk annuity and insurer back
book sales in 2008. New business profits relating to the Retail
business increased slightly to £226 million from £223 million.

Our UK business maintained its strict focus on value in the
wholesale bulk annuity and insurer back-book markets in 2008,
with new business profits of £46 million in 2008, reflecting a
margin of 32 per cent and a 14 per cent IRR.

Total EEV operating profit £m

2008 £1,081m
eley £859m

EEV basis total operating profit based on longer-term
investment returns of £1,081 million, before restructuring costs
of £14 million, were up 26 per cent on 2007. The 2008 in-force
year operating result includes £569 million relating to the
unwind of discount to the value of in-force business, the
release of £80 million of provisions not now required, and
a£118 million benefit from rebalancing assets, including
lifetime mortgage assets, that support the shareholder backed
annuity portfolio.
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In 2002 Prudential UK transferred its general insurance
business to Churchill. We receive a commission payment for
Prudential-branded general insurance products, and in 2008
this arrangement resulted in a net payment to Prudential of
£44 million.

Prudential UK continues to manage actively the retention
of the in-force book. During 2008, persistency experience
at an aggregate level has been in line with our long-term
assumptions.

IFRS total operating profit before restructuring costs

increased by 12 per cent to £589 million. This reflected profits
attributable to the with-profits business of £395 million and

15 per cent growth from the long-term shareholder backed
business. For shareholder-backed annuity business, the
operating profitincludes a charge of £413 million for
strengthening the allowance for credit defaults. Partially
offsetting this is £390 million for the impact of rebalancing the
credit portfolio, also in the shareholder annuity fund. At the
start of 2008 the portfolio was overweight in gilts with an
average rating of AA versus a benchmark of A. The rebalancing
has led to the fund now having an average rating of A+ thereby
remaining ahead of benchmark. IFRS profit for General
Insurance commission increased to £44 million as cash now
begins to emerge following the 2002 sale of the business to
Churchill. We expect General Insurance commission to
continue to emerge around this level in the near term.

Prudential UK writes with-profits annuity, with-profits bond
and with-profits corporate pensions business in its life fund,
with other products backed by shareholder capital. The
weighted average post-tax IRR on the shareholder capital
allocated to new business growth in the UK was 14 per cent.

YR it ~—

Nick Prettejohn
Chief Executive
Prudential UK and Europe

Total IFRS operating profit £m
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‘M&G is a performance-led asset management Michael McLintock

business that is focused on delivering strong Chief Executive
returns for internal and external clients, while M&G
f continuing to provide capital-efficient profits

and strong cash flow to Prudential.’




Global

The Prudential Group’s asset management
operations add value to our various insurance
businesses by delivering sustained out-performance
for our life and pension funds. They are also
important profit generators in their own right,
having low capital requirements and generating
significant cash flow for the Group.

Our asset management businesses are well placed to
capitalise on their leading market positions and strong track
records in investment performance. These advantages enable
us to deliver positive net flows and profit growth, as well as
strategically diversifying the Group's investment propositions
in retail financial services (RFS) markets worldwide. The

fact that these markets are increasingly favouring greater
product transparency, greater cross-border opportunities

and more open-architecture investment platforms also plays
to our strengths.

Prudential's various asset management businesses operate
using different models and under different brands, all tailored
to their particular markets and unique strengths. However,
they continue to work together by managing money for each
other with clear regional specialisation, distributing each
others' products, and sharing vital knowledge and expertise
in areas such as credit research.

Each business and its performance in 2008 is summarised on
the following pages.

M&G

Net investment flows
Revenue
Otherincome
Staff Costs
Other Costs
Underlying profit before Performance-related Fees
Performance-related fees
Operating profit from asset management operations
Operating profit from Prudential Capital
Total IFRS operating profit

Seepage21.

M&G

M&G is comprised of the M&G asset management business
and Prudential Capital.

M&G’s asset management business

M&G is our UK and European fund manager, responsible for
£141 billion of investments as at 31 December 2008 on behalf
of both internal and external clients.

M&G is an investment-led business which aims to deliver
superior investment performance and maximise risk-adjusted
returns in a variety of macro-economic environments. Through
M&G we seek to add value to our Group by generating
attractive returns on internal funds as well as growing profits
from the management of third-party assets. Such external
funds now represent a third of M&G's total funds under
management (FUM).

Our overall strategy at M&G is to focus first and foremost

on investment performance, by recruiting, developing and
retaining market-leading investment talent, and by providing
the environment and infrastructure this talent needs to
performto its full potential.

In the retail market, our strategy is to maximise the value of
our centralised investment function through a multi-channel,
multi-geography distribution approach. Key themes in recent
years have included the growing proportion of business
sourced from intermediated channels and the growth of
cross-border products. Our diverse product portfolio has
proved its worth during the recent turmoil as, for example,
bond funds have become more popular than equity

based products.

M&C's institutional strategy centres on leveraging capabilities
developed primarily for internal funds into higher margin
external business opportunities. In recent years this has
allowed us to operate at the forefront of a number of specialist
fixed income strategies, including leveraged finance and
infrastructure investment. The recent chaos in capital markets
has resulted in a renewed focus on more traditional credit and
equity mandates, again drawing on our core research and
investment expertise.

2008 2007 Change 2007 Change
£m £m % £m %
3,407 4,958 (31) 4,958 (31)
455 482 (6) 482 (6)
25 30 (17) 30 (17)
(184) (224) 18 (224) 18
(111) (113) 2 (113) 2
185 175 6 175 6
43 28 54 28 54
228 203 12 203 12
58 51 14 51 14
286 254 13 254 13
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continued

Initiatives in 2008

The global financial crisis has had a negative impact on asset
values across classes and geographies. At M&G, this has a
directimpact on our FUM as well as important consequences
for new business sales and existing client persistency. In this
challenging environment investment performance is more
critical than ever, further illustrating the value of our core
strategy.

In the three years to December 2008, 35 per cent of M&G's
retail funds delivered top-quartile investment performance'.

In Europe, the asset management industry has seen net
outflows of €334 billion” in 2008, while the IMA reported
£2.1 billion of net outflows from UK asset managers across
Retail and Institutional funds".

Against this background M&G performed extremely well in
2008, with record gross inflows from external customers of
£16.2 billion, up from £14.7 billion in 2007. Higher redemption
rates resulted in somewhat lower net inflows of £3.4 billion,
compared to £4.9 billion in 2007 and £6.1 billion in 2006,
which was M&G's record year to date.

Our strategy of maximising diversity across the business
proved its worth in 2008, as demonstrated by increased net
inflows to retail bond funds of £1.4 billion, up from £0.2 billion
in 2007. These helped to offset a decline in equity fund net
inflows, which fell to £0.7 billion, down from £1.7 billion

in 2007.

Source: Morningstar

Source: EFAMA, all funds excluding UK

Source: IMA data includes collective investments

Source: IMA data is for UK only and includes collective investments

Funds under management by client
(total £141bn) %

Retail

Institutional

Internal
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M&G's net retail inflows in the UK were up 62 per cent on 2007
at £1.9 billion, while the more challenging European market
resulted in net flows of zero, compared to £0.8 billion of inflow
in 2007. A significant achievement for our retail distribution
team has been the development of the discretionary manager
channel (including stockbrokers, family offices and fund of
funds managers), with net sales of £0.7 billion in 2008, up from
£0.4 billion in 2007.

Among M&G's institutional businesses, a difficult year for our
Macro Investment Business (net outflows of £0.9 billion) was
more than offset by strong net inflows of £0.3 billion to our
infrastructure fund and £0.8 billion to segregated equity funds.
Our high quality of client servicing and diverse product
offering enabled us to maintain positive inflows of £1.3 billion
during a period that saw net institutional outflows for asset
managers of £6.3 billion according to the IMA ",

A key cost management initiative in 2008 was the outsourcing
of M&G Retalil's direct customer servicing. As well as generating
immediate annual savings of around £3 million, this will allow us
to move from a fixed to a variable cost base for this channel.

Financial performance

In the face of a very challenging economic environment, M&G
recorded record profits in 2008, with an operating result of
£228 million, up from £203 million in 2007. This means our
profit has grown by 21 per cent compounded annually since
2004. Our underlying profit growth, which excludes volatile

M&G profit split by client type in 2008, excluding
PRFs and carried interest (total £185m) %

Internal and
Unallocated
Retail

Institutional



performance related fees (PRFs) and carried interest earned
on private equity investments, has grown by 23 per cent
compounded annually over the same period to reach

£185 million in 2008, up from £175 million in 2007.

In 2008 M&G benefited from — and continued to promote —
greater diversity in terms of profit-generating activities and
the chart illustrates how our profitability is well spread across
internal, retail and institutional markets.

We achieved net investment inflows for the year in both the
retail (£2.1 billion, down from £2.7 billion in 2007) and
institutional (£1.3 billion, down from £2.2 billion in 2007)
markets, while our overall external FUM was negatively
impacted by falls in the value of underlying assets.

M&G's total FUM at the end of 2008 was £141 billion, down
15 per cent from the start of the year.

During 2008, M&G continued to focus on effective cost
management to limit the impact of falling FUM on bottom-line
results. Our overall overhead costs fell 16 per cent in 2008.
However it is important to note that this partially reflects a
one-off reduction in long-term incentive costs.

Our cost/income ratio was 60 per cent in 2008, down
from 66 per cent in 2007, having improved from 75 per cent
in 2004.

M&G continues to provide capital efficient profits and

cash generation for the Prudential Group, as well as

strong investment returns on our long-term business funds.
Return on capital of 91 per cent and cash remittances of
£106 million in 2008 provided strong support for the
Group's corporate objectives.

Movement in M&G’s external FUM in 2008 £bn

Prudential Capital

Prudential Capital - rebranded from Prudential Finance

in 2007 — manages Prudential's balance sheet for profit by
leveraging Prudential's market position. This business has
three strategic objectives: to operate afirst-class wholesale
and capital markets interface; to realise profitable proprietary
opportunities within a tightly-controlled risk framework; and to
provide professional treasury services to Prudential. Prudential
Capital generates revenue by structuring transactions,
providing bridging finance, and operating a securities lending
and cash management business for our Group and its clients.

The business has continued to grow in terms of investment,
infrastructure and personnel in a controlled way, while
maintaining the dynamism and flexibility necessary to identify
and realise opportunities for profit. Prudential Capital is
committed to working more closely with other business units
across the Group to exploit opportunities and improve value
creation for Prudential as a whole. At Prudential Capital, we are
also taking a more holistic view on hedging strategy. liquidity
and capital management for the Group.

Prudential Capital has a diversified earnings base derived

from bridging, structured finance and wholesale markets.

We delivered a good financial result from this business in 2008,
driven by increased investment activity and a strong securities
lending performance. As a result of increased revenue and
maintaining a low cost/income ratio, operating profits
increased by 14 per cent to £58 million, resulting in a cash
remittance to the holding company of £61 million.

Sl ALia

Michael McLintock
Chief Executive
M&G

Cost/income ratio 2004-2008 %
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Business unit review
Asset management
Asia

In order to capitalise on the exciting and sizeable opportunities
in Asia's retail financial services market, Prudential's Asian
asset management business maintained its focus in 2008

on building a strong third-party customer retail franchise.
Prudential now has retail operations in 10 Asian markets and its
growth strategy is targeted at meeting specific market need:s.
The customer proposition is driven by Prudential’s strong
investment capabilities that enable it to develop innovative
product suites, and distribute them through diverse channels
including regional banks, local banks, private banks, and
securities houses and an internal sales force. Over the last

10 years, Prudential has become one of the largest and

most successful domestic asset management companies

in the region.

In addition to retail funds, Prudential's Asian asset
management business manages funds for Prudential's
Asian and UK Life businesses. It further supports the Asian
Life Business with the design of funds for investment linked
products. Prudential is also growing its third-party
institutional and pension fund management business.

Initiatives in 2008

In Taiwan, PCA Securities Investment Trust successfully
introduced the PCA Green Solution Fund, the third-largest
IPO launched in the country. On the institutional client front,
we secured a domestic equity mandate from Taiwan's New
Labour Pension Fund, for £63 million (TWD 3 billion) of assets.
Similarly, in China, the Triple Benefit Bond Fund and Blue Chip
Equity Fund launched in 2008 by CITIC-Prudential Fund
Management Company Limited raised over £253 million
despite the bearish market conditions. In Korea, the focus on
providing innovative variable annuities, variable unit linked
and corporate pension products to third-party insurance
institutions succeeded in building a more persistent customer
base. The Japanese business is now the largest India funds
provider in Japan, following the successful launch of the fourth
India-themed fund (India Consumer Fund). Additionally, the
Employees Provident Fund Organisation in India approved
ICICI-Prudential Fund Management as one of the three private
sector asset management companies to manage incremental
flows into its fund.

Asia
Net investment flows
Total IFRS operating profit

Based on longer-term investment returns.

See page 21.
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31 December 2008 funds under management
by country Mutual funds AUM £15.2bn %

Singapore Vietnam

China ! ; 0
HK MPF India (49%)
Korea
Taiwan
UAE
Japan Malaysia

Prudential continues to explore opportunities in Islamic funds,
and inthe UAE it signed a Memorandum of Understanding to
expand marketing co-operation and distribution of Shariah
funds in Malaysia and the Middle East. Prudential's property
fund management business PRUPIM, delivered solid
performance that included raising £97 million for a new
Vietnam Property Fund launched in 2008.

Financial performance

Prudential's Asian asset management business's total FUM
as at 31 December 2008 was £36.8 billion. This included
£4.9 billion of assets from the Group, £16.7 billion from
Prudential Corporation Asia's life funds, and £15.2 billion
from third-party customers. Compared to 2007, the overall
FUM dropped by 27 per cent at CER, primarily as a result of
negative market movements. In comparison, the MSCI Asia
ex-Japan Index fell by 52 per cent in 2008.

Despite volatile market conditions, our net inflows remained
positive at £0.86 billion, led by the good performance

in Taiwan and Japan. Of the £0.86 billion in net inflows,

66 per cent was from Equity/Bond funds and 34 per cent
from Money Market Funds.

IFRS profit from fund management was £52 million, a fall of
28 per cent, driven by decreasing funds under management
and performance related fees as a result of the current market
situation.

The asset management business requires very little capital to
support its growth, and in 2008 it remitted a net £36 million to
the Group.

2008 2007 Change 2007 Change
£m £m % £m %

855 2,961 (71) 3,455 (75)
52 72 (28) 78 (33)



Business unit review
Asset management
United States

US asset management

PPM America (PPMA) manages assets for Prudential's US,
UK and Asian affiliates. We also provide other affiliated and
unaffiliated institutional clients with investment services
including collateralised debt obligations (CDOs), private equity
funds, institutional accounts, and mutual funds. At PPMA, our
strategy is focused on managing existing assets effectively,
maximising the benefits gleaned from synergies with our
international asset management affiliates, and leveraging
investment management capabilities across the Prudential
Group. We also pursue third-party mandates on an
opportunistic basis.

Financial performance

IFRS operating profit in 2008 was £2 million, down from

£4 million in 2007, primarily due to lower investment income
and performance-related fees.

Year end 2008 funds under management of £46 billion were
as follows:

PPMA Funds under management £bn

Asia us UK Total
Insurance 0 30 11 41
Unitised 3 0 1 4
Institutional 0 0 0 0
CDOs 0 1 0 1
Total 3 31 12 46
PPM America

Total IFRS operating profit

Broker-dealer

Revenue
Costs
Total IFRS operating profit

Based onlonger-term investment returns.
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National Planning Holdings (NPH) is Jackson's affiliated
independent broker-dealer network. The business is
comprised of four broker-dealer firms, including INVEST
Financial Corporation, Investment Centers of America,
National Planning Corporation, and Sl Investments.

We continue to grow NPH's business through strong
recruiting efforts. By utilising our high-quality, state-of-the-art
technology, we provide NPH's advisers with the tools they
need to operate their practices more efficiently. At the same
time, through its relationship with NPH, Jackson continues to
benefit from an important retail distribution outlet, as well as
receive valuable insights into the needs of financial advisers
and their clients.

Financial performance

NPH generated record revenues of £328 million during the
year, up from £300 million in 2007, on gross 2008 product sales
of £8 billion. Our network continues to experience profitable
results, with 2008 IFRS operating profit of £8 million, an

11 per cent decrease at AER from £9 million in 2007. We also
increased the number of registered advisers in our network

to approximately 3,165 at the end of 2008.

2008 2007 Change 2007 Change
£m £m % £m %
2 4 (50) 4 (54)
2008 2007 Change 2007 Change
£m £m % £m %
328 300 9 324 1
(320) (291) 10 (315) 2
8 9 1) 9 1)
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Business unit review
Asset management
United States
continued

Curian

Curian Capital, Jackson's registered investment adviser,
provides innovative fee-based separately-managed accounts
and investment products to advisers through a sophisticated
technology platform. Curian expands Jackson's access to
advisers while also providing a complement to Jackson's core
annuity product lines.

Financial performance

Curian's results during 2008 improved, despite the

significant impact of falling equity markets on its assets under
management. Our effective management of costs and an
eight per cent increase in average assets under management
contributed to this result. At the end of 2008, we had total
assets under management of £1.8 billion, compared to £1.7
billion at the end of 2007 (£2.4 billion at CER). We generated
deposits of £591 million in 2008, down 11 per cent on 2007.
The decline in both deposits and assets under management at

CER were mainly due to difficult conditions in the equity markets,

with the S&P 500 index falling 38.5 per cent during 2008.

Curian

Gross investment flows
Revenue

Costs

Total IFRS operating profit

Based on longer-term investment returns.

Seepage?l.
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2008
£m

591
24
(27)

(3)

2007
£m

663
20
(25)

(5)

Change
%

a1
20

(35)

2007
£m

717
22
(27)

(5)

Change
%

(18)

0
(40)



