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(Address of Principal Executive Offices) (Zip Code)

(617) 863-5500

(Registrant’s Telephone Number, Including Area Code)

(Former Name or Former Address, If Changed Since Last Report)

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of
the registrant under any of the following provisions (see General Instruction A.2. below):

☐ Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

☐ Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

☐ Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

☐ Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))

Indicate by check mark whether the registrant is an emerging growth company as defined in Rule 405 of the Securities
Act of 1933 (§230.405 of this chapter) or Rule 12b-2 of the Securities Exchange Act of 1934 (§240.12b-2 of this
chapter).

Emerging growth company☐

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act.☐
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Item 3.01. Notice of Delisting or Failure to Satisfy a Continued Listing Rule or Standard; Transfer of Listing.

On August 15,  2018, InVivo Therapeutics Holdings Corp. (the “Company”) received a  written notification from the
Listing Qualifications Department of the Nasdaq Stock Market (“Nasdaq”) notifying the Company that, based on the
Company’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2018, the Company’s stockholders’ equity
was $(1,909,000), and therefore, the Company was not in compliance with Nasdaq Listing Rule 5550(b)(1), which
requires a $2,500,000 minimum stockholders’ equity standard. Total stockholders’ deficit at June 30, 2018 was
primarily driven by derivative accounting on the warrants issued as part of the Company’s June 2018 public offering.

In accordance with such notice, the Company has been requested to provide to Nasdaq, on or before October 1, 2018,
its specific plan to regain compliance with all Nasdaq Capital Market listing requirements and the Company’s time
frame to complete its plan. If the plan is accepted, Nasdaq may grant an extension of up to 180 calendar days, or until
March 30, 2019,  for the Company to regain compliance. The Company expects to submit a plan to regain compliance
with the continued listing requirements of the Nasdaq Capital Market. If Nasdaq determines that such plan is not
sufficient, it will provide written notification that the Company’s securities will be delisted. At that time, the Company
may appeal Nasdaq’s determination to a hearings panel (the “Panel”). The Company expects that its stock would remain
listed pending the Panel’s decision. There can be no assurance that, if the Company does appeal Nasdaq’s determination
to the Panel, that such appeal would be successful.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned hereunto duly authorized.

INVIVO THERAPEUTICS HOLDINGS CORP.

Date: August 21, 2018 By:   /s/ RICHARD TOSELLI
Name: Richard Toselli

Title: President and Chief Executive Officer

FT: 0pt; MARGIN-RIGHT: 0pt" align="left">Shareholders on the principal register and Irish branch register will be
able to participate in a Dividend Reinvestment Plan.

The Board will maintain its focus on delivering a growing dividend from this new higher base, which will continue to
be determined after taking into account the Group's financial flexibility and our assessment of opportunities to
generate attractive returns by investing in specific areas of the business. The Board believes that in the medium term a
dividend cover of around two times is appropriate.

Movement on Shareholders' Funds
IFRS EEV

2012 
2011 note

(a) 2012 2011 
AER AER

£m £m £m £m
Operating profit based on longer-term investment returns 2,533 2,027 4,321 3,978 
Items excluded from operating profit 277 (199) 699 (1,056)
Total profit before tax 2,810 1,828 5,020 2,922 
Tax  and non-controlling interests (613) (413) (1,207) (780)
Profit for the year 2,197 1,415 3,813 2,142 
Exchange movements, net of related tax (216) (105) (469) (158)
Unrealised gains and losses on Jackson securities classified as available for
salenote (b) 387 349 - -
Dividends (655) (642) (655) (642)
New share capital subscribed 17 17 17 17 
Other 65 9 100 71 
Net increase in shareholders' funds 1,795 1,043 2,806 1,430 
Shareholders' funds at beginning of the year 8,564 7,521 19,637 18,207 
Shareholders' funds at end of the year 10,359 8,564 22,443 19,637 
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Comprising
Long-term business:

Free surplus note (c) 2,957 2,839 
Required capital 3,898 3,447 
Net worth 6,855 6,286 
Value of in-force 15,411 13,364 
Total 22,266 19,650 

Other business note (d) 177 (13)
Totalnote (e) 22,443 19,637 

Notes
(a) Comparatives adjusted for retrospective application of the accounting policy change  for deferred acquisition costs
as discussed in note B of IFRS financial statements.
(b)  Net of related changes to deferred acquisition costs and tax.
(c)  The £1,364 million free surplus generated by the long-term business (net of new business investment and market
related movements and investment in REALIC) in the year, has been used to pay £921 million to the holding
company.
(d)  Shareholders' funds for other than long-term business comprises:

2012 2011 
£m £m

Asset management operationsnote 1,937 1,783 
Holding company net borrowings (2,282) (2,188)
Other, net 522 392 
Total shareholders' funds for other business 177 (13)

      Note
      Including goodwill of £1,230 million for 31 December 2012 and 31 December 2011.

(e)  EEV shareholders' funds excluding goodwill attributable to shareholders at 31 December 2012 is £20,974 million
(31 December 2011: £18,172 million).

EEV shareholders' funds
The shareholders' funds at 31 December 2012 relating to long-term business of £22.3 billion comprise £9.5 billion (up
11 per cent from 31 December 2011) for our Asia long-term business operations, £6.0 billion (up 19 per cent from 31
December 2011) for our US long-term business operations and £6.8 billion (up 12 per cent from 31 December 2011)
for our UK long-term business operations.

At 31 December 2012, the embedded value for our Asian long-term business operations was £9.5 billion, with £8.0
billion (up £0.9 billion from 2011) being in the South-east Asia countries of Indonesia, Malaysia, Philippines,
Singapore, Thailand and Vietnam together with Hong Kong. For Prudential's other Asian markets, the embedded
value was £1.5 billion in aggregate, broadly unchanged from 2011.

Free Surplus and Holding Company Cash Flow

Overview
The Group manages its internal cash flow by focusing on the free surplus generated by the life and asset management
businesses. Remittances are, however, made as and when required by the holding company with excess surplus being
left in the businesses where it can be redeployed most profitably.
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Free surplus generation
Sources and uses of free surplus generation from the Group's insurance and asset management operations
The Group's free surplus at the end of the year comprises free surplus for the insurance businesses, representing the
excess of the net worth over the required capital included in the EEV results, and IFRS net assets for the asset
management businesses excluding goodwill.

The free surplus generation for the insurance business represents amounts maturing from the in-force operations
during the year less the investment in new business. For asset management operations we have defined free surplus
generation to be the total post-tax IFRS profit for the year.

The Group's free surplus generated also includes the general insurance commission earned during the year and
excludes foreign exchange, capital movements, shareholders' other income and expenditure and centrally arising
restructuring and Solvency II implementation costs.

The total movement in free surplus net of tax in the year can be analysed as follows:
2012 2011 

£m £m
Free surplus generation
Expected in-force cash flows (including expected return on net assets) 2,405 2,335 
 - Life operations 2,019 1,972 
 - Asset management and other operations 386 363 
Changes in operating assumptions and experience variances 295 168 
RPI to CPI inflation measure change on defined benefit pension schemes - 33 
Underlying free surplus generated in the year from in-force business 2,700 2,536 
Investment in new business (618) (553)
Underlying free surplus generated in the year 2,082 1,983 
Market-related items (79) (531)
Gain on dilution of Group holdings 42 -
Acquisition of REALIC (169) -
Free surplus generated in the year 1,876 1,452 
Net cash remitted by the business units (1,200) (1,105)
Other movements (including foreign exchange effects) and timing differences (408) (264)
Total movement during the year 268 83 
Free surplus at 1 January 3,421 3,338 
Free surplus at end of year 3,689 3,421 
Comprised of:

Free surplus relating to long-term insurance business 2,957 2,839 
Free surplus of other insurance business 25 29 
IFRS net assets of asset management businesses
excluding goodwill 707 553 
Total free surplus 3,689 3,421 

During 2012 Prudential generated underlying free surplus from the in-force book of £2,700 million (2011: £2,536
million) despite lower investment return conditions, reflecting the progress we have made in growing the portfolio of
business and our focus on managing the in-force book for value. Changes in operating assumptions and experience
variances were £295 million in 2012 compared with £168 million in 2011. These variances included positive £80
million from Asia (2011: positive £52 million), which in 2012 included £51 million from the sale of the Group's
share-holding in China Life Insurance Company of Taiwan. The US continued to record strong positive variances of
£219 million (2011: positive £154 million), which included a significant level of favourable spread experience. These
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variances also included a reduced negative £4 million from the UK (2011: negative £38 million). 2011 also benefited
from a one-off credit of £33 million arising from a reduction in the liabilities of the Group's defined benefit pension
schemes following the UK Government's decision to change the basis of indexation from RPI to CPI, which did not
reoccur in 2012.

Underlying free surplus generated from in-force business has been used by our life businesses to invest in new
business. Investment in new business has increased by 12 per cent to £618 million in 2012. This compares to a 14 per
cent increase in sales and a 14 per cent increase in new business profit.

Market-related movements of negative £79 million in 2012 includes negative £330 million from the US, principally
reflecting the valuation movements of derivatives, net of movements in reserves held for variable annuity guarantees
reflecting market movements in the year. Offsetting these amounts are positive £114 million in Asia, positive £53
million from the UK and positive £84 million from our asset management business primarily reflecting in part the
impact of lower bond yields on bond values in the year.
The acquisition of REALIC consumed £169 million of free surplus.

In contrast free surplus benefited by £42 million as a result of the divestment of M&G's holding in PPM South Africa
from 75 per cent to 49.99 per cent.

Value created through investment in new business by life operations

2012 
Asia

insurance
operations

US
insurance

operations

UK
insurance

operations
Group
Total

£m £m £m £m
Free surplus invested in new
business (292) (281) (45) (618)
Increase in required capital 97 271 86 454 
Net worth invested in new business (195) (10) 41 (164)
Value of in-force created by new
business 1,177 578 200 1,955 
Post-tax new business profit for the
year 982 568 241 1,791 
Tax 284 305 72 661 
Pre-tax new business profit for the
year 1,266 873 313 2,452 
New business sales (APE) 1,897 1,462 836 
Internal rate of returnnote >20% >20% >20%

AER
2011 

Asia
insurance

operations

US
insurance

operations

UK
insurance

operations

Group
Total

£m £m £m £m
Free surplus invested in new
business (297) (202) (54) (553)
Increase in required capital 97 232 77 406 
Net worth invested in new business (200) 30 23 (147)
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Value of in-force created by new
business 1,011 500 172 1,683 
Post-tax new business profit for the
year 811 530 195 1,536 
Tax 265 285 65 615 
Pre-tax new business profit for the
year 1,076 815 260 2,151 
New business sales (APE) 1,660 1,275 746 
Internal rate of returnnote >20% >20% >20% 

CER
2011 

Asia
insurance

operations

US
insurance

operations

UK
insurance

operations

Group
Total

£m £m £m £m
Free surplus invested in new
business (295) (205) (54) (554)
Increase in required capital 96 235 77 408 
Net worth invested in new business (199) 30 23 (146)
Value of in-force created by new
business 1,003 506 172 1,681 
Post-tax new business profit for the
year 804 536 195 1,535 
Tax 261 289 65 615 
Pre-tax new business profit for the
year 1,065 825 260 2,150 
New business sales (APE) 1,642 1,290 746 
Internal rate of returnnote >20% >20% >20% 

Note
The internal rate of return (IRR) is equivalent to the discount rate at which the present value of the post-tax cash flows
expected to be earned over the lifetime of the business written in shareholder-backed life funds is equal to the total
invested capital to support the writing of the business. The capital included in the calculation of the IRR is equal to the
amount required to pay acquisition costs and set up statutory reserves less premiums received, plus encumbered
capital. The impact of the time value of options and guarantees is included in the calculation.

Overall, the Group wrote £4,195 million of sales on an APE basis in 2012 (2011: £3,681 million) generating a
post-tax new business contribution to embedded value of £1,791 million (2011: £1,536 million). To support these
sales, we invested £618 million of capital (2011: £553 million) equivalent to 23 per cent (2011: 22 per cent) of
underlying free surplus generated by the life in-force and asset management businesses.

In Asia, we generated an 18 per cent increase in new business profit despite investing 2 per cent less capital at £292
million (2011: £297 million). In other words, for each £1 million of free surplus invested we generated £3.4 million of
post-tax new business profit (2011: £2.7 million). This improved capital efficiency reflects the benefit of pricing
actions and a shift in mix towards those products and geographies with lower strain and higher return characteristics.
The average free surplus undiscounted payback period for business written in 2012 was three years (2011: three
years).

In the US, investment in new business was £281 million (2011: £202 million), an increase of 39 per cent, and
compares to a 7 per cent increase in new business profit in the year. Consequently, for each £1 million of free surplus
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invested we generated £2.0 million of post-tax new business contribution to embedded value (2011: £2.6 million). The
higher capital consumption per unit of profit reflects a more punitive valuation interest rate being used to establish
liabilities upon policy inception following recent falls in interest rates. Notwithstanding this effect, the internal rates of
return achieved in the US remain attractive at above 20 per cent, and the fast payback nature of the business written
means that the initial capital outlay is recouped quickly. The average free surplus undiscounted payback period for
business written in 2012 was two years (2011: one year).

In the UK, we continue to manage capital with discipline and have achieved a 20 per cent increase in new business
profit, while investing 17 per cent less capital at £45 million (2011: £54 million). For each £1 million of free surplus
invested, therefore, we generated £5.4 million of post-tax new business contribution to embedded value (2011: £3.6
million) benefiting from favourable changes in business mix. These sustained levels of high capital efficiency in the
UK reflect our strategy of participating selectively in the UK's retirement savings and income market, focusing on
those products and distribution mechanisms which meet our strict high return and short payback characteristics. The
average free surplus undiscounted payback period for shareholder-backed business written in 2012 was three years
(2011: four years).

Holding company cash flow

We continue to manage cash flows across the Group with a view to achieving a balance between ensuring sufficient
net remittances from the businesses to cover the dividend (after corporate costs) and maximising value for
shareholders through the retention of the free surplus generated at business unit level, so that it can be reinvested in
the profitable opportunities available to the Group. On this basis, the holding company cash flow statement at an
operating level should ordinarily balance close to zero before exceptional cash flows, but from time to time additional
remittances from business operations will be made to provide the Group with greater financial flexibility at the
corporate centre.

2012 2011 
£m £m 

Net cash remitted by business units:
UK net remittances to the Group

UK Life fund paid to the Group 216 223 
Shareholder-backed business:

Other UK paid to the Group 101 116 
Group invested in UK (4) (42)
Total shareholder-backed business 97 74 

Total UK net remittances to the Group 313 297 

US remittances to the Group 249 322 

Asia net remittances to the Group
Asia paid to the Group:

Long-term business 491 289 
Other operations 60 55 

551 344 
Group invested in Asia:

Long-term business (107) (50)
Other operations (103) (88)

(210) (138)
Total Asia net remittances to the Group 341 206 
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M&G remittances to the Group 206 213 
PruCap remittances to the Group 91 67 
Net remittances to the Group from Business Units 1,200 1,105 
Net interest paid (278) (282)
Tax received 194 181 
Corporate activities (158) (139)
Solvency II costs (47) (56)
Total central outflows (289) (296)
Operating holding company cash flow before dividendnote 911 809 
Dividend paid (655) (642)
Operating holding company cash flow after dividendnote 256 167 
Issue of hybrid debt, net of costs - 340 
Repayment of subordinated debt - (333)
Hedge purchase cost (equity tail risks) (32) -
Other net cash payments (43) (205)
Total holding company cash flow 181 (31)

Cash and short-term investments at beginning of year 1,200 1,232 
Foreign exchange movements (1) (1)

Cash and short-term investments at end of year 1,380 1,200 

Note
Including central finance subsidiaries.                      

Operating holding company cash flow for 2012 before the shareholder dividend was £911 million, £102 million
higher than 2011. After deducting the shareholder dividend the operating holding company cash flow was £256
million (2011: £167 million).

Cash remittances to the Group from business units

The holding company received £1,200 million of net cash remittances from the business units in 2012, an increase of
9 per cent over the £1,105 million received in 2011.

Asia became the largest contributor of cash, with net cash remittances to the Group in 2012 of £341 million (2011:
£206 million) exceeding its 2013 cash objective. This includes non-recurring items of £27 million representing cash
received from the sale of the Group's holdings in China Life Insurance Company in Taiwan of £97 million offset by
repayments of funding contingent on future profits of the Hong Kong Life insurance operations of £70 million. This
financing was taken out in 2009 and 2010 in order to increase the financial flexibility of the Group during the
investment market crisis and has now been repaid.

Cash received from Jackson of £249 million for 2012 is lower than the £322 million remitted in 2011 as annual
remittances return to a more sustainable level. This follows the exceptional release of excess surplus made in the prior
year.

The UK insurance operations remitted £313 million in 2012 (2011: £297 million). Cash from the annual with-profits
transfer to shareholders contributed £216 million (2011: £223 million). During 2012, surpluses in the UK's
shareholder-backed business were utilised to repay £60 million of funding contingent on future profits that was taken
out in 2009 and 2010 and to remit a net £97 million (2011: £74 million) to Group. The UK's objective remains £350
million of net cash remittances in 2013.

M&G and PruCap collectively remitted £297 million in 2012, as the asset management businesses continue to remit
significant portions of their annual post-tax earnings to the Group.
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Net central outflows and other movements

Net central outflows improved to £289 million in 2012 (2011: £296 million) with higher corporate costs offset by
lower net interest payments, lower Solvency II costs, and higher tax receipts.

After central costs, there was a net cash inflow before dividend of £911 million in 2012 compared to £809 million in
2011. The dividend paid was £655 million in 2012 compared to £642 million in the same period in 2011.

Outside of the normal recurring central cash flow items and in light of the heightened risks surrounding the Eurozone,
we incurred a net cash flow of £32 million for short dated hedges to provide downside protection against severe equity
market falls. We also incurred £43 million of other net cash payments in 2012, representing payments of £68 million
to the UK tax authorities following the settlement reached in 2010 on historic tax issues offset by a receipt of £25
million from an increased bank loan in the year. A final instalment on the agreed settlement will be paid in 2013 to the
UK tax authorities at a level similar to 2012.

The overall holding company cash and short-term investment balances at 31 December 2012 was £180 million higher
than the balance held at the end of 2011 at £1.4 billion. The company seeks to maintain a central cash balance in
excess of £1 billion.

EEV Balance Sheet
Summary

AER
2012 2011 Note

£m £m 
Goodwill attributable to shareholders 1,469 1,465 
Investments 283,428 250,605 
Holding company cash and short-term investments 1,380 1,200 
Other 23,976 19,475 
Total assets 310,253 272,745 
Less: Liabilities

Policyholder liabilities 260,774 227,075 
Unallocated surplus of with-profits funds 10,589 9,215 

271,363 236,290 
Less: Shareholders' accrued interest in the long-term business (12,084) (11,073)

259,279 225,217 
Core structural borrowings of shareholders' financed operations (IFRS book value basis) 3,554 3,611 
Other liabilities including non-controlling interest 24,977 24,280 
Total liabilities and non-controlling interest 287,810 253,108 
EEV basis net assets 22,443 19,637 

Share capital and premium 2,017 2,000 
IFRS basis shareholders' reserves 8,342 6,564 
IFRS basis shareholders' equity 10,359 8,564 
Additional EEV basis retained profit 12,084 11,073 
EEV basis shareholders' equity (excluding non-controlling interest) 22,443 19,637 

Note
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The 2011 comparative component of EEV shareholders' funds for the IFRS basis shareholders' equity and the
additional EEV basis retained profit have been adjusted  for the retrospective application of the accounting policy
change for deferred acquisition costs as discussed in note B to the IFRS financial statements. Total EEV shareholders'
funds for 2011 are not altered by the change of IFRS policy.

Net asset value per share
2012 2011 

EEV 878 p 771 p
IFRS 405 p 336 p

Investments
The Group is exposed to financial risk through its financial assets, financial liabilities and policyholder liabilities. The
key financial risk factors that affect the Group include market risk, credit risk and liquidity risk. Information on the
Group's exposure to financial risk factors, and our financial risk management objectives and policies, is provided in
the Risk and Capital Management section. Further information on the sensitivity of the Group's financial instruments
to market risk and its use of derivatives is also provided in the IFRS financial statements.

The Group's investments are discussed in further detail in the Risk and Capital Management section B.1.b 'Credit risk'.

Policyholder liabilities and unallocated surplus of with-profits funds
AER AER
2012 2011 

Asia US UK Total Total
Shareholder-backed business £m £m £m £m £m
At 1 January 18,269 69,189 46,048 133,506 122,183 
Premiums 4,141 14,907 3,801 22,849 20,296 
Surrenders (1,933) (4,356) (2,585) (8,874) (7,975)
Maturities/Deaths (226) (954) (2,345) (3,525) (3,315)
Net cash flows 1,982 9,597 (1,129) 10,450 9,006 
Investment related items and other movements 1,539 4,241 4,586 10,366 1,988 
Acquisition of REALIC - 12,912 - 12,912 -
Foreign exchange translation differences (577) (3,678) - (4,255) 329 
At 31 December 21,213 92,261 49,505 162,979 133,506 
With-profits funds

- Policyholder liabilities 97,795 93,569 
- Unallocated surplus 10,589 9,215 

Total at 31 December 108,384 102,784 
Total policyholder liabilities including unallocated
surplus at 31 December 271,363 236,290 

Policyholder liabilities relating to shareholder-backed business grew by £29.5 billion from £133.5 billion at 31
December 2011 to £163.0 billion at 31 December 2012.

The increase reflects positive net flows (premiums net of upfront charges less surrenders, maturities and deaths) of
£10.5 billion in 2012 (2011: £9.0 billion), driven by strong inflows in the US £9.6 billion and Asia £2.0 billion. The
negative net flows in UK £1.1 billion are distorted by the fluctuating nature of  unit-linked corporate pension scheme
transfers. Net flows in Asia have increased by 8 per cent to £2.0 billion in 2012 (2011: £1.8 billion) while the overall 
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rate of surrenders in the region (expressed as a percentage of opening liabilities) was 10.6 per cent in 2012 (2011: 9.8
per cent). Excluding India, where the market has been going through a significant period of change following
regulatory changes in 2010, the surrender rate in 2012 was 9.7 per cent (2011: 9.6 per cent).

Other movements include negative foreign exchange effects of £4.3 billion (2011: positive £0.3 billion) together with
investment related and other items of £10.4 billion. Investment related and other items increased from £2.0 billion in
2011 to £10.4 billion in 2012 principally following improvements in the bond and equity markets. The acquisition of
REALIC reflects the liabilities acquired at the date of acquisition.

During 2012, the unallocated surplus, which represents the excess of assets over policyholder liabilities for the
Group's with-profits funds on an IFRS basis, increased by 15 per cent from £9.2 billion at 31 December 2011 to £10.6
billion at 31 December 2012.

Shareholders' net borrowings and ratings
Shareholders' net borrowings at 31 December 2012:

AER AER
2012 2011 

IFRS
basis

Mark to
market

value
EEV
basis

IFRS
basis

Mark to
market

value
EEV
basis

 £m  £m  £m  £m  £m  £m
Perpetual subordinated Capital securities (Innovative Tier 1) 1,746 120 1,866 1,823 (10) 1,813 
Subordinated notes (Lower Tier 2) 831 258 1,089 829 120 949 

2,577 378 2,955 2,652 110 2,762 
Senior debt:

2023 300 94 394 300 56 356 
2029 249 64 313 249 21 270 

Holding company total 3,126 536 3,662 3,201 187 3,388 
Prudential Capital 275 - 275 250 - 250 
Jackson surplus notes (Lower Tier 2) 153 43 196 160 17 177 
Total 3,554 579 4,133 3,611 204 3,815 
Less: Holding company cash and short-term investments (1,380) - (1,380) (1,200) - (1,200)
Net core structural borrowings of shareholder-financed
operations 2,174 579 2,753 2,411 204 2,615 

On an IFRS basis, the Group's core structural borrowings at 31 December 2012 were broadly unchanged at £3.6
billion.

After adjusting for holding company cash and short-term investments of £1,380 million, net core structural
borrowings at 31 December 2012 were £2,174 million compared with £2,411 million at 31 December 2011. The
decrease of £237 million represents the net fall in borrowings of £57 million, mainly reflecting the foreign exchange
movements in the year, together with a £180 million rise in holding company cash and short-term investments.

In addition to its core structural borrowings set out above, Prudential also has in place an unlimited global commercial
paper programme. As at 31 December 2012, commercial paper issued under this programme totalled £183 million,
US$1,512 million, €493 million, CHF20 million and AU$12 million. The central treasury function also manages our £5
billion medium-term note (MTN) programme, covering both core and non-core borrowings. In November 2012
Prudential issued a £300 million 3-year senior note to pre-finance a £250 million senior note maturing in January 2013
for operational funding. Also in January 2013 Prudential issued a new US$700 million 5.25 per cent perpetual
Innovative Tier 1 hybrid under this programme, primarily to Asian retail investors. Under the MTN programme at 31
December 2012 the outstanding subordinated debt was £835 million, US$1,300 million and €20 million and the senior
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debt outstanding was £550 million. In addition, Prudential's holding company has access to £2.1 billion of syndicated
and bilateral committed revolving credit facilities, provided by 17 major international banks, expiring between 2013
and 2017. Apart from small draw downs to test the process, these facilities have never been drawn, and there were no
amounts outstanding at 31 December 2012. The commercial paper programme, the MTN programme and the
committed revolving credit facilities are all available for general corporate purposes and to support the liquidity needs
of Prudential's holding company and are intended to maintain a strong and flexible funding capacity.

Prudential manages the Group's core debt within a target level consistent with its current debt ratings. At 31 December
2012, the gearing ratio (debt, net of cash and short-term investments, as a proportion of EEV shareholders' funds plus
net debt) was 8.8 per cent, compared with 10.9 per cent at 31 December 2011. Prudential plc has strong debt ratings
from Standard & Poor's, Moody's and Fitch. Prudential's long-term senior debt is rated A+, A2 and A from Standard
& Poor's, Moody's and Fitch, while short-term ratings are A-1, P-1 and F1 respectively. All ratings from Fitch and
Moody's are on stable outlook, and all ratings from S&P are on negative outlook.

The financial strength of PAC is rated AA by Standard & Poor's, Aa2 by Moody's and AA by Fitch.

Jackson National Life Insurance Company's financial strength is rated AA by Standard & Poor's, A1 by Moody's and
AA by Fitch.

Financial strength of the UK Long-term Fund
On a realistic valuation basis, with liabilities recorded on a market consistent basis, the free assets were valued at
approximately £7.0 billion at 31 December 2012 (31 December 2011: £6.1 billion), before a deduction for the risk
capital margin. The value of the shareholders' interest in future transfers from the UK with-profits fund is estimated at
£2.1 billion (31 December 2011: £2.0 billion).

Despite the continued volatility in financial markets, Prudential UK's With-Profits fund performed relatively strongly
achieving a 9.8 per cent pre-tax investment return for policyholder asset shares during 2012.

Risk and Capital Management

As a provider of financial services, including insurance, the management of risk lies at the heart of Prudential's
business. As a result, effective risk management capabilities represent a key source of competitive advantage for the
Group.

The Group's risk framework includes the Group's appetite for risk exposures as well as its approach to risk
management. Under this approach, Prudential continuously assesses the Group's top risks and monitors its risk profile
against approved limits. Prudential's main strategies for managing and mitigating risk include asset liability
management, using derivatives to hedge relevant market risks, and implementing reinsurance and corporate insurance
programmes.

A. Group risk appetite

Prudential defines and monitors aggregate risk limits based on financial and non-financial stresses for its earnings
volatility, liquidity and capital requirements.

Earnings volatility: the objectives of the limits are to ensure that:

a. the volatility of earnings is consistent with the expectations of stakeholders;
b.  the Group has adequate earnings (and cash flows) to service debt, expected dividends and to withstand unexpected
shocks; and
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c.  earnings (and cash flows) are managed properly across geographies and are consistent with funding strategies.

The two measures used to monitor the volatility of earnings are European Embedded Value (EEV) operating profit
and International Financial Reporting Standards (IFRS) operating profit, although EEV and IFRS total profits are also
considered.

Liquidity: the objective is to ensure that the Group is able to generate sufficient cash resources to meet financial
obligations as they fall due in business as usual and stressed scenarios.

Capital requirements: the limits aim to ensure that:

a.   the Group meets its internal economic capital requirements;
b.   the Group achieves its desired target rating to meet its business objectives; and
c.   supervisory intervention is avoided.

The two measures used are the EU Insurance Groups Directive (IGD) capital requirements and internal economic
capital requirements. In addition, capital requirements are monitored on both local statutory and future Solvency II
regulatory bases.

Prudential's risk appetite framework forms an integral part of its annual business planning cycle. The Group Risk
Committee is responsible for reviewing the risks inherent in the Group's business plan and for providing the Board
with input on the risk/reward trade offs implicit therein. This review is supported by the Group Risk function, which
uses submissions by business units to calculate the Group's aggregated position (allowing for diversification effects
between business units) relative to the limits contained within the risk appetite statements.

B. Risk exposures
The Group Risk Framework deploys a common risk language, allowing meaningful comparisons to be made between
different business units. Risks are broadly categorised as shown below.

Category Risk type Definition

Financial risks Market risk

The risk of loss for the Group's business, or of adverse
change in the financial situation, resulting, directly or
indirectly, from fluctuations in the level or volatility of
market prices of assets and liabilities.

Credit risk

The risk of loss for the Group's business or of adverse
change in the financial position, resulting from
fluctuations in the credit standing of issuers of
securities, counterparties and any debtors in the form of
default or other significant credit event (eg downgrade
or spread widening).

Insurance risk

The risk of loss for the Group's business or of adverse
change in the value of insurance liabilities, resulting
from changes in the level, trend, or volatility of a
number of insurance risk drivers. This includes adverse
mortality, longevity, morbidity, persistency and
expense experience.

Liquidity risk The risk of the Group being unable to generate
sufficient cash resources or to meet financial
obligations as they fall due in business as usual and
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stress scenarios.

Non-financial risks Operational risk

The risk of loss arising from inadequate or failed
internal processes, or from personnel and systems, or
from external events other than those covered by
business environment risk.

Business environment risk

Exposure to forces in the external environment that
could significantly change the fundamentals that drive
the business's overall strategy.

Strategic risk

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.

The key financial and non-financial risks and uncertainties faced by the Group, that have been considered by the
Group Risk Committee, and Prudential's approaches to managing them, are described below.

B.1    Financial risks
a    Market risk
(i)     Equity risk
In the UK business, most of Prudential's equity exposure is incurred in the with-profits fund, which includes a large
inherited estate estimated at £7.0 billion as at 31 December 2012 (31 December 2011: £6.1 billion). This can absorb
market fluctuations and protect the fund's solvency. The inherited estate itself is partially protected against falls in
equity markets through an active hedging policy.

In Asia Prudential's shareholder exposure to equities relates to revenue from unit-linked products and, from a capital
perspective, to the effect of falling equity markets on the with-profits businesses.

In the US, where we are a leading provider of variable annuities, there are risks associated with the guarantees
embedded in our products.  We provide guaranteed minimum death benefits (GMDB) on substantially all policies in
this class, guaranteed minimum withdrawal benefits (GMWB) on a significant proportion of the book, and guaranteed
minimum income benefits (GMIB) on only 3 per cent.  To protect the shareholders against the volatility introduced by
these embedded options, we use both a comprehensive hedging programme and reinsurance.  The GMIB is no longer
offered, with existing coverage being reinsured.

The Jackson IFRS shareholders' equity and US statutory capital are sensitive to the effects of policyholder behaviour
on the valuation of GMWB guarantees, but to manageable levels.

In our variable annuity sales activities, we focus on meeting the needs of conservative and risk averse customers who
are seeking reliable income in retirement, and who display little tendency to arbitrage their guarantees.  These
customers generally select conservative investment options.  We are able to meet the needs of these customers because
of the strength of our operational platform.

It is our philosophy not to compete on price; rather, we seek to sell at a price sufficient to fund the cost we incur to
hedge or reinsure our risks and to achieve an acceptable return for our shareholders.

We use a macro approach to hedging that covers the risks inherent across the US business.  Within this macro
approach we make use of the natural offsets that exist between the variable annuity guarantees and the fixed index
annuity book, and then use a combination of over-the-counter (OTC) options and exchange traded derivatives to
hedge the remaining risk, considering significant market shocks and limiting the amount of capital we are putting at
risk.  Internal positions are generally netted before any external hedge positions are considered.  The hedging
programme also covers the fees on variable annuity guarantees.
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Jackson hedges the economics of its products rather than the accounting result.  This focus means that we accept a
degree of variability in our accounting results in order to ensure we achieve the appropriate economic result. 
Accordingly, while Jackson's hedges are effective on an economic basis, due to different accounting treatment for the
hedges and some of the underlying hedged items on an IFRS basis, the reported income effect is more variable.

(ii) Interest rate risk
Interest rate risk arises from Prudential's investments in long-term debt and fixed income securities, and also exists in
policies that carry investment guarantees on early surrender or at maturity, where claim values can become higher than
the value of backing assets as a result of rises or falls in interest rates.

In Asia, the exposure to interest rate risk arises from the guarantees of some non-unit-linked investment products. This
exposure arises because it may not be possible to hold assets which will provide cash flows to match exactly those
relating to policyholder liabilities. This results in a mismatch due to the duration and uncertainty of the liability cash
flows and the lack of sufficient assets of a suitable duration. While this residual asset/liability mismatch risk can be
managed, it cannot be eliminated.

In the US, there is interest rate risk across the portfolio.  The majority of Jackson's fixed annuity and life liabilities
allow for an annual reset of the crediting rate, which provides for a greater level of discretion in determining the
amount of interest rate risk to assume.  The primary concerns with these liabilities relate to potential surrenders when
rates increase and, in a low interest environment, the minimum guarantees required by state law.  For variable
annuities, interest rate changes will influence the level of reserves held for certain guaranteed benefits.  With its large
fixed annuity and fixed index annuity books, Jackson has natural offsets for its variable annuity interest-rate related
risks.  Jackson manages interest rate exposure through a combination of interest rate swaps and interest rate options.

In the UK, the investment policy for the shareholder-backed annuity business is to match the annuity payments with
the cash flows from investments. As a result, assets and liabilities are closely matched by duration. The impact on
profit of any residual cash flow mismatching can be adversely affected by changes in interest rates; therefore the
mismatching position is regularly monitored. The guarantees of the with-profit business give rise to some interest rate
discounting risk as falling rates may result in an increase in the cost of guarantees. Except for severe stress scenarios
where shareholders' support may be required, this risk is borne by the with-profits fund.

(iii) Foreign exchange risk
Prudential principally operates in the UK, the US and in Asia. The geographical diversity of its businesses means that
Prudential is inevitably subject to the risk of exchange rate fluctuations. Prudential's international operations in the US
and Asia, which represent a significant proportion of its operating profit and shareholders' funds, generally write
policies and invest in assets denominated in local currency. Although this practice limits the effect of exchange rate
fluctuations on local operating results, it can lead to significant fluctuations in Prudential's consolidated financial
statements when results are expressed in pounds sterling.

The Group retains revenues locally to support the growth of the Group's business and capital is held in the local
currency of the business to meet local regulatory and market requirements, accepting the balance sheet translation
risks this can produce. However, in cases where a surplus arising in an overseas operation supports Group capital or
shareholders' interest (ie remittances), this exposure is hedged if it is economically optimal to do so. The Group does
not have appetite for significant shareholder exposures to foreign exchange risks in currencies outside the local
territory. Currency borrowings, swaps and other derivatives are used to manage exposures.

b    Credit risk
In addition to business unit and Group-wide operational limits on credit risk, Prudential monitors closely its
counterparty exposures at Group level, highlighting those that are large or of concern. Where appropriate, Prudential
will reduce its exposure, purchase credit protection or make use of collateral arrangements to control its levels of
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credit risk.

The Group's balance sheet held the following total investments at 31 December 2012.

2012 £bn 2011 £bn

Participating
funds

Unit-linked
and variable

annuitiesShareholder-backed Total Group Total Group
Debt securities 62.0 9.5 68.6 140.1 124.5 
Equity 25.1 73.9 1.0 100.0 87.3 
Property investments 8.7 0.6 1.6 10.9 10.8 
Mortgage loans 1.3 - 4.8 6.1 5.7 
Other loans 1.4 - 4.3 5.7 4.0 
Deposits 9.5 1.4 1.8 12.7 10.7 
Other investments 4.7 - 3.2 7.9 7.6 
Total 112.7 85.4 85.3 283.4 250.6 

The table below presents the balances of investments related to shareholder-backed operations at 31 December 2012.

2012 2011 
£bn £bn

Shareholder-backed investments:
Asia life 8.7 7.1 
UK life 31.3 28.5 
US life 42.0 34.0 
Other 3.3 3.8 
Total 85.3 73.4 

Shareholders are not directly exposed to value movements on assets backing participating or unit-linked operations,
with sensitivity mainly related to shareholder-backed operations.

(i)Debt portfolio
The investments held by the shareholder-backed operations are predominantly debt securities, of which 95 per cent are
rated, either externally or internally, as investment grade (31 December 2011: 95 per cent).

The Group's total debt securities portfolio on an IFRS basis comprised the following at 31 December 2012:

2012 £bn 2011 £bn

Participating
funds

Unit-linked
and variable

annuities*Shareholder-backed
Total

Group Total Group
Insurance operations:

UK 50.5 6.3 27.1 83.9 78.0 
Jackson National Life - - 33.0 33.0 27.0 
Asia long-term business 11.5 3.2 6.7 21.4 17.7 

Other operations - - 1.8 1.8 1.8 
Total 62.0 9.5 68.6 140.1 124.5 
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* Jackson's variable annuity separate account assets comprise equity securities and portfolio holdings in unit trusts
(including mutual funds), the majority of which are equity based.

UK
The UK's debt portfolio on an IFRS basis is £83.9 billion as at 31 December 2012, including £50.5 billion within the
UK with-profits fund. Shareholders' risk exposure to the with-profits fund is limited as the solvency is protected by the
large inherited estate. Outside the with-profits fund there is £6.3 billion in unit-linked funds where the shareholders'
risk is limited, with the remaining £27.1 billion backing the shareholders' annuity business and other non-linked
business (of which 75 per cent is rated AAA to A-, 23 per cent BBB and 2 per cent non-investment grade). The UK
shareholder-backed portfolio did not experience any default losses in 2012.

US
At 31 December 2012 Jackson's fixed income debt securities portfolio consisted of:

2012 2011 
Summary £m £m 

Corporate and government security and commercial loans:
Government 4,126 2,163 
Publicly traded and SEC Rule 144A securitiesnote 19,699 16,281 
Non-SEC Rule 144A securities 3,542 3,198 
Total 27,367 21,642 

Residential mortgage-backed securities (RMBS) 2,400 2,591 
Commercial mortgage-backed securities (CMBS) 2,639 2,169 
Other debt securities 587 620 
Total US debt securities 32,993 27,022 

Note
A 1990 SEC rule that facilitates the resale of privately placed securities that are without SEC registration to qualified
institutional investors. The rule was designed to develop a more liquid and efficient institutional resale market for
unregistered securities.

Of the £23.2 billion of corporate debt, 95 per cent is investment grade. Concentration risk within the corporate debt
portfolio is low, with the top ten holdings accounting for approximately 8 per cent of the portfolio. Our largest sector
exposures in the investment grade corporate debt portfolio are Energy and Utilities at 15 per cent and 13 per cent,
respectively. We actively manage the portfolio and will sell exposures as events dictate.

Within the RMBS portfolio of £2.4 billion, the portion guaranteed by the US government sponsored agencies is 57 per
cent. The CMBS portfolio of £2.6 billion is performing strongly, with 40 per cent of the portfolio rated AAA and less
than 2 per cent rated below investment grade. The entire portfolio has an average credit enhancement level of 31 per
cent. This level provides significant protection, since it means the underlying collateral has to incur a 31 per cent loss,
net of recoveries, before our holding is at risk.

Jackson's debt securities experienced total credit-related losses in 2012 of £47 million (2011: £52 million). This
includes a loss net of recoveries of £10 million (2011: gains of £10 million) on credit-related sales of impaired bonds.
IFRS write-downs on debt securities were £37 million (2011: £62 million). Of this amount of write-downs, £8 million
(2011: £21 million) was in respect to RMBS securities. In addition to the amounts for debt securities, there were £5
million (2011: £28 million) of write-downs on Jackson's commercial mortgage loan portfolio. In 2012 and 2011,
Jackson did not experience any defaults on its debt securities.
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The impairment process reflects a review of every bond and security in our portfolio. Our accounting policy requires
us to book full mark to market losses on impaired securities through our balance sheet. However, we would expect
only a proportion of these losses eventually to turn into defaults, and some of the impaired securities to recover in
price over time.

Unrealised gains and losses on debt securities in the US
Jackson's net unrealised gains from debt securities were £2,807 million at 31 December 2012, compared to
£2,057 million at 31 December 2011. The gross unrealised loss position was £178 million at 31 December 2012 (31
December 2011: £246 million). Gross unrealised losses on securities priced at less than 80 per cent of face value
totalled £53 million at 31 December 2012 compared to £158 million at 31 December 2011.

Asia
Asia's debt portfolio totalled £21.4 billion at 31 December 2012. Of this, approximately 69 per cent was in unit-linked
and with-profits funds with minimal shareholders' risk. The remaining 31 per cent is shareholder exposure and is
invested predominantly (65 per cent) in investment grade bonds. The Asian portfolio has performed very well, and did
not experience any default losses in 2012.

Asset management
The debt portfolio of the Group's asset management operations of £1.8 billion as at 31 December 2012 is principally
related to Prudential Capital operations. Of this amount £1.5 billion were rated AAA to A- by S&P or Aaa by
Moody's.

(ii)       Group sovereign debt exposure
Sovereign debt represented 15 per cent or £10.4 billion of the debt portfolio backing shareholder business (excluding
unit-linked business) at 31 December 2012 (2011: 16 per cent and £9.2 billion respectively). 38 per cent of this was
rated AAA and 92 per cent investment grade (2011: 43 per cent and 94 per cent respectively). Of the Group's holdings
in Continental Europe of £564 million, 79 per cent was AAA rated (2011: £690 million and 87 per cent respectively).
Shareholder exposure to the Eurozone sovereigns of Portugal, Italy, Ireland, Greece and Spain (PIIGS) is £52 million
(2011:£44 million). The Group does not have any sovereign debt exposure to Greece, Portugal or Ireland. 

The exposure of the Group's shareholder and with-profits funds to sovereign debt (including credit default swaps that
are referenced to sovereign debt) at 31 December 2012 is as follows.

31 December 2012 £m 31 December 2011 £m
Shareholder

sovereign
debt 

With-profits
sovereign

debt 

Shareholder
sovereign

debt 

With-profits
sovereign

debt 
Continental Europe

Italy 51 59 43 52 
Spain 1 31 1 33 

52 90 44 85 
Germany 444 469 598 602 
Other Europe (principally Belgium and Isle of Man) 68 41 48 62 

564 600 690 749 
United Kingdom 3,432 2,306 3,254 2,801 
United States 3,585 1,169 2,448 2,615 
Other, predominantly Asia 2,867 271 2,850 332 
Total 10,448 4,346 9,242 6,497 
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Holdings of UK government debt accounted for £3.4 billion of the shareholder sovereign debt portfolio at 31
December 2012. Post year end, the United Kingdom no longer has a unanimous AAA rating, as Moody's on 22
February 2013 lowered its rating to Aa1. However, given that  the vast majority of the debt backs sterling liabilities,
the downgrade has not resulted in large price fluctuations in the Gilt market and that the rating remains very strong,
the downgrade is not expected to significantly impact the Group's balance sheet and earnings.

(iii) Exposure to bank debt securities
Prudential expects that any second order sovereign credit exposures would most likely be concentrated in the banking
sector. The Group's bank exposure is a function of its core investment business, as well as of the hedging and other
activity undertaken to manage its various financial risks. Prudential relies on public information and credit research
sources to identify banks with large concentrations of indirect exposure.

Prudential has a range of controls and processes to manage credit exposure. In addition to the control frameworks that
cover shareholder and policyholder credit risk within each business unit, the Group Credit Risk Committee oversees
shareholder credit risk across the Group. The Committee receives comprehensive management information, including
details of counterparty and invested credit exposure (including structured credit and loans), secured and unsecured
cash balances, top 30 credit exposures, and an analysis of shareholder exposure by industry/country and rating. The
business units and the Group Risk function also continually monitor the portfolio for emerging credit risks through
various tools and processes.

Prudential actively mitigates the level of Group-wide credit risk (invested credit and counterparty) through a
comprehensive system of hard limits, collateralisation agreements and centrally managed 'watch lists'.

Of the £68.6 billion of debt securities backing shareholder business, excluding holdings attributable to external
holders of consolidated unit trusts, 3 per cent or £2.2 billion was in Tier 1 and Tier 2 hybrid bank debt. A further £3.2
billion was in the form of senior debt.

In terms of shareholder exposures to the bank debt of PIIGS, Prudential held £260 million at 31 December 2012 (31
December 2011: £328 million). This comprised £130 million of covered bonds, £93 million senior debt, £3 million
Tier 1 debt and £34 million Tier 2 debt. There was no direct exposure to Greek banks.

The Group held the following direct exposures to banks' debt securities of shareholder-backed business at 31
December 2012.

Bank debt securities - shareholder-backed business £m
Senior debt Subordinated debt

Covered Senior 

Total
senior 
 debt Tier 2 Tier 1 

Total 
 subordinated 

 debt 

31 Dec
2012
Total

31 Dec
2011
Total

Portugal  -  37  37  -  -  -  37  24 
Ireland  -  16  16  -  -  -  16  13 
Italy  -  29  29  10  -  10  39  81 
Greece  -  -  -  -  -  -  -  - 
Spain  130  11  141  24  3  27  168  210 

 130  93  223  34  3  37  260  328 
Austria  -  -  -  11  -  11  11  9 
France  18  62  80  72  43  115  195  149 
Germany  -  33  33  18  -   18  51  29 
Luxembourg  -  -  -  -  -  -  -  - 
Netherlands  -  16  16  86  80  166  182  152 
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United
Kingdom  486  181  667  700  99  799  1,466  1,083 
Total Europe  634  385  1,019  921  225  1,146  2,165  1,750 
United States  -  1,770  1,770  467  6  473  2,243  1,716 
Other,
predominantly
Asia  30  334  364  352  220  572  936  841 
Total  664  2,489  3,153  1,740  451  2,191  5,344  4,307 

In addition to the exposures held by the shareholder-backed business, the Group held the following banks' securities at
31 December 2012 within its with-profits funds.

Bank debt securities - participating funds £m
Senior debt Subordinated debt

Covered Senior 

Total
senior 
 debt Tier 2 Tier 1 

Total 
 subordinated 

 debt 

31 Dec
2012
Total

31 Dec
2011
Total

Portugal  -  6  6  -  -  -  6  7 
Ireland  6  -  6  -  -  -  6  - 
Italy  -  71  71  4  -  4  75  96 
Greece  -  -  -  -  -  -  -  5 
Spain  173  12  185  -  1  1  186  138 

 179  89  268  4  1  5  273  246 
Austria  -  -  -  -  -  -  -  - 
France  16  78  94  56  7  63  157  144 
Germany  -  -  -  -  -  -  -  7 
Luxembourg  -  -  -  -  -  -  -  7 
Netherlands  -  136  136  2  -  2  138  122 
United
Kingdom  725  423  1,148  749  7  756  1,904  1,550 
Total Europe  920  726  1,646  811  15  826  2,472  2,076 
United States  -  1,837  1,837  240  6  246  2,083  2,052 
Other,
predominantly
Asia  48  340  388  206  61  267  655  746 
Total  968  2,903  3,871  1,257  82  1,339  5,210  4,874 

(iv) Other possible impacts of a Eurozone crisis
Other knock on impacts of a Eurozone crisis may represent some risk to the Group, both in terms of financial market
impact and potential operational issues. These third order exposures are intrinsically more difficult to quantify.
However, as well as the monitoring routines noted above, Prudential has also developed tools to identify the Group's
exposure to counterparties at risk (including contingent credit exposures), and has in place Group-wide processes to
facilitate the management of such risks should they materialise.

In respect of operational risks, we believe we have strong  investment operations, counterparty risk and change
management capabilities that enable us to manage the transition to a new Eurozone regime if events require it to do so.

(v) Loans
Of the total Group loans of £11.8 billion at 31 December 2012, the following are held by shareholder-backed
operations.
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2012 £bn 2011 £bn
Mortgage

loans
Other
loans Total

Mortgage
loans

Other
loans Total

Asia insurance operations(i) - 0.4 0.4 - 0.4 0.4 
US insurance operations(ii) 3.5 2.7 6.2 3.6 0.6 4.2 
UK insurance operations(iii) 1.3 - 1.3 1.1 - 1.1 
Asset management operations(iv) - 1.2 1.2 - 1.3 1.3 
Total loans held by shareholder-backed operations 4.8 4.3 9.1 4.7 2.3 7.0 

Notes
(i)    The majority of Asia insurance operations loans are commercial loans held by the Malaysian operation that are
rated investment grade by two local rating agencies.
(ii)   The US insurance operations held £6.2 billion of loans, comprising £3.5 billion of commercial mortgage loans
and £2.7 billion of policy loans. Approximately £1.8 billion of the policy loans are held as collateral related to the
three
       reinsurance treaties with Swiss Re, which are offset by a funds withheld liability. These loans are carried at fair
value. All other loans are accounted for at amortised cost, less any impairment. All commercial mortgage loans held
       by US insurance operations are collateralised by properties. The US commercial mortgage loan portfolio does
not include any single-family residential mortgage loans and therefore is not exposed to the risk of defaults associated
       with residential sub-prime mortgage loans. Jackson incurred write downs of £5 million on its commercial
mortgage book (2011: write downs of £28 million).
(iii)  The majority of mortgage loans held by UK insurance operations are mortgage loans collateralised by
properties.

  (iv)  Relates to bridging loan finance managed by Prudential Capital.
  (vi)  Counterparty credit risk
The Group enters into a variety of exchange traded and over-the-counter derivative financial instruments, including
futures, options, forward currency contracts and swaps such as interest rate swaps, cross-currency swaps, swaptions
and credit default swaps.

All over-the-counter derivative transactions, with the exception of some Asian transactions, are conducted under
standardised ISDA (International Swaps and Derivatives Association Inc) master agreements and the Group has
collateral agreements between the individual Group entities and relevant counterparties in place under each of these
market master agreements.

The Group's exposure to derivative counterparty and reinsurance counterparty credit risk is subject to the same
framework of Group-wide operational limits and monitoring as its invested credit risk. Where appropriate, Prudential
will reduce its exposure, purchase credit protection or make use of additional collateral arrangements to control its
levels of counterparty credit risk.

c    Insurance risk
The processes of determining the price of Prudential's products and reporting the results of its long-term business
operations require Prudential to make a number of assumptions. In common with other industry players, the
profitability of Prudential's businesses depends on a mix of factors including mortality and morbidity levels and
trends, persistency, investment performance, unit cost of administration and new business acquisition expenses.

Prudential continues to conduct research into longevity risk using data from its substantial annuity portfolio. The
assumptions that Prudential makes about future expected levels of mortality are particularly relevant in its UK annuity
business. The attractiveness of transferring longevity risk (via reinsurance and other external solutions) is regularly
evaluated. These are used as risk management tools where it is appropriate and attractive to do so.
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Prudential's morbidity risk is mitigated by appropriate underwriting and use of reinsurance and the morbidity
assumptions reflect recent experience and expectation of future trends for each relevant line of business.

Prudential's persistency assumptions reflect recent experience for each relevant line of business, and any expectations
of future persistency. Persistency risk is mitigated by appropriate training and sales processes and managed
proactively post sale. Where appropriate, allowance is also made for the relationship - either assumed or historically
observed - between persistency and investment returns, and for the resulting additional risk.

d    Liquidity risk
The parent company has significant internal sources of liquidity which are sufficient to meet all of its expected
requirements for the foreseeable future without having to make use of external funding. In aggregate the Group has
£2.1 billion of undrawn committed facilities, expiring between 2013 and 2017. In addition, the Group has access to
liquidity via the debt capital markets. Prudential also has in place an unlimited commercial paper programme and has
maintained a consistent presence as an issuer in this market for the last decade. Liquidity uses and sources have been
assessed at the Group and at a business unit level under base case and stressed assumptions. The liquidity resources
available and the subsequent Liquidity Coverage Ratio are regularly monitored and have been assessed to be sufficient
under both sets of assumptions.

B.2 Non-financial risk
Prudential is exposed to operational, business environment and strategic risk in the course of running its businesses.

Prudential is exposed to operational risk through the course of running its business. It is dependent on the successful
processing of a large and complex number of transactions, utilising various IT applications and platforms, across
numerous and diverse products. It also operates under the ever evolving requirements set out by different regulatory
and legal regimes (including tax), as well as utilising a significant number of third parties to distribute products and to
support business operations. 

Prudential's systems and processes incorporate controls that are designed to manage and mitigate the operational risks
associated with its activities. The Prudential Group Governance Manual was developed to make a key contribution to
the sound system of internal control that the Group is expected to maintain under the UK Corporate Governance Code
and the Hong Kong Code on Corporate Governance Practices. Group Head Office and business units confirm that
they have implemented the necessary controls to evidence compliance with the Manual.

Prudential has an operational risk management framework in place that facilitates both the qualitative and quantitative
analysis of operational risk exposures. The output of this framework, in particular management information
on key operational risk and control assessments, scenario analysis, internal incidents and external incidents, is
reported by the business units and presented to the Group Operational Risk Committee. This information also supports
business decision-making and lessons-learned activities; the ongoing improvement of the control environment; and
determination of the adequacy of Prudential's corporate insurance programme.

With regard to business environment risk, including the impacts of regulatory developments, the Group
has a wide-ranging programme of active and constructive engagement with governments, policymakers and regulators
in its key markets and with relevant international institutions. Such engagement is undertaken both directly and
indirectly via trade associations. The Group has procedures in place to monitor and track political and regulatory
developments and assess their potential impact on the Group. Where appropriate, the Group provides submissions and
technical input to officials and others, either via submissions to formal consultations or through interactions with
officials.

With regard to strategic risk, both business units and the Group Head Office are required to adopt a forward-looking
approach to risk management by performing risk assessments as part of the annual strategic planning process. This
supports the identification of potential threats and the initiatives needed to address them, as well as competitive
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opportunities. The impact on the underlying businesses and/or Group-wide risk profile is also considered to ensure
that strategic initiatives are within risk appetite.

Solvency II represents a regulatory risk due to the uncertainty of what the rules will be when finalised, their potential
impacts, and the timing of their introduction. The risks are that the Group may not be able to respond sufficiently
quickly to the strategic implication of the change given levels of uncertainty around the content and timing;
operational risk in terms of the scale and complexity of the delivery and uncertainty over timelines; and the additional
capital that the Group may be required to hold. Solvency II is covered in more detail in the Capital Management
section below.

B.3      Risk factors
Our disclosures covering risk factors can be found at the end of this document.

C.  Capital management
C.1 Regulatory capital (IGD)
Prudential is subject to the capital adequacy requirements of the European Union Insurance Groups Directive (IGD)
as implemented by the Financial Services Authority (FSA) in the UK. The IGD capital adequacy requirements involve
aggregating surplus capital calculated on a FSA consistent basis for regulated subsidiaries, from which Group
borrowings, except those subordinated debt issues that qualify as capital, are deducted. No credit for the benefit of
diversification is permitted under this approach.

Prudential's capital position remains strong. Prudential has continued to place emphasis on maintaining the Group's
financial strength through optimising the balance between writing profitable new business, conserving capital and
generating cash. Prudential estimates that its IGD capital surplus is £5.1 billion at 31 December 2012 (before taking
into account the 2012 final dividend), with available capital covering its capital requirements 3.0 times. This compares
to a capital surplus of £4.0 billion at the end of 2011 (before taking into account the 2011 final dividend).

The movements in 2012 mainly comprise:
• Net capital generation mainly through operating earnings (in-force releases less investment in new business, net of
tax) of £2.5 billion;

Offset by:

• Negative impact arising from market movements estimated at £0.2 billion;
• Final 2011 dividend of £0.5 billion and interim 2012 dividend of £0.2 billion;
• External financing costs and other central costs, net of tax, of £0.4 billion; and
• Negative impact arising from foreign exchange movements of £0.1 billion.

IGD surplus represents the accumulation of surpluses across all of our operations based on local regulatory minimum
capital requirements with some adjustments, pursuant to the requirements of Solvency I. The calculation does not
fully adjust capital requirements for risk nor does it capture the true economic value of assets. Global regulatory
developments, such as Solvency II and ComFrame, aim to ensure that the calculation of regulatory surplus continues
to evolve over time into a more meaningful economic measure.

There is broad agreement that ultimately it would be beneficial to replace the IGD regime with a regime that would be
more risk based.  Solvency II was supposed to provide such a framework but we now know that it will not be
implemented before 31 December  2015.  The structure of the Group and the approach we have taken to managing our
risks, with a sizeable credit reserve in the UK annuity book, a strong inherited estate in UK with profits and the
relatively low risk nature of our asset management and Asian operations, together with a high level of IGD surplus
means we have positioned ourselves well for future regulatory developments and stresses to our business.
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In March 2013,  we have agreed with the FSA to amend the calculation of the contribution Jackson makes to the
Group's IGD surplus. Until now, the contribution of Jackson to the reported IGD was based on an intervention level
set at 75 per cent of US Risk Based Capital Company Action Level (CAL). Going forward, the contribution of
Jackson to IGD surplus will equal the surplus in excess of 250 per cent of CAL. This is more in line with the level at
which we currently report free surplus, which we have set at 235 per cent of CAL. In the absence of an agreed
Solvency II approach, we believe that this change makes the IGD surplus a more meaningful measure and one that is
more closely aligned with economic reality. The revised IGD surplus calculation has no impact on the way that the US
business is managed or regulated locally.

On this revised basis, the IGD surplus at 28 February 2013 is estimated at £4.4 billion1 (equivalent to a capital cover
of 2.5 times) which includes the £0.4 billion of subordinated debt raised in January 2013 and is after deducting £1.3
billion in respect of the Jackson change from 75 per cent to 250 per cent of CAL.

Prudential continues to have further options available to manage available and required capital. These could take the
form of increasing available capital (for example, through financial reinsurance) or reducing required capital (for
example, through the mix and level of new business) and the use of other risk mitigation measures such as hedging
and reinsurance. A number of such options were utilised through the last financial crisis in 2008 and 2009 to enhance
the Group's IGD surplus. One such arrangement allowed the Group to recognise a proportion of the shareholder's
interest in future transfers from the UK's with-profits business and this remained in place, contributing £0.36 billion to
the IGD at 31 December 2012. We will phase this out in two equal steps, reducing the credit taken to £0.18 billion
from January 2013 and we expect to take zero credit from January 2014.

In addition to its strong capital position, on a statutory (Pillar 1) basis, the total credit reserve for the UK shareholder
annuity funds also protects its capital position in excess of the IGD surplus. This credit reserve as at 31 December
2012 was £2.1 billion. This credit risk allowance represents 40 per cent of the bond portfolio spread over swap rates,
compared to 33 per cent as at 31 December 2011.

1 The estimated position at 28 February 2013 allows for economic conditions and surplus generation since 31
December 2012 and is stated before the final dividend and the effect of the Thanachart acquisition and after allowing
for a reduction in Jackson's contribution to IGD surplus of £1.3 billion.

Stress testing
As at 31 December 2012, stress testing of our IGD capital position to various events has the following results:

• An instantaneous 20 per cent fall in equity markets from 31 December 2012 levels would reduce the IGD surplus
by £450 million;
• A 40 per cent fall in equity markets (comprising an instantaneous 20 per cent fall followed by a further 20 per cent
fall over a four-week period) would reduce the IGD surplus by £950 million;
• A 100 basis points reduction (subject to a floor of zero) in interest rates would reduce the IGD surplus by £850
million*; and
• Credit defaults of ten times the expected level would reduce IGD surplus by £700 million.

* The impact of the 100 basis points reduction in interest rates is exacerbated by the current regulatory permitted
practice used by Jackson, which values all interest rate swaps at book value rather than fair value for regulatory
purposes. At 31 December 2012, removing the permitted practice would have increased reported IGD surplus by £0.3
billion. As at 31 December 2012, it is estimated that a 100 basis point reduction in interest rates (subject to a floor of
zero) would have resulted in an IGD surplus of £4.9 billion, excluding the permitted practice. The effect of the revised
calculation of Jackson's contribution to IGD surplus as at 31 December 2012 would have been to increase the
sensitivity to equity market falls by approximately £50 million. 
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Prudential believes that the results of these stress tests, together with the Group's strong underlying earnings capacity,
its established hedging programmes and its additional areas of financial flexibility, demonstrate that it is in a position
to withstand significant deterioration in market conditions.

Prudential also uses an economic capital assessment to monitor its capital requirements across the Group, allowing for
realistic diversification benefits and continues to maintain a strong position. This assessment provides valuable
insights into its risk profile.

C.2 Solvency II  and other global regulatory developments
The European Union (EU) is developing a new solvency framework for insurance companies, referred to as 'Solvency
II'. The Solvency II Directive, which sets out the new framework, was formally approved by the Economic and
Financial Affairs Council in November 2009. The new approach is based on the concept of three pillars - minimum
capital requirements, supervisory review of firms' assessments of risk, and enhanced disclosure requirements.

Specifically, Pillar 1 covers the quantitative requirements around own funds, valuation rules for assets and liabilities
and capital requirements. Pillar 2 provides the qualitative requirements for risk management, governance and controls,
including the requirement for insurers to submit an Own Risk and Solvency Assessment which will be used by the
regulator as part of the supervisory review process. Pillar 3 deals with the enhanced requirements for supervisory
reporting and public disclosure.

A key aspect of Solvency II is that the assessment of risks and capital requirements are intended to be aligned more
closely with economic capital methodologies and may allow Prudential to make use of internal economic capital
models if approved by the relevant supervisory authority.

Representatives from the European Parliament, the European Commission and the Council of the European Union are
currently discussing the Omnibus II Directive which, once approved, will amend certain aspects of the original
Solvency II Directive. In addition the European Commission is continuing to develop, in consultation with
stakeholders including industry, the detailed rules that will complement the high-level principles of the Directive,
referred to as 'implementing measures'. The Omnibus II Directive is not currently scheduled to be finalised until late
2013, while the implementing measures cannot be finalised until after Omnibus II.

There is a significant uncertainty regarding the final outcome from this process. In particular, the Solvency II rules
relating to the determination of the liability discount rate and to the treatment of US business remain unclear and
Prudential's capital position is sensitive to these outcomes. With reference to the liability discount rate, solutions to
remove artificial volatility from the balance sheet have been suggested by policymakers as the regulations continue to
evolve. These solutions, along with transitional arrangements for the treatment of the US business, are continuing to
be considered by policymakers as part of the process to reach agreement on the Omnibus II Directive. There is a risk
that the effect of the measures finally adopted could be adverse for Prudential, including potentially that a significant
increase in capital may be required to support its business and that Prudential may be placed at a competitive
disadvantage to other European and non-European financial services groups. Prudential is actively participating in
shaping the outcome through our involvement in industry bodies and trade associations, including the Chief Risk
Officer and Chief Financial Officer Forums, together with the Association of British Insurers and Insurance Europe
(formerly known as the Comité Européen des Assurances).

The delays in finalising the Omnibus II Directive and implementing measures are expected to result in a deferral of
the Solvency II implementation date for firms beyond the previously anticipated date of 1 January 2014. At this stage,
it remains unclear exactly when Solvency II will come into force, although a deferral until 1 January 2016 or beyond
appears likely.

Having assessed the requirements of Solvency II, an implementation programme was initiated with dedicated teams to
manage the required work across the Group. The activity of the local Solvency II teams is being coordinated centrally
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to achieve consistency in the understanding and application of the requirements. Prudential is continuing its
preparations to adopt the regime when it eventually comes into force and is undertaking in parallel an evaluation of
the possible actions to mitigate its effects. Prudential regularly reviews its range of options to maximise the strategic
flexibility of the Group. This includes consideration of optimising the Group's domicile as a possible response to an
adverse outcome on Solvency II.

Over the coming months Prudential will remain in regular contact with the FSA as it continues to engage in the
'pre-application' stage of the approval process for the internal model. In addition, Prudential also expects to engage in
the initial stage of the FSA's proposed 'Individual Capital Adequacy Standards Plus (ICAS+)' regime, which will
ultimately enable its UK insurance entities to leverage the developments made in relation to the Solvency II internal
model for the purpose of meeting existing ICAS regime.

Currently there are also a number of other prospective global regulatory developments which could impact the way in
which Prudential is supervised in its many jurisdictions. These include the Dodd-Frank Act in the US, the work of the
Financial Stability Board (FSB) on Globally Systemically Important Financial Institutions (G-SIFIs) and the Common
Framework for the Supervision of Internationally Active Insurance Groups (ComFrame) being developed by the
International Association of Insurance Supervisors (IAIS).

The Dodd-Frank Act represents a comprehensive overhaul of the financial services industry within the United States
that, among other reforms to financial services entities, products and markets, may subject financial institutions
designated as systemically important to heightened prudential and other requirements intended to prevent or mitigate
the impact of future disruptions in the US financial system, The full impact of the Dodd-Frank Act on Prudential's
businesses is not currently clear, however, as many of its provisions have a delayed effectiveness and/or require
rulemaking or other actions by various US regulators over the coming years.

As part of a global initiative to identify G-SIFIs, in May 2012, the IAIS published proposed assessment methodology
for designating Globally Systemically Important Insurers (G-SIIs). For those groups that are designated by the FSB as
G-SII then additional policy measures including enhanced supervision, introduction of recovery and resolution plans
and higher loss absorbency requirements could be proposed. Further detail of the  proposals is expected during 2013
and implementation is likely to be over a period of years. Furthermore, the FSA is considering the designation of
Domestically Systemically Important Insurer (DSII) for those UK insurers that are significant in UK terms. It is not
yet clear what the impact of this designation may be.

ComFrame is also being developed by the IAIS to provide common global requirements for supervision of insurance
groups. The framework is designed to develop common principles for supervision and so may increase the focus of
regulators in some jurisdictions. It is also possible that some prescriptive requirements, including group capital, could
be proposed. Further clarity on ComFrame is expected during the second half of 2013.

C.3 Capital allocation
Prudential's approach to capital allocation is to attain a balance between risk and return, investing in those businesses
that create shareholder value. In order to efficiently allocate capital, Prudential measures the use of, and the return on,
capital.

Prudential uses a variety of metrics for measuring capital performance and profitability, including traditional
accounting metrics and economic returns. Capital allocation decisions are supported by this quantitative analysis, as
well as strategic considerations.   

The economic framework measures risk adjusted returns on economic capital, a methodology that ensures meaningful
comparison across the Group. Capital utilisation, return on capital and new business value creation are measured at the
product level as part of the business planning process.
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C.4 Risk mitigation and hedging
Prudential manages its actual risk profile against its tolerance of risk. To do this, Prudential maintains risk registers
that include details of the risks Prudential has identified and of the controls and mitigating actions it employs in
managing them. Any mitigation strategies involving large transactions such as a material derivative transaction
involving shareholder business are subject to review at Group level before implementation.

Prudential uses a range 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 manage insurance risk; implementing
corporate insurance programmes to limit the impact of operational risks; and revising business plans where
appropriate.

Corporate governance

The directors confirm that Prudential has complied with the provisions of the Corporate Governance Code as set out
in Appendix 14 to the Hong Kong Listing Rules throughout the period other than in respect of the Terms of Reference
of the Remuneration Committee as regards making recommendations to the Board in respect of the remuneration of
the non-executive directors. It would be inconsistent with the principles of the UK Code for the Remuneration
Committee to be involved in setting the fees of non-executive directors.

The Company also confirms that it has adopted a code of conduct regarding securities transactions by directors on
terms no less exacting than required by Appendix 10 to the Hong Kong Listing Rules and that the directors of the
Company have complied with this code of conduct throughout the period.

The directors also confirm that the financial results contained in this document have been reviewed by the Group
Audit Committee.

The directors of Prudential plc confirm that to the best of their knowledge:

-     The financial statements, prepared in accordance with the applicable set of accounting standards, give a true and
fair view of the assets, liabilities, financial position and profit or loss of the Company and the undertakings
      included in the consolidation taken as a whole; and

-     The directors' report includes a fair review of the development and performance of the business and the position
of the Company and the undertakings included in the consolidation taken as a whole, together with a description of
       the principal risks and uncertainties that they face.

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized. 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Date 13 March 2013

PRUDENTIAL PUBLIC LIMITED COMPANY

By: /s/ Clive Burns

Clive Burns
Head of Group Secretariat
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