a Overview

As a provider of financial services, including insurance, the Group's business is the managed acceptance of risk. The control
procedures and systems established within the Group are designed to manage, rather than eliminate, the risk of failure to meet
business objectives. They can only provide reasonable and not absolute assurance against material misstatement or loss, and
focus on aligning the levels of risk-taking with the achievement of business objectives.

The Group's internal control processes are detailed in the Group Governance Manual. This is supported by the Group risk
framework, which provides an overview of the Group-wide philosophy and approach to risk management. Where appropriate,
more detailed policies and procedures have been developed at Group and/or business unit levels. These include Group-wide
mandatory policies on certain operational risks, including: health, safety, fraud, money laundering, bribery, business continuity,
information security and operational security. Additional guidelines are provided for some aspects of actuarial and finance activity.

Prudential's risk governance framework requires that all of the Group's businesses and functions establish processes for
identifying, evaluating and managing the key risks faced by the Group. The risk governance framework is based on the concept
of 'three lines of defence': Risk management, risk oversight and independent assurance. Primary responsibility for strategy,
performance management and risk control lies with the Board, the Group Chief Executive and the chief executives of each
business unit. Risk oversight is provided by Group-level risk committees, chaired by the Chief Financial Officer with
representation from business units and Group Head Office functions. The committees' oversight is supported by the Group Chief
Risk Officer. Independent assurance on the Group's and business unit internal control and risk management systems is provided
by Group-wide Internal Audit reporting to the Group and business unit audit committees.

The Group's risk reporting framework forms an important part of the Group's business planning process. Business units
review their risks as part of the annual preparation of their business plans and review opportunities and risks against business
objectives regularly with Group executive management.

Additional information on the Group's risk framework is included in the risk and capital management section of the Group's
business review.

The management of the risk attached to the Group's financial instruments and insurance liabilities, together with the
inter-relationship with the management of capital may be summarised in the following sections.

b Grouprisk appetite

The Group risk appetite framework sets out the Group's tolerance to risk management and return optimisation. The Group
defines and monitors aggregate risk limits for its earnings volatility and its capital requirements.

The objectives of the limits are to ensure that (a) the volatility of earnings is consistent with stakeholder expectations, (b) the
Group has adequate earnings (and cash flows) to service debt and expected dividends and (c) that earnings (and cash flows) are
managed properly across geographies and are consistent with the Group's funding strategies. The two measures used currently
are European Embedded Value (EEV) operating profit based on longer-term investment returns and International Financial
Reporting Standards (IFRS) operating profit based on longer-term investment returns.
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The objectives of the limits are to ensure that (a) the Group meets the economic capital requirements at all times, (b) the Group
achieves its desired target rating to meet its business objectives and (c) supervisory intervention is avoided. The two measures
used are EU Insurance Groups Directive (IGD) capital requirements and economic capital requirements.

Business units must establish suitable market, credit, underwriting and liquidity limits that maintain financial risk exposures
within the defined Group risk appetite.

The Group's risk appetite framework forms an integral part of its annual business planning cycle. Throughout the year, the
Group risk function monitors the Group's risk profile against the agreed limits. Using submissions from business units, Group risk
function calculates the Group position (allowing for diversification effects between business units) relative to the limits implied by
the risk appetite statements.

The current market dislocation and increased risk of default led the Group to place an increased emphasis on the
management of market and credit risk in the course of 2008. Market risk is managed such that as conditions evolve the risk profile
is maintained within risk appetite in addition to business unit operational limits on credit risk, the Group sets counterparty risk
limits at Group level. Limits on the total Group-wide exposures to a single counterparty are specified within different credit rating
‘categories'. Actual exposures are monitored against these limits on a monthly basis.
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¢ Riskmitigation and hedging

The Group manages its actual risk profile against our tolerance of risk. To do this, the Group maintains risk registers that include
details of the identified risks and of the controls and mitigating actions employed in managing them. Any mitigation strategies
involving large transactions, such as a material derivative transaction, are subject to scrutiny at Group level before
implementation.

The Group uses arange of risk management and mitigation strategies. The most important of these include: adjusting asset
portfolios to reduce investment risks (such as duration mismatches or overweight counterparty exposures); using derivatives to
hedge market risks; implementing reinsurance programmes to limit insurance risk; implementing corporate insurance
programmes to limit the impact of operational risks; and revising business plans where appropriate.

Inthe UK and Asia, Prudential uses derivatives to reduce equity and credit risk, interest rate and currency exposures, and to

facilitate efficient investment management. In the US, Prudential uses derivatives to reduce interest rate risk, to facilitate efficient

portfolio management and to match liabilities under annuity policies, and for certain equity-based product management activities.
Further details of the Group's use of derivatives are explained in note G3.

Prudential manages its assets and liabilities locally, in accordance with local regulatory requirements and reflecting the differing
types of liabilities of each business unit. Stochastic asset/liability modelling is carried out locally by business units to perform
dynamic solvency testing and assess capital requirements. Reserve adequacy testing under a range of scenarios and dynamic
solvency analysis is carried out, including under certain scenarios mandated by the US, the UK and Asian regulators.

A stochastic approach models the inter-relationship between asset and liability movements, taking into account asset
correlation and policyholder behaviour, under a large number of possible scenarios. These scenarios are projected forward over
aperiod of time, typically 25 years, and the liabilities and solvency position of the fund are calculated in each scenario in each
future year. This allows the identification of which extreme scenarios will have the most adverse effects and what the best
estimate outcome may be. The fund's policy on management actions, including bonus and investment policy, are then set in order
that they are consistent with the available capital and the targeted risk of default. This differs from a deterministic model, which
would only consider the results from one carefully selected scenario.

For businesses that are most sensitive to interest rate changes, such as immediate annuity business, Prudential uses cash flow
analysis to create a portfolio of fixed income securities whose value changes in line with the value of liabilities when interest rates
change. This type of analysis helps protect profits and the capital position from changing interest rates. In the UK, the cash flow
analysis is used in Prudential's annuity business while, in the US, it is used for its interest-sensitive and fixed index annuities and
stable value products such as Guaranteed Investment Contracts (GICs). Perfect matching is not possible, for example because of
the nature of the liabilities (which might include guaranteed surrender values) and options for prepayment contained in the assets
or the unavailability of assets with a sufficiently long duration.

For businesses that are most sensitive to equity price changes, Prudential uses stochastic modelling and scenario testing to
look at the expected future returns on its investments under different scenarios that best reflect the large diversity in returns that
equities can produce. This allows Prudential to devise an investment and with-profits policyholder bonus strategy that, on the
model assumptions, allows it to optimise returns to its policyholders and shareholders over time, while maintaining appropriate
financial strength. Prudential uses this method extensively in connection with its UK with-profits business.

All of Prudential’s investments are held either for risk management or investment purposes. This is because almost all of the
investments support policyholder or customer liabilities of one form or another. Any assets that Prudential holds centrally that are
not supporting customer liabilities are predominantly invested in short-term fixed income and fixed maturity securities.

The Group has contingency plans in place for arange of operational risk scenarios, including incident management and
business continuity plans. As a contingency plan for liquidity risk, the Group has arranged access to committed revolving credit
facilities and committed securities lending facilities.

d Risk exposures
The Group publishes separately within 'Additional Information’ of its Group Annual Report a section on key risk factors, which

discusses inherent risks in the business and trading environment.

Market risk is the risk that arises from adverse changes in the value of, orincome from, assets and changes in interest rates or
exchange rates.

Prudential faces equity risk and interest rate risk because most of its assets are investments that are either equity type investments
and subject to equity price risk, or bonds, mortgages or cash deposits, the values of which are subject to interest rate risk. The
amount of risk borne by Prudential's shareholders depends on the extent to which its customers share the investment risk
through the structure of Prudential's products.
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The split of Prudential's investments between equity investments and interest-sensitive instruments depends principally on the
type of liabilities supported by those investments and the amount of capital Prudential has available. The nature of some liabilities
allows Prudential to invest a substantial portion of its investment funds in equity and property investments that Prudential believes
produce greater returns over the long term. On the other hand Prudential has some liabilities that contain guaranteed returns and
allow instant access (for example, interest-sensitive fixed annuities and immediate annuities), which generally will be supported
by fixed income investments.

Prudential faces foreign exchange risk, primarily because its presentation currency is pounds sterling, whereas approximately
53 per cent of Prudential's operating profit from continuing operations based on longer-term investment returns, as described
in note B1, for the year ended 31 December 2008, came from Prudential's US and Asian operations. The exposure relating to
the translation of reported earnings is not separately managed although its impact is reduced by interest payments on foreign
currency borrowings and by the adoption of average exchange rates for the translation of foreign currency revenues.

Approximately 83 per cent of the Group's IFRS basis shareholders' equity at 31 December 2008 arose in Prudential's US and
Asian operations (2007: approximately 70 per cent). To mitigate the exposure of the US component there are US$1.55 billion of
borrowings held centrally. The Group has also entered into a US$2 billion net investment hedge which was reduced to US$600
million in December 2008 (see note G3). Net of the currency position arising from these instruments some 49 per cent of the
Group's shareholders' funds are represented by net assets in currencies other than sterling.

Additional details on the market risks' exposures of the UK, US and Asian insurance operations are provided in notes D2, D3
and D4, respectively.

Credit risk is the risk of loss to the Group if another party fails to perform its obligations, or fails to perform them in atimely
manner. Credit risk is the Group's most significant financial risk.

Some of Prudential's businesses, in particular Jackson, the PAC with-profits fund and Prudential's UK pension annuity
business hold large amounts of interest-sensitive investments that contain credit risk on which a certain level of defaults is
expected. These expected losses are considered when Prudential determines the crediting rates, deposit rates and premium
rates for the products that will be supported by these assets. The key shareholder business exposed to credit risks is Jackson.
Certain over-the-counter derivatives contain a credit risk element that is controlled through evaluation of collateral agreements
and master netting agreements on interest rate and currency swaps. Prudential is also exposed to credit-related losses in the
event of non-performance by counterparties.

Further analysis of the credit quality for the Group is shown in note B6. Additional details on the credit quality of the debt
security portfolios of UK, US and Asian insurance operations are shown in notes D2, D3 and D4, respectively.
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Liquidity risk is the risk that Prudential, though solvent on a balance sheet basis, either does not have the financial resources

to meet its obligations as they fall due or can secure the resources only at excessive cost. The parent company has significant
internal resources of liquidity which are sufficient to meet all of its foreseeable future without having to utilise external funding.
The Group maintains committed borrowing and securities lending facilities. In aggregate the Group has £2.1 billion of undrawn
committed facilities of which it has recently renewed its £1.4 billion of the undrawn syndicated committed banking facility for a
further three years as well as renewing the £500 million securities lending back-up facility.

Insurance risk is the inherent uncertainty as to the occurrence, amount and timing of insurance liabilities. This includes adverse
mortality, morbidity and persistency experience.

Prudential needs to make assumptions about a number of factors in determining the pricing of its products and for reporting
the results of its long-term business operations. In common with other industry participants, the profitability of the Group's
businesses depends on a mix of factors including mortality and morbidity trends, voluntary discontinuance rates, investment
performance, unit cost of administration and new business acquisition expenses.

For example, the assumption that Prudential makes about future expected levels of mortality is particularly relevant for its UK
annuity business where, in exchange for their accumulated pension fund, pension annuity policyholders receive a guaranteed
payment, for as long as they live. Prudential conducts rigorous research into longevity risk using data from its substantial
annuitant portfolio. As part of its pension annuity pricing and reserving policy, Prudential UK assumes that current rates of
mortality continuously improve over time at levels based on adjusted data from the Continuous Mortality Investigations (CMI)
projections as published by the Institute and Faculty of Actuaries.
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d Risk exposures continued

Prudential's voluntary discontinuance (persistency) assumptions reflect recent past experience for each relevant line of business,
and any expectations of future persistency. Where appropriate, allowance is also made for the relationship, which is either assumed
or historically observed, between persistency and investment returns and the resulting additional risk is allowed for.

Operational risk is the risk of direct or indirect loss resulting from inadequate or failed internal processes, people, systems or from
external events. Business environment risk may arise from exposure to forces in the external environment that could significantly
change the fundamentals that drive the business's overall objectives and strategy. Strategic risk may arise from ineffective,
inefficient or inadequate senior management processes for the development and implementation of business strategy in relation
to the business environment and the Group's capabilities.

Prudential is exposed to operational, business environment and strategic risk in the course of running its businesses.
Prudential processes a large number of complex transactions across numerous and diverse products, and is subject to a number
of different legal and regulatory regimes. Prudential has a significant number of third-party relationships that are important to the
distribution and processing of its products, as market counterparties and as business partners.

Quantitative analysis of operational risk exposures material to the Group is used to inform decisions on the overall amount of
capital held and the adequacy of the corporate insurance programme.

e Regulatory capital requirements

Regulatory capital requirements apply at an individual company level for the Group's life assurance and asset management
business. These are described in sections D5 and E3 respectively.

In addition, the Group as a whole is subject to the capital adequacy requirements of the Insurance Groups Directive (IGD) as
implemented by the FSA. The IGD pertains to groups whose activities are primarily concentrated in the insurance sector. Under
this test the surplus capital held in each of the regulated subsidiaries is aggregated with the free assets of non-regulated
subsidiaries. From this total Group borrowings are deducted, other than subordinated debt issues which qualify as capital.

No credit for the benefit of diversification is allowed for under this approach. The test is passed when this aggregate number
is positive: a negative result at any point in time is a notifiable breach of UK regulatory requirements.

Due to the geographically diverse nature of Prudential's operations, the application of these requirements to Prudential is
complex. In particular, for many of the Group's Asian operations the assets, liabilities and capital requirements have to be
recalculated based on FSA regulations as if the companies were directly subject to FSA regulation.

The FSA has established a structure for determining how much hybrid debt can count as capital which is similar to that used
for banks. It categorises capital as Tier 1 (equity and preference shares), Upper Tier 2 and Lower Tier 2. Up to 15 per cent of Tier 1
capital can be in the form of hybrid debt and is called ‘Innovative Tier 1'. At 31 December 2008 the Group held £1,059 million
(31 December 2007: £763 million) of Innovative Tier 1 capital in the form of perpetual securities, £nil (£nil) of Upper Tier 2 and
£1,101 million (£932 million) of Lower Tier 2 capital. The increase in these amounts reflects exchange rate movements in 2008.
Further details on these amounts and other Group borrowings are shown in note H13.

At 31 December 2007, Prudential met the requirements of the IGD. In addition, during 2008, Prudential met the 'hard test’
of the FSA under the IGD. The IGD position as at 31 December 2008 will be submitted to the FSA by 30 April 2009 and at the
time of preparation of these financial statements the surplus capital under the test was estimated to be around £1.7 billion before
allowing for the 2008 final dividend giving a solvency ratio of 160 per cent. This is composed of the Group's IGD surplus at
31 December 2008 which is estimated at £1.4 billion and of an additional £0.3 billion which the FSA has allowed the Group to
include in the Group's IGD surplus going forward as a result of an innovative structure the Group has developed. The £0.3 billion
additional capital reflects the Group's ability to realise a portion of the shareholders' economic interest in the future transfers from
the PAC with-profits fund. The intended sale of the Taiwan agency business announced on 20 February 2009, as discussed in
note 110, will when completed increase the IGD surplus capital by approximately £0.8 billion, further strengthening IGD surplus
capital to £2.5 billion.

Prudential's approach to capital allocation takes into account a range of factors, especially risk adjusted returns on capital,
the impact of alternative capital measurement bases (accounting, regulatory, economic and ratings agency assessments), tax
efficiency and wider strategic objectives.

Prudential optimises capital allocation across the Group by using a consistent set of capital performance metrics across all
business units to ensure meaningful comparison. Capital utilisation, return on capital and new business value creation are
measured at a product level. The use of these capital performance metrics is embedded into our decision-making processes
for product launches, product design and product pricing.

Prudential's capital performance metrics are based on economic capital, which provides a realistic and consistent view of our
capital requirements across the Group, allowing for diversification benefits. Economic capital also provides valuable insights into
our risk profile and is used both for risk measurement and capital management.

Prudential's detailed understanding of risk adjusted performance allows to manage proactively its allocation of capital to write
new business to maximise risk adjusted value creation.
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