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Forward-Looking Statements

Certain of the statements included in this Annual Report on Form 10-K constitute forward-looking statements within
the meaning of the U.S. Private Securities Litigation Reform Act of 1995. Words such as “expects,” “believes,”
“anticipates,” “includes,” “plans,” “assumes,” “‘estimates,
generally part of forward-looking statements. Forward-looking statements are made based on management’s current
expectations and beliefs concerning future developments and their potential effects upon Prudential Financial, Inc. and
its subsidiaries. There can be no assurance that future developments affecting Prudential Financial, Inc. and its
subsidiaries will be those anticipated by management. These forward-looking statements are not a guarantee of future
performance and involve risks and uncertainties, and there are certain important factors that could cause actual results
to differ, possibly materially, from expectations or estimates reflected in such forward-looking statements, including,
among others: (1) losses on investments or financial contracts due to deterioration in credit quality or value, or
counterparty default; (2) losses on insurance products due to mortality experience, morbidity experience or
policyholder behavior experience that differs significantly from our expectations when we price our products; (3)
changes in interest rates, equity prices and foreign currency exchange rates that may (a) adversely impact the
profitability of our products, the value of separate accounts supporting these products or the value of assets we
manage, (b) result in losses on derivatives we use to hedge risk or increase collateral posting requirements and (c)
limit opportunities to invest at appropriate returns; (4) guarantees within certain of our products, in particular our
variable annuities, which are market sensitive and may decrease our earnings or increase the volatility of our results of
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projects,” “intends,” “should,” “will,” “shall” or variations of such
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operations or financial position; (5) liquidity needs resulting from (a) derivative collateral market exposure, (b)
asset/liability mismatches, (c) the lack of available funding in the financial markets or (d) unexpected cash demands
due to severe mortality calamity or lapse events; (6) financial or customer losses, or regulatory and legal actions, due
to inadequate or failed processes or systems, human error or misconduct, and external events, such as (a) disruption of
our systems and data, (b) an information security breach, (c) a failure to protect the privacy of sensitive data or (d)
reliance on third-parties, including to distribute our products; (7) changes in the regulatory landscape, including

related to (a) regulation under the Dodd-Frank Wall Street Reform and Consumer Protection Act, (b) changes in tax
laws, (c) the U.S. Department of Labor’s fiduciary rules and other fiduciary rule developments, (d) U.S. state insurance
laws and developments regarding group-wide supervision, capital and reserves, (e) insurer capital standards outside

the U.S. and (f) privacy and cybersecurity regulation; (8) technological changes which may adversely impact
companies in our investment portfolio or cause insurance experience to deviate from our assumptions; (9) ratings
downgrades; (10) market conditions that may adversely affect the sales or persistency of our products; (11)
competition; and (12) reputational damage. Prudential Financial, Inc. does not undertake to update any particular
forward-looking statement included in this document. See “Risk Factors” included in this Annual Report on Form 10-K
for discussion of certain risks relating to our businesses and investment in our securities.
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Throughout this Annual Report on Form 10-K, “Prudential Financial” and the “Registrant” refer to Prudential Financial,
Inc., the ultimate holding company for all of our companies. “Prudential Insurance” refers to The Prudential Insurance
Company of America. “Prudential,” the “Company,” “we” and “our” refer to our consolidated operations.

PART I
ITEM 1.BUSINESS

Overview

Prudential Financial, Inc., a financial services leader with approximately $1.394 trillion of assets under management
as of December 31, 2017, has operations in the United States, Asia, Europe and Latin America. Through our
subsidiaries and affiliates, we offer a wide array of financial products and services, including life insurance, annuities,
retirement-related services, mutual funds and investment management. We offer these products and services to
individual and institutional customers through proprietary and third-party distribution networks. Our principal
executive offices are located in Newark, New Jersey, and our common stock is publicly traded on the New York Stock
Exchange under the ticker symbol “PRU”.

On December 18, 2001, Prudential Insurance converted from a mutual life insurance company owned by its
policyholders to a stock life insurance company and became a wholly-owned subsidiary of Prudential Financial. The
demutualization was carried out under Prudential Insurance’s Plan of Reorganization, which required us to establish
and operate a regulatory mechanism known as the “Closed Block.” The Closed Block includes certain in force
participating insurance and annuity products and corresponding assets that are used for the payment of benefits and
policyholders’ dividends on these products, as well as certain related assets and liabilities.

The results of the Closed Block, along with certain related assets and liabilities, are reported as a separate segment and
treated as a divested business under Prudential Financial’s definition of adjusted operating income. The results of

divested businesses are included in “Net income” in accordance with U.S. generally accepted accounting principles

(“U.S. GAAP”) but are excluded from adjusted operating income. See Note 22 to the Consolidated Financial Statements
for the Company’s definition of a divested business and an explanation of adjusted operating income, and see Note 12

to the Consolidated Financial Statements and “—Closed Block Division” below for more information on the Closed Block.

During the fourth quarter of 2017, we introduced a new organizational structure for our U.S. businesses that reflects
our focus on leveraging our mix of businesses and our digital and customer engagement capabilities to expand our
value proposition for the benefit of customers and stakeholders. This new organizational structure retains our existing
segments but realigns them under new divisions. Under the new structure, our principal operations are comprised of
five divisions, which together encompass seven segments, and our Corporate and Other operations. The U.S.
Individual Solutions division consists of our Individual Annuities and Individual Life segments. The U.S. Workplace
Solutions division consists of our Retirement and Group Insurance segments. The Investment Management division is
comprised of our Investment Management segment (formerly named the Asset Management segment). The
International Insurance division continues to consist of our International Insurance segment, and the Closed Block
division continues to consist of our Closed Block segment. Our Corporate and Other operations continue to include
corporate items and initiatives that are not allocated to business segments and businesses that have been or will be
divested. There are no changes to our reporting segments nor to our measure of segment profitability as a result of the
new organizational structure.

See Note 22 to the Consolidated Financial Statements for revenues, income and loss, and total assets by segment.

U.S. Individual Solutions Division
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The U.S. Individual Solutions division conducts its business through the Individual Annuities and Individual Life
segments.

Individual Annuities Segment

Our Individual Annuities segment manufactures and distributes individual variable and fixed annuity products,
primarily to the U.S. mass affluent and affluent markets. In general, we consider households with investable assets or
annual income in excess of $100,000 to be mass affluent and households with investable assets in excess of $250,000
to be affluent in the U.S. market. We focus on innovative product design and risk management strategies.
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We compete with other providers of retirement savings and accumulation products, including large, well-established
insurance and financial services companies, primarily based on our innovative product features and our risk
management strategies. We also compete based on brand recognition, financial strength, the breadth of our
distribution platform and our customer service capabilities.

In recent years, we have experienced a dynamic competitive landscape. We proactively monitor changes in the
annuity marketplace, and continue to take actions to adapt our products to the current environment in order to
maintain appropriate return prospects and improve our risk profile. These actions have included variable annuity
product modifications for new sales to adjust benefits pricing and commissions as well as closing of certain share
classes. We also suspended or limited additional contractholder deposits for certain variable annuities with certain
optional living benefit riders. Similarly, certain of our competitors have taken actions to modify benefits, to exit, or
limit their presence in, the variable annuity marketplace. We have utilized external reinsurance as a form of risk
mitigation, as discussed below, and incorporated provisions in the design of certain products that allow frequent
revisions of key pricing elements for new business. In addition, we continue to introduce new products to broaden our
offerings and diversify our risk profile, and also continue to look for opportunities to further enhance and differentiate
our current suite of products to attract new customers while managing risks and responding to market conditions and
regulatory changes.

Products

We offer certain variable annuities that provide our contractholders with tax-deferred asset accumulation together with
a base death benefit and a suite of optional guaranteed living benefits (including versions with enhanced guaranteed
minimum death benefits), and annuitization options. The majority of our currently sold contracts include an optional
guaranteed living benefit which provides, among other features, the ability to make withdrawals based on the highest
daily contract value plus a specified return, credited for a period of time. This contract value is a notional amount that
forms the basis for determining periodic withdrawals for the life of the contractholder, and cannot be accessed as a
lump sum surrender value. Certain optional living benefits can also be purchased with a companion optional death
benefit, also based on a highest daily contract value. Our results are impacted by the fee rates we assess on our
products. Some of our historical inforce products have fee tiers that decline throughout the life of the contract while
our newer products generally have lower fee rates.

The Prudential Premier® Retirement Variable Annuity with Highest Daily Lifetime Income (“HDI”) offers lifetime
income based on the highest daily account value plus a compounded deferral credit. HDI v.3.0 is the most current
version of our “highest daily” guaranteed living benefits. As of December 31, 2017, $3.2 billion of HDI v.3.0 account
values are reinsured to Union Hamilton Reinsurance Ltd., an external counterparty, pursuant to a quota share
agreement that covered approximately 50% of new business between April 1, 2015 and December 31, 2016. New
sales of HDI v.3.0 subsequent to December 31, 2016, are not covered by this external reinsurance agreement.

In 2017, we launched the Prudential Premier® Retirement Variable Annuity with Legacy Protection Plus (“LPP”), which
provides an optional enhanced death benefit based on the purchase payments rolling up at a preset rate on an annual
basis until certain events occur, such as the death of the first owner (or annuitant if entity-owned) or the roll-up cap is
reached. LPP cannot be elected together with any of the other optional living or death benefits we offer.

The Prudential Defined Income® (“PDI”") Variable Annuity complements the variable annuity products we offer with the
highest daily lifetime income benefit. PDI provides for guaranteed lifetime withdrawal payments, but restricts
contractholder investment to a single bond sub-account within the separate accounts. PDI includes a living benefit

rider which provides for a specified lifetime income withdrawal rate applied to purchase payment(s) paid, subject to
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annual roll-up increases until lifetime withdrawals commence, but does not have the highest daily feature.

We also offer variable annuities without guaranteed living benefits and immediate annuities. The Prudential Premier®
Investment Variable Annuity (“PPI”) offers tax-deferred asset accumulation, annuitization options and an optional death
benefit that guarantees the contractholder’s beneficiary a return of total purchase payments made to the contract,
adjusted for any partial withdrawals, upon death.
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Excluding our PDI product, the majority of our variable annuities generally provide our contractholders with the
opportunity to allocate purchase payments to sub-accounts that invest in underlying proprietary and/or non-proprietary
mutual funds, frequently under asset allocation programs. Certain products also allow or require allocation to
fixed-rate accounts that are invested in the general account and are credited with interest at rates we determine, subject
to certain minimums. We also offer fixed annuities that provide a guarantee of principal and interest credited at rates
we determine, subject to certain contractual minimums. For certain products, we have the ability to reset the crediting
rates at our discretion subject to certain policy terms establishing guaranteed minimum interest crediting rates. Certain
allocations made in the fixed-rate accounts of our variable annuities and certain fixed annuities impose a market value
adjustment if the invested amount is not held to maturity.

In addition, most contracts also guarantee the contractholder’s beneficiary a return of total purchase payments made to
the contract, adjusted for any partial withdrawals, upon death. Certain inforce contracts include guaranteed benefits
which are not currently offered, such as annuitization benefits based on a guaranteed notional amount and benefits
payable at specified dates after the accumulation period.

During the first quarter of 2018, we launched PruSecureSM, a single premium fixed index annuity, which allows the
policyholder to allocate all or a portion of their account balance into an index account, such as the S&P 500. The
index account provides interest or an interest component linked to, but not an investment in, the selected index, and its
performance over the elected term (i.e., 1, 3 or 5 years), subject to certain participation rates and contractual
minimums and maximums. We also anticipate the launch of Guaranteed Income for Tomorrow (“GIFFM”), a deferred
income annuity, which initially will be distributed through direct response solicitation through our Group Insurance
business.

For information regarding the risks inherent in our products and the mitigants we have in place to limit our exposure

to these risks, see “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Results of
Operations by Segment—U.S. Individual Solutions Division—Individual Annuities—Variable Annuity Risks and Risk
Mitigants.”

Marketing and Distribution

Our annuity products are distributed through a diverse group of third-party broker-dealers and their representatives,
banks and wirehouses, independent financial planners and, for our GIFT product, direct response solicitation through
our Group Insurance business. Additionally, our variable annuity products are distributed through financial
professionals, including those associated with Prudential Advisors, an affiliated broker-dealer. Our distribution efforts
are supported by a network of internal and external wholesalers.

For information regarding the U.S. Department of Labor (“DOL”) fiduciary rule and its impact on our Individual
Annuities segment, see ‘“Regulation—ERISA and DOL Fiduciary Rules” below.

Underwriting and Pricing

We earn asset management fees determined as a percentage of the average assets of our proprietary mutual funds in
our variable annuity products, net of sub-advisory expenses related to non-proprietary sub-advisors. Additionally, we
earn mortality, expense and other fees for various insurance-related options and features based on the average daily
net asset value of the annuity separate accounts, account value, premium, or guaranteed value, as applicable. We also
receive administrative service and distribution fees from many of the proprietary and non-proprietary mutual funds.

We price our variable annuities based on an evaluation of the risks assumed and consideration of applicable risk
management strategies, including hedging and reinsurance costs. Our pricing is also influenced by competition and
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assumptions regarding contractholder behavior, including persistency (the probability that a policy or contract will
remain in force), benefit utilization and the timing and efficiency of withdrawals for contracts with living benefit
features, as well as other assumptions. Significant deviations in actual experience from our pricing assumptions could
have an adverse or positive effect on the profitability of our products. To encourage persistency, most of our variable
and fixed annuities have surrender or withdrawal charges for a specified number of years. In addition, the living
benefit features of our variable annuity products encourage persistency because the potential value of the living
benefit is fully realized only if the contract persists.

We price our fixed annuities and the fixed-rate accounts of our variable annuities based on assumed investment
returns, expenses, competition and persistency, as well as other assumptions. We seek to maintain a spread between
the return on our general account invested assets and the interest we credit on our fixed annuities and the fixed-rate
accounts of our variable annuities.

10
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We establish reserves for our annuity products in accordance with U.S. GAAP. We use current best estimate
assumptions when establishing reserves for our guaranteed minimum death and income benefits, including
assumptions such as interest rates, equity returns, persistency, withdrawal, mortality and annuitization rates. Certain of
the guaranteed living benefit features on our variable annuity contracts are accounted for as embedded derivatives and
are carried at fair value. The fair values of these benefit features are calculated as the present value of future expected
benefit payments to contractholders less the present value of future expected rider fees attributable to the embedded
derivative feature, and are based on assumptions a market participant would use in valuing these embedded
derivatives. For life contingent payout annuity contracts, we establish reserves using best estimate assumptions with
provisions for adverse deviations as of inception or best estimate assumptions as of the most recent loss recognition
event. For variable and fixed annuity contracts, we establish liabilities for contractholders’ account balances that
represent cumulative deposits plus credited interest, less withdrawals, mortality and expense charges. Policyholders’
account balances also include provisions for non-life contingent payout annuity benefits. For information on
developments regarding statutory reserves for variable annuities, see “Regulation—U.S. Insurance Operations—State
Insurance Regulation—Financial Regulation—Variable Annuities” below.

Individual Life Segment

Our Individual Life segment manufactures and distributes universal life, term life and variable life insurance products
primarily to the U.S. mass middle, mass affluent and affluent markets. In general, we consider: households with
investable assets in excess of $25,000 or annual income in excess of $50,000 to be mass middle; households with
investable assets or annual income in excess of $100,000 to be mass affluent; and households with investable assets in
excess of $250,000 to be affluent in the U.S. market. Our life products are distributed through independent third-party
distributors and licensed sales professionals within Prudential Advisors. We generally experience higher sales during
the fourth quarter as some of our clients use life insurance for estate and tax planning purposes.

Competition

The Individual Life segment competes with other large, well-established life insurance companies in a mature market.
We compete primarily based on price, service, including the speed and ease of underwriting, distribution channel
relationships, brand recognition and financial strength. Due to the large number of competitors, pricing is competitive.
Factors that could influence our ability to competitively price products while achieving targeted returns include the
level, cost and availability of financing for statutory reserves required for certain term life insurance policies, the
availability, utilization and timing of tax deductions associated with statutory reserves, product designs that impact the
amount of statutory reserves and the associated tax deductions, the timing of principles-based reserving adoption, the
level and volatility of interest rates, and our expense structure.

We periodically adjust product prices and features based on the market and our strategy, with a goal of managing the
Individual Life business for steady, consistent sales growth across a balanced product portfolio and to avoid
over-concentration in any one product type. These actions, and the actions of competitors, can impact our sales levels
from period to period.

Products
Our primary insurance products are term life, variable life, guaranteed universal life and all other universal life, which
represent 47%, 31%, 15% and 7%, respectively, of our face amount of individual life insurance in force, net of

reinsurance as of December 31, 2017. We continue to maintain focus on our product diversification strategy which has
positioned us to better balance portfolio risk and enhance our value proposition to our distribution partners and their

11
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clients. Additionally, most of our variable and universal life products offer a policy rider that allows death benefits to
be accelerated to the policyholder during a chronic or terminal illness, under certain contractual requirements.

Term Life Insurance. We offer a variety of term life insurance products that provide coverage for a specified time
period. Most term products include a feature that allows the policyholder to convert the policy into permanent life
insurance coverage. We also offer term life insurance that provides for a return of premium if the insured is alive at
the end of the level premium period. There continues to be significant demand for term life insurance protection.

12
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Variable Life Insurance. We offer several variable life insurance products that give the policyholder the flexibility to
change both the death benefit and premium payments, and provide the potential to earn returns linked to an underlying
investment portfolio that the policyholder selects. The policyholder generally can make deposits for investments in a
fixed-rate option which is part of our general account or in separate account investment options consisting of equity
and fixed income funds. Any policyholder investments in the fixed-rate option provide a guarantee of principal and
are credited with interest at rates that we determine, subject to certain contractual minimums. In the separate accounts,
the policyholder bears the underlying portfolio performance risk. We also offer a variable life product that has an
optional flexible guarantee against lapse where policyholders can select the guarantee period. While variable life
insurance continues to be an important product, marketplace demand continues to favor term and universal life
insurance. A meaningful portion of Individual Life’s profits, however, is associated with our large in force block of
variable life insurance policies which are expected to run off over time as policies age.

Universal Life Insurance. We offer universal life insurance products that feature flexible premiums and a crediting
rate that we determine, subject to certain contractual minimums. Guaranteed universal life products provide a
guarantee of death benefits to remain in force when a policy would otherwise lapse due to insufficient cash value. We
also offer universal life insurance products that allow the policyholder to allocate all or a portion of their account
balance into an index account. The index account provides interest or an interest component linked to, but not an
investment in, S&P 500 index performance over the following year, subject to certain participation rates and
contractual minimums and maximums. Mortality and expense margins and net interest spread impact Individual Life’s
profits from universal life insurance.

Marketing and Distribution
Individual Life provides products through the following two channels:

Third-Party Distribution. Our individual life products are offered through a variety of third-party channels, including
independent brokers, wirehouses, banks, general agencies and producer groups. We focus on sales through
independent intermediaries who provide life insurance solutions to protect individuals, families and businesses and
support estate and wealth transfer planning.

Prudential Advisors. Prudential Advisors distributes Prudential universal, term and variable life insurance, variable
and fixed annuities and investment products with proprietary and non-proprietary investment options, as well as
selected insurance and investment products from other carriers and has access to non-proprietary property and
casualty products. In addition, Prudential Advisors offers certain retail brokerage and retail investment advisory
services through our dually registered broker-dealer and investment advisor, Pruco Securities, LLC. These services
include brokerage accounts, discretionary and non-discretionary investment advisory programs and financial planning
services. Although Prudential Advisors generates an operating loss within our Individual Life segment, it generates
positive overall value when we consider the aggregate value of the business that is acquired through this channel.
Individual Life is paid a market rate by the Individual Annuities and Investment Management segments to distribute
their products. Any profit or loss is included in the results of the Individual Life segment and eliminated in
consolidation.

For information regarding the DOL fiduciary rule and its impact on our Individual Life segment, see
“Regulation—ERISA and DOL Fiduciary Rules” below.

Underwriting and Pricing

Underwriters assess and quantify the risk of our individual life insurance products based on the age, gender, health
and occupation of the applicant and amount of insurance requested. We continually update our guidelines to keep pace

13
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with changes in healthcare, research, and experience. We have also introduced new underwriting approaches designed
to selectively accelerate and enhance the existing underwriting process. We base premiums and policy charges for
individual life insurance on expected death benefits, surrender benefits, expenses and required reserves. We price
policies using assumptions for mortality and morbidity, interest rates, expenses, policy persistency, premium payment
patterns, separate account fund performance and product-generated tax deductions, as well as the level, cost and
availability of financing certain statutory reserves. Deviations in actual experience from our pricing assumptions may
adversely or positively impact the profitability of our products.

14



Edgar Filing: PRUDENTIAL FINANCIAL INC - Form 10-K

Table of Contents
Reserves

We establish reserves for individual life products in accordance with U.S. GAAP. For term life insurance policies and
other benefits with fixed and guaranteed terms, we use best estimate assumptions with provisions for adverse

deviation as of inception when establishing reserves for future policyholder benefits and expenses including
assumptions for mortality, investment yield, expenses, and policy persistency. We use current best estimate

assumptions when establishing reserves for no lapse guarantees, which includes an assumption for future premium
payments. Reserves also include claims reported but not yet paid, and claims incurred but not yet reported. In certain
instances, the reserves for a particular line of business may not be deficient in the aggregate, but the pattern of

earnings may be such that profits are expected to be recognized in earlier years followed by losses in later years. In

these situations, we record an additional liability (Profits Followed by Losses or “PFL” liability) in an amount necessary
to sufficiently offset the losses that would be recognized in later years. For variable and universal life insurance

policies, we establish liabilities for policyholders’ account balances. These liabilities represent cumulative deposits

plus credited interest, less withdrawals, and expense and cost of insurance charges, as applicable. Policyholders’

account balances also include unearned revenue reserves calculated based on current best estimate assumptions. For a
discussion of developments regarding principles based reserving for statutory reserves, see “Regulation—U.S. Insurance
Operations—State Insurance Regulation—Financial Regulation—Insurance Reserves and Regulatory Capital,” and for a
discussion of our statutory life product reserves and reserve financing see “Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Liquidity and Capital Resources—Capital—Financing Activities—Term and
Universal Life Reserve Financing.”

Reinsurance

The Individual Life segment uses reinsurance as a means of managing mortality volatility and risk capacity, which can
impact product profitability. On policies sold since 2000, we have reinsured a significant portion of the mortality risk
assumed, with that portion varying over time depending on market factors and strategic objectives. We remain liable if
a third-party reinsurer is for some reason unable to meet its obligations. On a Company-wide basis, we evaluate the
financial condition of reinsurers and monitor the concentration of counterparty risk to mitigate this exposure.

U.S. Workplace Solutions Division
The U.S. Workplace Solutions division conducts its business through the Retirement and Group Insurance segments.
Retirement Segment

Our Retirement segment, which we refer to in the marketplace as Prudential Retirement, provides retirement
investment and income products and services to retirement plan sponsors in the public, private and not-for-profit
sectors. Our full service business provides recordkeeping, plan administration, actuarial advisory services, tailored
participant education and communication services, trustee services and institutional and retail investments. We service
defined contribution, defined benefit and non-qualified plans. For clients with combinations of these plans, we offer
integrated recordkeeping services. We also provide certain brokerage services through our broker-dealer, Prudential
Investment Management Services LLC, and trust services through Prudential Bank & Trust, FSB (“PB&T”), a limited
purpose trust-only institution. Our institutional investment products business includes both payout annuity and stable
value products. Payout annuities include pension risk transfer products, structured settlements and other group
annuities for defined contribution plans, defined benefit plans, non-qualified plans and individuals. Stable value
products include investment-only wraps, guaranteed investment contracts (“GICs”) and funding agreements.

Competition
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The Retirement segment competes with other large, well-established insurance companies, asset managers,
recordkeepers and diversified financial institutions. In our full service business, we compete primarily based on
pricing, the breadth of our service and investment offerings, the expertise of our employees, investment performance
and our ability to offer product features to meet the retirement income needs of our clients. We collect revenue based
on assets or per participant charges for plan administration, recordkeeping and employee education services. While we
continue to have heightened pricing pressures, driven by competition, contractual limits on fee income, the influence
of intermediaries and regulations requiring more standard and consistent fee disclosures across industry providers, this
business has experienced strong persistency in recent years.

In our institutional investment products business, we compete primarily based on our pricing and structuring
capabilities, as well as our ability to offer innovative product solutions and successfully execute large-scale
transactions. Sales of institutional investment products are affected by competitive factors such as investment
performance, company credit and financial strength ratings, product design, marketplace visibility, distribution
capabilities, fees, crediting rates and customer service. We are a leader in providing innovative pension risk
management solutions to plan sponsors and in the stable value wrap market. We believe the pension risk transfer
market continues to offer attractive opportunities that are aligned with our expertise.

6
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Products and Services
Full Service

Our full service business offers plan sponsors and their participants a broad range of products and services to assist in
the design, delivery and administration of defined contribution, defined benefit, and non-qualified plans, including
recordkeeping and administrative services, comprehensive investment offerings and consulting services to assist plan
sponsors in managing fiduciary obligations. As part of our investment products, we offer a variety of general and
separate account stable value products and other fee-based separate accounts, as well as retail mutual funds and
institutional funds advised by affiliated and non-affiliated investment managers. In addition, certain products are
marketed and sold on an investment-only basis through our full service distribution channels.

Our full service general account and separate account stable value products contain an obligation to pay interest at a
specified rate for a specific period of time and to repay account balances or market value upon contract termination.
These stable value products are either fully or partially participating, with annual or semi-annual rate resets subject to
certain contractual minimums, giving effect to previous investment experience. We earn profits from partially
participating products from the spread between the rate of return we earn on the investments and the interest rates we
credit, net of expenses. In addition, we may earn administrative fees for providing recordkeeping and other
administrative services for both fully and partially participating products.

We also offer fee-based products, through which customer funds are held in separate accounts, retail mutual funds,
institutional funds or a client-owned trust. These products generally pass all of the investment results to the customer.
In certain cases, these contracts are subject to a minimum interest rate guarantee backed by the general account.
Additionally, we offer guaranteed minimum withdrawal benefits associated with certain defined contribution accounts
and manage certain of the related risks with derivatives and other hedging instruments.

Our full service fee-based advisory offerings are supported by participant communications and education programs,
and a broad range of plan consulting services, including non-discrimination testing, plan document services,
signature-ready documents for required filings, and full actuarial support for defined benefit plans. Additional services
include non-qualified deferred compensation plan administration, including executive benefit solutions and financing
strategies, investment advisory services, and merger and acquisition support.

Institutional Investment Products

Our institutional investment products business primarily offers products to the payout annuity and stable value
markets.

Payout Annuity Markets. We offer products designed to provide a predictable source of monthly income, generally for
the life of the participant. Our pension risk transfer products include portfolio-protected products and a longevity
reinsurance product. Our portfolio-protected products are non-participating group annuity contracts which we issue to
pension plan sponsors and assume all of the investment and actuarial risk associated with a group of specified
participants within a plan in return for a premium typically paid as a lump sum at inception. These products have
economic features similar to our other general account annuity contracts, discussed below, but may also offer the
added protection of an insulated separate account. Our longevity reinsurance product is a reinsurance contract from
which we earn a fee for assuming the longevity risk of pension plans that have been insured by third-parties, typically
with monthly net settlements of premiums and benefits. As of December 31, 2017, our pension risk transfer business
in force had an approximate average age of 76 years.
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Other products include structured settlements, voluntary income products and other group annuities, which fulfill the
payment guarantee needs of the personal injury lawsuit settlement market, the distribution needs of defined
contribution participants and the payment obligations of defined benefit plans, respectively. For our general account
products, we bear all of the investment, mortality, retirement, asset/liability management, and expense risk associated
with these contracts. Our profits reflect the emerging experience related to investment returns, timing of mortality,
timing of retirement and the level of expenses being more or less favorable than assumed in the original pricing. Our
separate account products are primarily fee-based products that cover payments to be made to defined benefit plan
retirees. These contracts permit a plan sponsor to retain the risks and rewards of investment and actuarial results while
receiving a general account guarantee for all annuity payments covered by the contract.
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Stable Value Markets. We manufacture investment-only products for use in retail and institutional capital markets and
qualified plan markets. Our primary stable value product offerings are investment-only wraps through which
customers’ funds are held in a client-owned trust. These are participating contracts for which investment results pass
through to the customer, subject to a minimum interest rate guarantee backed by the general account, and we earn fees
for providing this guarantee. For contracts currently in force, the minimum interest rate has a floor of zero percent.
The fees we earn for providing this guarantee may be reset as defined by the underlying contracts. Contractholders are
provided with proprietary and non-proprietary fund investment alternatives.

We also offer investment-only general account products in the form of GICs and funding agreements. These products
contain an obligation to pay interest at a specified rate and to repay principal at maturity or following contract
termination. Because these obligations are backed by our general account, we bear the investment and asset/liability
management risk associated with these contracts. Generally, profits from these products result from the spread
between the rates of return we earn on the investments and the interest rates we credit, net of expenses.

Marketing and Distribution

We distribute our products through a variety of channels. In our full service business, our dedicated sales and support
teams manage our distribution efforts in offices across the country. We sell our products and services through
third-party financial advisors, brokers, and benefits consultants and, to a lesser extent, directly to plan sponsors. Our
clients typically prefer to transition plans either at the beginning or end of their fiscal year, which are generally during
our fourth quarter.

In our payout annuity area within our institutional investment products business, our pension risk transfer products,
traditional group annuities and participating separate account annuities are typically distributed through actuarial
consultants and third-party brokers. Structured settlements are distributed through unaffiliated specialized brokers.
Voluntary income products are distributed through the defined contribution portion of our full service business,
directly to plan sponsors, or as part of annuity price quoting services.

In our stable value area within our institutional investment products business, we utilize our direct sales force and
intermediaries to distribute investment-only stable value wraps and traditional GICs to plan sponsors and stable value
fund managers, and to distribute funding agreements to investors. We also manage a global Funding Agreement Notes
Issuance Program (“FANIP”) pursuant to which statutory trusts issue short-term commercial paper and/or medium-term
notes secured by funding agreements issued to the trusts by Prudential Insurance. Prudential Insurance may also issue
funding agreements directly to the Federal Home Loan Bank of New York.

For information regarding the DOL fiduciary rule and its impact on our Retirement segment, see “Regulation—ERISA
and DOL Fiduciary Rules” below.

Underwriting and Pricing

We set our rates for our full service and institutional investment products using pricing models that consider the
investment environment and our risk, expense and profitability targets. In addition, for products within our payout
annuity area, our models also use assumptions for mortality and, if pertinent, early retirement risks. These
assumptions may be less predictable in certain markets, and deviations in actual experience from pricing assumptions
could affect the profitability of these products. For our investment-only stable value wrap product, our pricing risk is
mitigated by several features, including: the fees we earn for providing a guaranteed rate of return may be reset, as
defined by the underlying contracts; the contracts allow participants to withdraw funds at book value, while
contractholder withdrawals occur at market value immediately or at book value over time; and our obligation is
limited to payments that are in excess of the fund value.
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Reserves

We establish reserves for our retirement products in accordance with U.S. GAAP. We use best estimate assumptions
with provisions for adverse deviation as of inception or best estimate assumptions as of the most recent loss
recognition event when establishing reserves for future policyholder benefits and expenses, including assumptions for
investment yield, expenses, mortality rates, persistency and retirement. Future policyholder benefit reserves also
include amounts related to deferred profit liabilities, where applicable. We also establish liabilities for policyholders’
account balances and additional reserves for investment experience that will accrue to the customer but have not yet
been reflected in credited rates. Policyholders’ account balances also include provisions for non-life contingent payout
annuity benefits.
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Group Insurance Segment

Our Group Insurance segment offers a full range of group life, long-term and short-term group disability, and group
corporate-, bank- and trust-owned life insurance in the U.S. primarily to institutional clients for use in connection with
employee plans and affinity groups. We also sell accidental death and dismemberment and other ancillary coverages,
and provide plan administrative services in connection with our insurance coverages.

Competition

We are a provider of both group life and disability insurance, and compete with other large, well-established life and
health insurance providers in mature U.S. markets. We compete primarily based on brand recognition, service
capabilities, customer relationships, financial strength, range of product offerings and price. Pricing of group
insurance products is reflective of the large number of competitors in the marketplace. The majority of our premiums
are derived from large corporations, affinity groups or other organizations having over 5,000 insured individuals,
which we refer to as the National segment. We are also seeking to grow our client base with institutions that have
between 100 and 5,000 individuals, which we refer to as the Premier segment. Employee-paid (voluntary) coverage is
important as employers attempt to control costs and shift benefit decisions and funding to employees who continue to
value benefits offered at the workplace. Our profitability is dependent, in part, on the voluntary coverage marketplace,
which will be affected by future employment and compensation rates.

Products

Group Life Insurance. Our portfolio of group life insurance products consists of employer-paid (basic) and
employee-paid coverages, including term life insurance for employees and employees’ dependents, and group
universal life insurance. We offer group variable universal life insurance, basic and voluntary accidental death and
dismemberment insurance, a critical illness product and an accident insurance product. Many of our employee-paid
coverages allow employees to retain their coverage when they change employers or retire. We also offer waiver of
premium coverage where required premiums are waived in the event the insured suffers a qualifying disability.

Our group corporate-, bank- and trust-owned life insurance products are group variable life insurance contracts
utilizing separate accounts, and are typically used by large corporations to fund deferred compensation plans and
benefit plans for retired employees.

Group Disability Insurance. We offer short- and long-term group disability insurance, which protects against loss of
wages due to illness or injury, as well as plan administrative services and absence management services. Disability
benefits are limited to a portion, generally 50% to 70%, of the insured’s earned income up to a specified maximum
benefit. Short-term disability generally provides a weekly benefit for three to six months, while long-term disability
benefits are paid monthly, following a waiting period (usually 90 or 180 days, during which short-term disability may
be provided) and generally continue until the insured returns to work or reaches normal retirement age.

Marketing and Distribution

Group Insurance offers its portfolio of products and customized benefit solutions through its own dedicated sales force
that is organized around market segments and distributes primarily through employee benefit brokers and consultants.

Underwriting and Pricing

We price each product line using underwriting practices and rating systems that consider Company, industry and/or
other experience. We assess the risk profile of prospective insured groups; however, certain voluntary products or
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coverages may require underwriting on an individual basis. We are not obligated to accept any individual certificate
application, and may require a prospective insured to submit evidence of insurability.

We maintain a disciplined approach to pricing our group life and disability insurance products. We base pricing of
group insurance products on the expected pay-out of benefits and other costs that we calculate using assumptions for
mortality and morbidity rates, interest rates and expenses, depending upon the specific product features. On many of
our group policies, we provide multiple year rate guarantees, which can contribute to fluctuations in profitability. For
certain policies with experience-rated return provisions, the final premium is adjusted to reflect the client’s actual
experience during the past year. For these policies, the group contractholder bears some of the risk, or receives some
of the benefit, associated with claim experience fluctuations, thus lessening the fluctuations in profitability.
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We establish reserves for group insurance products in accordance with U.S. GAAP. We primarily use current best
estimate assumptions when establishing reserves for future policyholder benefits and expenses including assumptions
for mortality, morbidity and claim termination rates, interest rates and Social Security offsets. Reserves also include
claims reported but not yet paid, and claims incurred but not yet reported. We also establish liabilities for
policyholders’ account balances that represent cuamulative deposits plus credited interest, less withdrawals, and expense
and cost of insurance charges, as applicable.

Reinsurance

We use reinsurance primarily to limit losses from large claims, and in response to client requests. We may from time
to time also use reinsurance for capital management purposes. We remain liable if a third-party reinsurer is for some
reason unable to meet its obligations. On a Company-wide basis, we evaluate the financial condition of reinsurers and
monitor concentration of counterparty risk to mitigate this exposure.

Investment Management Division
The Investment Management division conducts its business through the Investment Management segment.
Investment Management Segment

The Investment Management segment provides a broad array of investment management and advisory services by
means of institutional portfolio management, retail funds management, private lending and asset securitization activity
and other structured products. These products and services are provided to third-party clients and to other Prudential
businesses. We also invest in asset management and investment distribution businesses in targeted countries,
including through investments in operating joint ventures, to expand our mass affluent customer base outside the U.S.
and to increase our global assets under management.

We earn asset management fees which are typically based upon a percentage of assets under management. In certain
asset management arrangements, we also receive performance-based incentive fees when the return on the managed
assets exceeds certain benchmark returns or other performance targets. Transaction fees are earned as a percentage of
the transaction price associated with the sale or purchase of assets in certain funds, primarily related to real estate. In
addition, we earn investment returns from strategic investing and revenues from commercial mortgage origination and
servicing.

Competition

The Investment Management segment competes with numerous asset managers and other financial institutions. For
our investment management products, we compete based on a number of factors, including investment performance,
strategy and process, talent, organizational stability and client relationships. We offer products across multiple asset
classes, with specialized investment teams that employ approaches designed to add value in each product area or asset
class. Our organizational stability and robust institutional and retail businesses have helped attract and retain talent
critical to delivering investment results for clients. Our private placement and commercial mortgage businesses
compete based on price, terms, execution and the strength of our relationship with the borrower. Competition will
vary depending on the product or service being offered.

Products and Services
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We offer asset management services for public and private fixed income, public equity and real estate, as well as
commercial mortgage origination and servicing, and mutual funds and other retail services through the following eight
businesses:

PGIM Fixed Income. PGIM Fixed Income manages assets for a wide range of clients worldwide through our
operations in Newark, London, Singapore and Tokyo. Our products include traditional broad market fixed income and
single-sector strategies, traditional and customized asset/liability strategies, hedge strategies and collateralized loan
obligations. PGIM Fixed Income also serves as a non-custodial securities lending agent. Portfolios are managed by
seasoned portfolio managers across sector specialist teams supported by significant credit research, quantitative
research and risk management organizations.

Jennison Associates. Jennison Associates LL.C, a wholly-owned registered investment adviser, provides discretionary
and non-discretionary asset management services by managing a range of publicly-traded equity, balanced and fixed
income portfolios that span market capitalizations, investment styles and geographies. Jennison Associates uses
fundamental, team-based research to manage portfolios for institutional, private and sub-advisory clients, including
mutual funds.

10
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Quantitative Management Associates, a PGIM Company. Quantitative Management Associates LL.C, a wholly-owned
registered investment adviser, provides discretionary and non-discretionary asset management services to a wide range
of clients by managing a broad array of publicly-traded equity asset classes using various investment styles.
Quantitative Management Associates manages equity and asset allocation portfolios for institutional and sub-advisory
clients, including mutual funds, using proprietary quantitative processes tailored to meet client objectives.

Prudential Capital Group. Prudential Capital Group provides asset management services by investing in private
placement investment grade and below investment grade debt and mezzanine debt and equity securities, with a
majority of the private placement investments being originated by our staff. These investment capabilities are utilized
by our general account and institutional clients through direct advisory accounts, insurance company separate
accounts, and private fund structures.

PGIM Real Estate Finance. PGIM Real Estate Finance provides commercial mortgage origination, asset management
and servicing for our general account, institutional clients, and government sponsored entities such as Fannie Mae, the
Federal Housing Administration and Freddie Mac.

PGIM Real Estate. PGIM Real Estate provides asset management services for single-client and commingled private
and public real estate portfolios, and manufactures and manages a variety of real estate investment vehicles investing
in private and public real estate, primarily for institutional clients through offices worldwide. Our domestic and
international real estate investment vehicles range from fully diversified open-end funds to specialized closed-end
funds that invest in specific types of properties or designated geographic regions or follow other specific investment
strategies. Our global real estate organization has an established presence in the U.S., Europe, Asia and Latin
America.

PGIM Investments. PGIM Investments manufactures, distributes and services investment management products
primarily utilizing proprietary asset management expertise in the U.S. retail market. These products are designed to be
sold primarily by financial professionals including third-party advisors and licensed sales professionals within
Prudential Advisors. We offer a family of retail investment products consisting of over 70 mutual funds as of
December 31, 2017. These products cover a wide array of investment styles and objectives designed to attract and
retain assets of individuals with varying objectives and to accommodate investors’ changing financial needs.

PGIM Global Partners. PGIM Global Partners operates an asset management business in Taiwan and has interests in
asset management operating joint ventures in Brazil, India and Italy, which are accounted for under the equity method.
Each of these businesses offers mutual funds and serves individual and institutional investors and clients.

In addition, we make strategic investments to support the creation and management of funds offered to third-party
investors in private and public real estate, fixed income and publicly traded equity asset classes. Certain of these
investments are made primarily for purposes of co-investment in our managed funds and structured products. Other
strategic investments are made with the intention to sell or syndicate to investors, including our general account, or for
placement in funds and structured products that we offer and manage (seed investments). We also make loans to, and
guarantee obligations of, our managed funds that are secured by equity commitments from investors or assets of the
funds.

Marketing and Distribution
We provide investment management services for our institutional customers through a proprietary sales force

organized by each investment management business. Each business has an independent marketing and service team
working with clients. Institutional asset management services are also offered through the Retirement segment.
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Most of the retail customer assets under management are invested in our mutual funds and our variable annuities and
variable life insurance products. These assets are gathered by distribution forces associated with other Prudential
businesses and by third-party networks. Additionally, we work with third-party product manufacturers and distributors
to include our investment options in their products and platforms.

We also provide investment management services across a broad array of asset classes for our general account, as
described under “Management’s Discussion and Analysis of Financial Condition and Results of Operations—General

Account Investments.”

For information regarding the DOL fiduciary rule and its impact on our Investment Management segment, see
“Regulation—ERISA and DOL Fiduciary Rules” below.

International Insurance Division

The International Insurance division conducts its business through the International Insurance segment.

11
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International Insurance Segment

Our International Insurance segment manufactures and distributes individual and group life insurance, retirement and
related products, including certain health and personal accident products with fixed benefits. We provide these
products to the mass affluent and affluent markets through our Life Planner operations in Japan, Korea and other
countries outside the U.S., including Taiwan, Italy, Brazil, Argentina, Poland and Mexico. We also provide similar
products to the broad middle income and mass affluent markets across Japan through multiple distribution channels
including banks, independent agencies and Life Consultants associated with our Gibraltar Life Insurance Company,
Ltd. (“Gibraltar Life”) operations.

For the year ended December 31, 2017, our Life Planner and Gibraltar Life operations in Japan represented 37% and

49%, respectively, of the net premiums, policy charges and fee income of the International Insurance segment and, in
aggregate, represented 37% of the net premiums, policy charges and fee income of Prudential Financial, translated on
the basis of weighted average monthly exchange rates.

In addition to the operations discussed above, we continue to seek opportunities for expansion into targeted countries
with attractive markets and long-term growth potential, as well as opportunities to go deeper into countries where we
already have a presence. When entering these markets, we often do so with a partner that may offer expertise,
distribution capabilities or an existing footprint in the targeted market. As of December 31, 2017, we have a 40%
interest in a retirement services business in Chile, a 70% interest in a life insurance business in Malaysia, a 49%
interest in a life insurance joint venture in India and a 49% interest in a life insurance joint venture in Indonesia. The
joint venture in Indonesia was entered into in 2017 with CT Corp and is expected to take a multi-product and
multi-channel distribution approach. In April 2017, we completed the purchase of a group life insurance business from
Itad Unibanco S.A., which provides group life and personal accident insurance products to corporate clients through a
network of third-party brokers in Brazil. In June 2017, LeapFrog Strategic African Investments (“LSAI”), a fund in
which we are the primary investor, signed an agreement to acquire a minority interest in Enterprise Group Limited and
affiliates (“Enterprise Group”). Enterprise Group offers financial services including life insurance and pensions for
emerging markets consumers in Ghana. This transaction closed in August 2017.

We also regularly review our existing international businesses and may seek to exit an operation if it is determined
that it no longer aligns with our broader international strategy. In January 2018, we entered into a definitive agreement
to sell our Pramerica of Poland subsidiary. The transaction is expected to close in 2018, subject to regulatory
approvals and customary closing conditions.

We manage each operation on a stand-alone basis through local management and sales teams, with oversight by senior
executives based in Newark, New Jersey and outside the United States. Each operation has its own marketing,
underwriting, claims, investment management and actuarial functions. In addition, significant portions of the general
account investment portfolios are managed by our Investment Management segment, primarily through international
subsidiaries. Our operations generally invest in local currency denominated securities, primarily bonds issued by the
local government or its agencies. In our larger operations, we have more diversified portfolios that also include U.S.
dollar-denominated investments, in large part to support products issued in U.S. dollars and as part of our foreign
exchange hedging strategy. Our Gibraltar Life operations also have Australian dollar-denominated investments that
support products issued in that currency.

Competition
The life insurance markets in Japan and Korea are mature and pricing is competitive. Rather than competing primarily
based on price, we generally compete on the basis of customer service, including our needs-based approach to selling,

the quality and diversity of our distribution capabilities, and our financial strength. Demographic trends in Asia
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suggest an increasing opportunity for product innovation, introducing insurance products that allow for savings and
income as a growing portion of the population prepares for retirement. Further, as many Asian insurers focus on
entering other markets, we have the opportunity to continue to build our presence in the Asian markets we currently
serve. The ability to sell through multiple and complementary distribution channels is also a competitive advantage;
however, competition for sales personnel, as well as access to third-party distribution channels, is intense.

Products

Our international insurance operations have a diversified product mix, primarily emphasizing death protection while
supporting the growing demand for retirement and savings products. Outside of Japan, our products are generally
denominated in local currency. Within Japan, as a result of both the continued low interest rate environment and
fluctuating currency markets, there has been a shift in demand for certain products, particularly for those denominated
in U.S. dollars, which currently comprise a significant portion of new sales. In addition, we regularly examine our
product offerings and particularly in Japan have taken specific actions to reprice or, in some cases, suspend sales of
products that are most affected by such factors, including low interest rates.

12
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We classify our products into four general categories: life insurance protection, retirement, annuity and accident &
health, which represented 62%, 19%, 13% and 6%, respectively, of full year 2017 annualized new business premiums
on a constant exchange rate basis. Each product category is described below:

Life Insurance Protection Products. We offer various traditional whole life products that provide either level or
increasing coverage, and offer limited or lifetime premium payment options. We also offer increasing, decreasing and
level benefit term insurance products that provide coverage for a specified time period, as well as protection-oriented
variable universal life products. Some of these protection products are denominated in U.S. dollars and some are sold
as bundled products which, in addition to death protection, include health benefits or savings elements.

Retirement Products. We offer a variety of retirement products, including endowments, savings-oriented variable
universal life and retirement income. Endowments provide payment of the face amount on the earlier of death or
policy maturity. Variable universal life products provide a non-guaranteed return linked to an underlying investment
portfolio of equity and fixed income funds selected by the customer. Retirement income products combine insurance
protection similar to term life with a lifetime income stream which commences at a predefined age.

Annuity Products. Annuity products are primarily represented by U.S. and Australian dollar-denominated fixed
annuities sold by our Gibraltar Life operations in Japan and Korean won- and U.S. dollar-denominated variable
annuities sold by our Life Planner operation in Korea. Sales and surrenders of non-yen products can be sensitive to
foreign currency relationships which are impacted by, among other things, the comparative interest rates in the
respective countries. Most of our fixed annuity products impose a market value adjustment if the contract is not held
to maturity.

Accident and Health Products. In most of our operations, we offer accident and health products with fixed benefits.
These products provide benefits to cover accidental death and dismemberment, hospitalization, surgeries, and cancer
and other dread diseases, most of which are sold as supplementary riders and not as stand-alone products. We also
offer waiver of premium coverage where required premiums are waived in the event the customer suffers a qualifying
disability.

Marketing and Distribution

Our International Insurance segment distributes its products through multiple distribution channels, including two
captive agent models, Life Planners and Life Consultants, as well as bank and independent agency third-party
distribution channels. For additional information on headcount for our captive agents, see “Management’s Discussion
and Analysis of Financial Condition and Results of Operations—Results of Operations by Segment—International
Insurance Division.”

Life Planners. Our Life Planner model differentiates us from competitors in the countries where we do business by
focusing on selling protection-oriented life insurance products on a needs basis to mass affluent and affluent
customers, as well as retirement-oriented products to small businesses. We believe that our recruiting and selection
process, training programs and compensation packages are key to the Life Planner model and have helped our Life
Planner operations achieve higher levels of agent retention, agent productivity and policy persistency. The attributes
considered when recruiting new Life Planners generally include but are not limited to: university or college degree, no
prior life insurance sales experience, a minimum of two years of sales or sales management experience, and a pattern
of job stability and success. The number of Life Planners as of December 31, 2017 and 2016, was 7,831 and 7,680,
respectively.
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Life Consultants. Our Life Consultants are the proprietary distribution force for products offered by our Gibraltar Life
operations. Their focus is to provide individual protection products to the broad middle income market, primarily in
Japan, particularly through relationships with affinity groups. Our Life Consultant operation is based on a variable
compensation plan designed to improve productivity and persistency that is similar to compensation plans in our Life
Planner operations. The number of Life Consultants in Japan as of December 31, 2017 and 2016, was 8,326 and
8,884, respectively.

Bank Distribution Channel. Bank distribution channel sales primarily consist of life insurance products intended to
provide savings features, premature death protection and estate planning benefits as well as fixed annuity products
primarily denominated in U.S. and Australian dollars. We view the bank distribution channel as an adjunct to our core
Life Planner and Life Consultant distribution channels and will continue to pursue this channel with a focus on
profitable growth.

A significant portion of our sales in Japan through our bank channel distribution are derived through a single Japanese

mega-bank; however, we have relationships with each of Japan’s four largest banks as well as many regional banks,
and we continue to explore opportunities to expand our distribution capabilities through this channel, as appropriate.

13
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Independent Agency Distribution Channel. Our independent agency channel sells protection products and high cash
value products for retirement benefits through the business market and sells a variety of other products including
protection, medical and fixed annuity products through the individual market. Our focus is to maintain a diverse mix
of independent agency relationships including accounting firms, corporate agencies and other independent agencies
with a balanced focus on individual and business markets. We differentiate ourselves by providing quality service to
producers in this distribution channel.

Underwriting and Pricing

Our International Insurance segment is subject to substantial local regulation that is generally more restrictive for
product offerings, pricing and structure than U.S. insurance regulation. Each International Insurance operation has its
own underwriting department that employs variations of U.S. practices in underwriting individual policy risks. To the
extent permitted by local regulation, we base premiums and policy charges for our products on expected death and
morbidity benefits, surrender benefits, expenses, required reserves, interest rates, policy persistency and premium
payment patterns. In setting underwriting limits, we also consider local industry standards to prevent adverse selection
and to stay abreast of industry trends. In addition, we set underwriting limits together with each operation’s reinsurers.

Pricing of products is designed to achieve a targeted rate of return for each country, taking into account the
country-specific costs of capital, risks, and competitive environment. The profitability of our products is impacted
both positively and negatively by differences between actual mortality, morbidity, expense, and investment experience
and the related assumptions used in pricing these policies. As a result, the profitability of our products can fluctuate
from period to period. Interest rates guaranteed at issue under our insurance contracts may exceed the rates of return
we earn on our investments and, as a result, we may experience negative spreads between the rate we guarantee and
the rate we currently earn on investments. Additionally, profitability within any reporting period may also be affected
by seasonal factors, such as common retirement dates for members of specific customer groups in the second quarter
of each year, or the timing of new product introductions, sales campaigns and premium rate changes. Changes in local
tax laws may also affect profitability.

Reserves

We establish reserves for our international insurance products in accordance with U.S. GAAP. We primarily use best
estimate assumptions with provisions for adverse deviation as of inception when establishing reserves for future
policyholder benefits and expenses including assumptions for investment yield, persistency, expenses, mortality and
morbidity rates. Future policy benefit reserves also include amounts related to our deferred profit liability, claims
reported but not yet paid, and claims incurred but not yet reported. For variable and interest-sensitive life products, as
well as most annuity products, we establish liabilities for policyholders’ account balances that represent cumulative
deposits plus credited interest, less withdrawals, and expense and cost of insurance charges, as applicable.
Policyholders’ account balances also include unearned revenue reserves calculated based on current best estimate
assumptions and provisions for non-life contingent payout annuity benefits.

Reinsurance

International Insurance reinsures portions of its insurance risks, primarily mortality, with both selected third-party
reinsurers and Prudential Insurance. International Insurance may from time to time also reinsure risks to other
affiliates. We remain liable if a third-party reinsurer is for some reason unable to meet its obligations. On a
Company-wide basis, we evaluate the financial condition of reinsurers and monitor the concentration of credit risk to
mitigate this exposure.

Corporate and Other Operations
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Our Corporate and Other operations include corporate items and initiatives that are not allocated to business segments
and businesses that have been or will be divested. Results of the Closed Block, along with certain related assets and
liabilities, are reported as the Closed Block division and are accounted for as a divested business that is reported
separately from the divested businesses included in Corporate and Other.
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Corporate Operations

Corporate Operations consist primarily of: (1) capital that is not deployed in any business segment; (2) investments
not allocated to business segments, including debt-financed investment portfolios, as well as tax credit investments
and other tax-enhanced investments financed by business segments; (3) capital debt that is used or will be used to
meet the capital requirements of the Company and the related interest expense; (4) our qualified and non-qualified
pension and other employee benefit plans, after allocations to business segments; (5) corporate-level activities, after
allocations to business segments, including strategic expenditures, corporate governance, corporate advertising,
philanthropic activities, deferred compensation, and costs related to certain contingencies and enhanced regulatory
supervision; (6) certain retained obligations relating to pre-demutualization policyholders; (7) a life insurance joint
venture and an asset management joint venture in China; (8) our Capital Protection Framework, discussed below; (9)
the foreign currency income hedging program used to hedge certain non-U.S. dollar denominated earnings in our
International Insurance segment; (10) the impact of intercompany arrangements with our Retirement and Investment
Management segments to translate certain non-U.S. dollar-denominated earnings at fixed currency exchange rates;
and (11) transactions with and between other segments, including the elimination of intercompany transactions for
consolidation purposes.

Corporate Operations include certain results related to our Capital Protection Framework (“the Framework™), which we
employ as part of our capital management strategy. The Framework addresses the potential capital consequences

under a range of market related stresses and the strategies we use to mitigate them. For additional information on our
Capital Protection Framework, see “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Liquidity and Capital Resources—Capital—Capital Protection Framework.”

Divested Businesses

Divested Businesses reflect the results of the following businesses that have been, or will be, sold or exited, including
businesses that have been placed in wind down status that do not qualify for “discontinued operations” accounting
treatment under U.S. GAAP. We exclude these results from our adjusted operating income. See Note 22 to the
Consolidated Financial Statements for an explanation of adjusted operating income.

Long-Term Care. In 2012, we discontinued sales of our individual and group long-term care insurance products. We
establish reserves for these products in accordance with U.S. GAAP. We use best estimate assumptions with
provisions for adverse deviation as of inception or best estimate assumptions as of the most recent loss recognition
event when establishing reserves for future policyholder benefits and expenses, including assumptions for morbidity,
mortality, persistency, expenses and interest rates. Our assumptions have also factored in our estimate of the timing
and amount of anticipated premium increases which will require state approval. Reserves also include claims reported
but not yet paid and claims incurred but not yet reported.

Other. In addition to the business described above, the results of Divested Businesses also include the following:

In 2008, we announced our intention to exit our financial advisory business, which consisted of our investment in a
retail securities brokerage and clearing operations joint venture which was sold on December 31, 2009. Certain
expenses relating to the businesses we originally contributed to the joint venture were retained, primarily for litigation
and regulatory matters.

In 2003, we sold our property and casualty insurance companies to Liberty Mutual Group (“Liberty Mutual”). We have
reinsured Liberty Mutual for adverse loss development for specific property and casualty risks that they did not want

to retain. We believe that we have adequately reserved for our remaining property and casualty obligations under

these reinsurance contracts based on the current information available.
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We ceased writing individual disability income policies in 1992, and a year later ceased writing hospital expense and
major medical policies. Most of our individual disability income policies are non-cancelable; however, we reinsured
all of these policies as of July 1999. For our hospital expense and major medical policies, the 1996 Health Insurance
Portability and Accountability Act guarantees renewal beyond age 65. Under certain circumstances, with appropriate
approvals from state regulatory authorities, we are permitted to change the premiums charged for these policies if we
can demonstrate the premiums have not been sufficient to pay claims. We establish reserves in accordance with U.S.
GAAP for future policyholder benefits and expenses.

We have not actively engaged in the assumed life reinsurance market in the United States since the early 1990s;
however, we remain subject to mortality risk for certain assumed individual life insurance policies under the terms of
the reinsurance treaties. We establish reserves in accordance with U.S. GAAP for future policyholder benefits and
expenses.
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Closed Block Division

In connection with the demutualization in 2001, we ceased offering domestic participating individual life insurance
and annuity products, under which policyholders are eligible to receive policyholder dividends reflecting experience.
The liabilities for our individual in force participating products were segregated, together with assets to be used
exclusively for the payment of benefits and policyholder dividends, expenses and taxes with respect to these products,
in the Closed Block. We selected the amount of assets that were expected to generate sufficient cash flow, together
with anticipated revenues from the Closed Block policies, over the life of the Closed Block to fund payments of all
policyholder benefits, expenses and taxes, and to provide for the continuation of the policyholder dividend scales in
effect in 2000, assuming experience underlying such scales continued. No policies sold after demutualization have
been added to the Closed Block, and its in force business is expected to decline as we pay policyholder benefits in full.

The results of the Closed Block, along with certain related assets and liabilities, comprise the Closed Block division,
which is treated as a divested business under our definition of adjusted operating income and reported separately from
the other divested businesses that are included in our Corporate and Other operations.

As discussed in Note 12 to the Consolidated Financial Statements, if the performance of the Closed Block is more or
less favorable than we originally assumed in funding, total dividends paid to Closed Block policyholders in the future
may be greater or less than the total dividends that would have been paid to these policyholders if the policyholder
dividend scales in effect in 2000 had been continued. Any experience in excess of amounts assumed may be available
for distribution over time to Closed Block policyholders as part of policyholder dividends unless offset by future
Closed Block experience that is less favorable than expected. This excess experience will not be available to
shareholders. A policyholder dividend obligation liability is established for any excess experience. Each year, the
Board of Directors of Prudential Insurance determines the dividends payable on participating policies for the
following year based on the experience of the Closed Block, including investment income, net realized and unrealized
investment gains, mortality experience and other factors. See Note 22 to the Consolidated Financial Statements for
revenues, income and loss, and total assets of the Closed Block division.

Our strategy is to maintain the Closed Block as required by our Plan of Reorganization over the time period of its
gradual diminishment as policyholder benefits are paid in full. We are permitted under the Plan of Reorganization,
with the prior consent of the Commissioner of Banking and Insurance for the State of New Jersey, to enter into
agreements to transfer all or any part of the risks under the Closed Block policies.

Prudential Insurance reinsures substantially all of the outstanding liabilities of the Closed Block into a statutory
guaranteed separate account of a wholly-owned subsidiary, Prudential Legacy Insurance Company of New Jersey
(“PLIC”), primarily on a coinsurance basis.

Intangible and Intellectual Property

We capture and protect the innovation in our financial services products by applying for federal business method
patents and implementing trade secret controls, as appropriate. We also use numerous federal, state, common law and
foreign servicemarks, including in particular ‘“Prudential”, “Prudential Financial”, the ‘“Prudential logo” and our ‘“Rock”
symbol. We believe that the value associated with many of our patents and trade secrets, and the goodwill associated
with many of our servicemarks are significant competitive assets.

Since 2004, we have had an agreement with Prudential plc of the United Kingdom (“U.K.”), with whom we have no
affiliation, concerning the parties’ respective rights worldwide to use the names “Prudential” and “Pru.” The agreement
restricts use of the “Prudential” and ‘“Pru” name and mark in a number of countries outside the Americas, including
Europe and most parts of Asia. Where these limitations apply, we combine our “Rock” symbol with alternative word
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marks. We believe that these limitations do not materially affect our ability to operate or expand internationally.

Regulation
Overview

Our businesses are subject to comprehensive regulation and supervision. The purpose of these regulations is primarily
to protect our customers and the overall financial system and not necessarily our shareholders or debt holders. Many
of the laws and regulations to which we are subject are regularly re-examined. Existing or future laws and regulations
may become more restrictive or otherwise adversely affect our operations or profitability, increase compliance costs,
or increase potential regulatory exposure. In recent years we have experienced, and expect to continue to experience,
extensive changes in the laws and regulations, and
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regulatory frameworks applicable to our businesses in the U.S. and internationally, including the Dodd-Frank Wall
Street Reform and Consumer Protection Act (“Dodd-Frank™) discussed below. In addition, we cannot predict how
current or future initiatives will impact these existing laws, regulations and regulatory frameworks.

In our international businesses, regulations may apply heightened scrutiny to non-domestic companies, which can
reduce our flexibility as to intercompany transactions, investments and other aspects of business operations and
adversely affect our liquidity and profitability. In some instances, regulators may impose different, or more rigorous
laws and requirements than in the U.S. to protect policyholders or their financial system from perceived systemic risk,
including regulations governing privacy, consumer protection, employee protection, corporate governance and capital
adequacy. In addition, certain of our international operations face political, legal, operational and other risks that we
do not face in the U.S., including the risk of discriminatory regulation, labor issues in connection with workers’
associations and trade unions, nationalization or expropriation of assets, price controls and currency exchange controls
or other restrictions that limit our ability to transfer funds from these operations out of the countries in which they
operate or to convert local currencies we hold into U.S. dollars or other currencies. Some jurisdictions in which we
operate joint ventures restrict our maximum percentage of ownership, which exposes us to additional operational,
compliance, legal and joint venture partner risks and limits our array of potential remedies in the event of a breach by
a partner.

The primary regulatory frameworks applicable to the Company are described further below under the following
section headings:

Dodd-Frank Wall Street Reform and Consumer Protection Act

€RISA and DOL Fiduciary Rules

U.S. State Insurance Holding Company Regulation

U.S. Insurance Operations

State Insurance Regulation

U.S. Federal and State Securities Regulation Affecting Insurance Operations
{nternational Insurance Regulation

U.S. Investment and Retirement Products and Investment Management Operations
U.S. Securities and Commodity Operations

International Regulation of Non-Insurance Operations

Derivatives Regulation

Privacy and Cybersecurity Regulation

Anti-Money Laundering and Anti-Bribery Laws

€nvironmental Laws and Regulations

Unclaimed Property Laws

axation

U.S. Taxation

International Taxation

dnternational and Global Regulatory Initiatives

Several of our domestic and foreign regulators, including the Board of Governors of the Federal Reserve System
(“FRB”) and the New Jersey Department of Banking and Insurance (“NJDOBI”), participate in an annual supervisory
college. The purpose of the supervisory college is to promote ongoing supervisory coordination, facilitate the sharing

of information among regulators and to enhance each regulator’s understanding of the Company’s risk profile. The most
recent supervisory college was held in October 2017.

Dodd-Frank Wall Street Reform and Consumer Protection Act
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Dodd-Frank subjects us to substantial federal regulation, primarily as a non-bank financial company (a “Designated
Financial Company”’) designated for supervision by the FRB, as discussed below. We cannot predict the timing or
requirements of the regulations not yet adopted under Dodd-Frank or how such regulations will impact our business
credit or financial strength ratings, results of operations, cash flows, financial condition or competitive position.
Furthermore, we cannot predict whether such regulations will make it advisable or require us to hold or raise

’

additional capital or liquid assets, potentially affecting capital deployment activities, including buying back shares or

paying dividends.

Initiatives Regarding Dodd-Frank and Financial Regulation

In November 2017, the U.S. Department of the Treasury released a report titled “Financial Stability Oversight Council

Designations,” with recommendations on the Financial Stability Oversight Council’s (the "Council") standards and
processes for the designation and continued designation of Designated Financial Companies. The Treasury was
directed by President Trump in
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an April 2017 memorandum to review the process and issue the report. The report recommends, among other things,
prioritizing an activities-based approach over the use of individual company designations, enhancing coordination and
engagement with primary insurance regulators at the state level, and improving the analysis used to support
determinations.

In October 2017, the U.S. Department of the Treasury released a report titled “A Financial System That Creates
Economic Opportunities - Asset Management and Insurance.” The Treasury was directed by President Trump in a
February 2017 executive order to review the regulation of the financial system and issue the report. The report
identifies laws, regulations and other requirements that promote or inhibit certain core principles of financial
regulation that are outlined in the order. Among other things, the report recommends that primary federal and state
regulators should focus on potential systemic risks arising from products and activities, and on implementing
regulations that strengthen the asset management and insurance industries as a whole, rather than focus on an
entity-based regulatory regime. The report also affirms the role of the U.S. state-based system of insurance regulation.
In addition, the report supports current efforts at the DOL to reexamine, and delay full implementation of, the
fiduciary rules, and encourages the DOL and the U.S. Securities and Exchange Commission (“SEC”) to work with state
insurance regulators to evaluate the impacts of the fiduciary rules across markets.

In June 2017, the U.S. House of Representatives passed the Financial CHOICE Act, which, if enacted, would amend
certain provisions of Dodd-Frank, including the authority of the Council to designate non-bank financial companies
for enhanced supervision by the FRB. In addition, from time to time other legislation aimed at limiting Dodd-Frank
has been proposed.

We cannot predict whether the Treasury reports, the Financial CHOICE Act or other initiatives aimed at revising
Dodd-Frank and regulation of the financial system will ultimately form the basis for changes to laws or regulations
impacting the Company, or lead to the removal of the Company’s Designated Financial Company status.

Regulation as a Designated Financial Company

Dodd-Frank established the Council, which is authorized to subject non-bank financial companies such as Prudential
Financial to stricter prudential standards and to supervision by the FRB if the Council determines that either (i)
material financial distress at the Company, or (ii) the nature, scope, size, scale, concentration, interconnectedness, or
mix of the Company’s activities, could pose a threat to domestic financial stability. Prudential Financial has been a
Designated Financial Company since September 2013 under the first criterion. Under Dodd-Frank the Council is
required to reevaluate this designation at least annually. The Council last voted to maintain Prudential Financial’s
designation in December 2015, and our designation is currently being reevaluated.

Thus far the FRB has focused its general supervisory authority over us in several areas, including oversight of our
capital planning and risk management processes, model governance and validation, liquidity management,
compliance, information and technology security, and resolution and recovery planning.

As a Designated Financial Company, the Company is, or may become, subject to the following standards (many of
which are the subject of ongoing rule-making as described below), among others:

Capital, leverage and liquidity requirements. Dodd-Frank requires the FRB to establish requirements and limitations
relating to capital, leverage and liquidity. The FRB issued an advance notice of proposed rulemaking in June 2016
regarding approaches to minimum regulatory capital requirements, but otherwise has taken no public action.
Corporate governance, risk management and liquidity risk requirements. The FRB issued a proposed rule in June
2016 that would apply consistent liquidity risk, corporate governance, and risk-management standards to Designated
Financial Companies, but has not issued a final rule.
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Stress testing. Dodd-Frank requires us to be subject to stress tests to be promulgated by the FRB. Under FRB rules,
Designated Financial Companies must comply with these requirements in the calendar year after the year in which a
company first becomes subject to the FRB’s minimum regulatory capital requirements discussed above, although the
FRB has the discretion to accelerate or extend the effective date.

Early remediation. The FRB is required under Dodd-Frank to prescribe regulations for the establishment of an “early
remediation” regime for the financial distress of Designated Financial Companies.

Resolution planning. We are required to submit to the FRB and Federal Deposit Insurance Corporation (“FDIC”), and
periodically update in the event of material events, a plan for rapid and orderly resolution in the event of severe
financial distress. We submitted our last resolution plan in December 2015. In July 2017, the FRB and the FDIC
announced that the next resolution plan filing deadline will be delayed from December 31, 2017 to December 31,
2018. If the FRB and the FDIC were to jointly determine that our 2015 resolution plan, or any future resolution plan,
is not credible or would not facilitate an orderly resolution of the Company under applicable law, and the Company is
unable to remedy the identified deficiencies in a timely manner, the regulators may jointly impose more stringent
capital, leverage or liquidity requirements or restrictions on growth, activities or operations, or require us
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to divest assets. The FRB and FDIC have thus far issued no comments on our 2015 resolution plan.

Recovery planning. We are also required to submit to the FRB a recovery plan that describes the steps that the
Company could take to reduce risk and conserve or restore liquidity and capital in the event of severe financial stress
scenarios. We submitted our first recovery plan in 2016. We are scheduled to submit our next recovery plan in June
2019.

Credit exposure limits. Dodd-Frank requires the FRB to promulgate regulations that would prohibit Designated
¥inancial Companies from having a credit exposure to any unaffiliated company in excess of 25% of the Designated
Financial Company’s capital stock and surplus. The FRB has not proposed any such rule.

Acquisitions. As a Designated Financial Company, we must seek pre-approval from the FRB for the acquisition of
specified interests in certain companies engaged in financial activities.

Recommendations to other regulators. The Council may recommend that state insurance regulators or other regulators
apply new or heightened standards and safeguards for activities or practices we and other insurers or other financial
services companies engage in.

Activities based capital requirements. As a Designated Financial Company, we could be subject to additional capital
requirements for, and other restrictions on, proprietary trading and sponsorship of, and investment in, hedge, private
equity and other covered funds.

ERISA and DOL Fiduciary Rules

The Employee Retirement Income Security Act (“ERISA”) is a comprehensive federal statute that applies to U.S.
employee benefit plans sponsored by private employers and labor unions. Plans subject to ERISA include pension and
profit sharing plans and welfare plans, including health, life and disability plans. ERISA provisions include reporting
and disclosure rules, standards of conduct that apply to plan fiduciaries and prohibitions on transactions known as
“prohibited transactions,” such as conflict-of-interest transactions and certain transactions between a benefit plan and a
party in interest. ERISA also provides for civil and criminal penalties and enforcement. Our insurance, investment
management and retirement businesses provide services to employee benefit plans subject to ERISA, including
services where we may act as an ERISA fiduciary. In addition to ERISA regulation of businesses providing products
and services to ERISA plans, we become subject to ERISA’s prohibited transaction rules for transactions with those
plans, which may affect our ability to enter transactions, or the terms on which transactions may be entered, with those
plans, even in businesses unrelated to those giving rise to party in interest status.

DOL Fiduciary Rules and Other Fiduciary Rules Developments

In April 2016, the DOL issued a final regulation accompanied by new class exemptions and amendments to
long-standing exemptions from the prohibited transaction provisions under ERISA (collectively, the “Rules”). The Rules
redefine who is considered a “fiduciary” for purposes of transactions with qualified plans, plan participants and
Individual Retirement Accounts (“IRAs”), and generally provide that investment advice to a plan participant or IRA
owner will be treated as a fiduciary activity. The Rules became applicable, in part, on June 9, 2017 and the remainder

of the Rules will become applicable on July 1, 2019. In November 2017, the DOL announced an 18-month extension

of the previous January 1, 2018 applicability date for the remainder of the Rules in order to give the DOL the time
necessary to consider public comments received in response to a DOL request for information (as further described
below), including whether changes and alternatives to the Rules would be appropriate.

In February 2017, President Trump directed the DOL to examine the Rules to determine whether they may adversely
affect access to retirement information and advice and, if so, to issue a proposed rule rescinding or revising the Rules.
In connection with the ongoing examination of the Rules as directed by President Trump, the DOL issued a request
for information seeking public comment on the Rules. In addition, the Secretary of Labor has stated that he will seek
to engage with the SEC on the Rules. In June 2017, the Chairman of the SEC issued a public statement soliciting
comments on the standard of conduct for investment advisers and broker-dealers when they provide advice to retail

41



Edgar Filing: PRUDENTIAL FINANCIAL INC - Form 10-K

investors. The National Association of Insurance Commissioners (“NAIC”) has also formed an Annuity Suitability
Working Group, which is considering the development of enhanced standards for the sale of annuities. In addition, in
December 2017, the New York State Department of Financial Services (“NY DFS”) proposed amendments to its
suitability regulations which, if enacted, would impose a best-interest standard to the sale of all annuity and life
insurance products in New York, and other state regulators and legislatures have adopted or are considering adopting
best interest standards. We cannot predict what impact these developments will have on the Rules and their
application to our products or on the standard of conduct applicable to some of our businesses.

We believe the Rules primarily impact our Individual Annuities, Retirement and Investment Management segments
and our Prudential Advisors distribution system, which we include in the results of our Individual Life segment.
Overall, the Rules have resulted in increased compliance costs and may create increased exposure to legal claims
under certain circumstances, including class actions. In addition, we have experienced a decline in sales in our
annuities business, which may continue. Significant aspects of the Rules and their impact on our businesses include
the following:
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* Prudential Advisors. We have taken the steps we believe are necessary to comply with the part of the Rules currently
in effect which pertains to the “best interest contract exemption” for investment advice concerning retirement plans and
IRAs, including recommendations to purchase products sold to IRAs, which constitutes a significant part of Prudential
Adpvisors’ non-life insurance new business revenues. The Rules have also resulted in changes to compensation and
benefit structures, and our product offerings. The Rules impose compliance requirements and may result in damages
and liability under ERISA and the Internal Revenue Code for excise taxes, disgorgement of profit, and other possible
remedies. Unless revised, one of the parts of the Rules scheduled to become applicable in 2019 requires a financial
institution, if it wishes to rely on the best interest contract exemption in the Rules, to enter into a contract with each
customer to whom “investment advice” is given. This contract must provide, among other things, for a new private right
of action that may result in additional damages and liability.

*Annuities. In response to the Rules becoming effective, certain distributors restricted the sale of certain types of
annuities. During the delay of certain requirements until July 2019, all qualified sales of variable and fixed annuities
are generally subject to the same “impartial conduct standards” under the Rules. If the Rules become effective in their
current form, following the July 2019 effective date, sales of variable annuities by our retail distributors, including
Prudential Advisors, would only be permitted pursuant to the best interest contract exemption described above, while
sales of certain fixed annuities would be permitted pursuant to the best interest contract exemption or a separate
exemption. In addition, in some instances we are altering our product design, offerings or pricing to meet the needs of
certain distributors to support their compliance with the Rules. We are also monitoring and limiting certain
wholesaling and other sales support and customer service activities to continue not to be classified as a fiduciary under
the Rules.

*Retirement. We have made certain changes to the asset allocation tools available for use by participants in defined
contribution plans, which may include illustrations based on specific investments, so that the tools should not fall
within the definition of acting as a fiduciary for plan clients. We have instituted processes for IRA offerings to comply
with the new best interest contract exemption referred to above in connection with recommendations to plan
participants to roll assets over to an IRA or retain them in their employer’s retirement plan. In addition, we have taken
certain actions with sponsors and intermediaries for plans with less than $50 million in assets to continue not to be
classified as a fiduciary under the Rules. Historically, the substantial majority of our earnings in the Retirement
business have not come from IRA offerings, asset retention and consolidation activities, and plans with less than $50
million in assets.

*Investment Management. In some instances we have altered our product design, offerings or pricing in order to meet
the needs of certain distributors of mutual funds to support their compliance with the Rules. We are also monitoring
and limiting certain wholesaling and other sales support and customer service activities to continue not be classified as
a fiduciary under the Rules.

The Rules have had an impact on our business as described above, and any revised Rules or additional standards
developed by the DOL, the SEC or the NAIC and state regulators may further affect our business, results of

operations, cash flows and financial condition.

Outside the U.S., in 2017 the Japanese Financial Services Agency (“FSA”) announced the “Principles of Fiduciary Duty,”
a set of recommended general principles for businesses to adopt when performing client related financial services. The
principles have been adopted by The Prudential Life Insurance Company Ltd. (“Prudential of Japan™), Gibraltar Life,
and Prudential Gibraltar Financial Life Insurance Company, Ltd. (“PGFL”). The FSA encourages voluntary adoption of
these fiduciary principles as a best practice, but adoption is not required by regulation. Companies’ policies regarding
their fiduciary duties can be tailored based on their specific business, such as target clients and complexity of

products. Once companies adopt the principles and establish a policy, they are required to implement measures to
ensure their employees fulfill their fiduciary duties, and periodically assess the measures’ effectiveness. The principles
or further regulatory developments may impact our business, results of operations, cash flows and financial condition.
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U.S. State Insurance Holding Company Regulation

We are subject to the insurance holding company laws in the states where our insurance subsidiaries are domiciled,
which currently include New Jersey, Arizona, Connecticut and Indiana, or are treated as commercially domiciled,
such as New York. These laws generally require each insurance company directly or indirectly owned by the holding
company to register with the insurance department in the insurance company’s state of domicile and to furnish
annually financial and other information about the operations of companies within the holding company system.
Generally, all transactions affecting the insurers in the holding company system must be fair and reasonable and, if
material, require prior notice and approval or non-disapproval by the state’s insurance department.
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Most states, including the states in which our U.S. insurance companies are domiciled, have insurance laws that
require regulatory approval of a direct or indirect change of control of an insurer or an insurer’s holding company.
Laws such as these that apply to us prevent any person from acquiring control of Prudential Financial or of our
insurance subsidiaries unless that person has filed a statement with specified information with the insurance regulators
and has obtained their prior approval. Under most states’ statutes, acquiring 10% or more of the voting stock of an
insurance company or its parent company is presumptively considered a change of control, although such presumption
may be rebutted. Accordingly, any person who acquires 10% or more of the voting securities of Prudential Financial
without the prior approval of the insurance regulators of the states in which our U.S. insurance companies are
domiciled will be in violation of these states’ laws and may be subject to injunctive action requiring the disposition or
seizure of those securities by the relevant insurance regulator or prohibiting the voting of those securities and to other
actions determined by the relevant insurance regulator. In addition, many state insurance laws require prior
notification to state insurance departments of a change in control of a non-domiciliary insurance company doing
business in that state.

Group-Wide Supervision

NJDOBI has acted as the group-wide supervisor of Prudential Financial since 2015 pursuant to New Jersey legislation
that authorizes group-wide supervision of internationally active insurance groups. The law, among other provisions,
authorizes NJDOBI to examine Prudential Financial and its subsidiaries, including by ascertaining the financial
condition of the insurance companies for purposes of assessing enterprise risk. In accordance with this authority,
NJDOBI receives information about the Company’s operations beyond those of its New Jersey domiciled insurance
subsidiaries.

The NAIC has promulgated model laws for adoption in the United States that would provide for group-wide
supervision of certain insurance holding companies in addition to the current regulation of insurance subsidiaries.
While the timing of their adoption and content will vary by jurisdiction, we have identified the following areas of
focus in these model laws: (1) uniform standards for insurer corporate governance; (2) group-wide supervision of
insurance holding companies; (3) adjustments to risk-based capital calculations to account for group-wide risks; and
(4) additional regulatory and disclosure requirements for insurance holding companies.

Some laws which facilitate group-wide supervision have already been enacted in the jurisdictions in which we
operate, such as Own Risk and Solvency Assessment (“ORSA”) reporting, which requires larger insurers to assess the
adequacy of its and its group’s risk management and current and future solvency position, and Corporate Governance
Annual Disclosure reporting, which requires us to report on our governance structure, policies and practices.

The NAIC has formed a working group to develop a U.S. group capital calculation using an RBC aggregation
methodology. In constructing the calculation the working group is considering group capital developments undertaken
by the FRB and the International Association of Insurance Supervisors (“IAIS”).

The NAIC has also established a new initiative to develop a macroprudential framework intended to: (1) improve state
insurance regulators’ ability to monitor and respond to the impact of external financial and economic risks on insurers;
(2) better monitor and respond to risk emanating from or amplified by insurers that might be transmitted externally;
and (3) increase public awareness of NAIC/state monitoring capabilities regarding macroprudential trends. As part of
this initiative, the areas identified by the NAIC for potential enhancement include liquidity, resolution and recovery,
capital stress testing, and counterparty exposure and concentration. We cannot predict what, if any, additional
requirements and compliance costs any new group-wide standards will impose on Prudential Financial.

State insurance departments conduct periodic examinations of the books and records, financial reporting, policy
filings and market conduct of insurance companies domiciled in their states, generally once every three to five years.
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Examinations are generally carried out in cooperation with the insurance departments of other states under guidelines
promulgated by the NAIC. During 2016, as part of the normal five year examination, NJDOBI, along with the
insurance regulators of Arizona, Connecticut and Indiana commenced a coordinated risk-focused financial
examination for the five year period ended December 31, 2016, covering Prudential and all of its subsidiaries in
connection with NJDOBI’s role as group-wide supervisor. We expect the exam to be completed in 2018.

U.S. Insurance Operations

State insurance laws regulate all aspects of our U.S. insurance businesses, and state insurance departments in the fifty
states, the District of Columbia and various U.S. territories and possessions monitor our insurance operations.
Prudential Insurance is domiciled in New Jersey and its principal insurance regulatory authority is the NJDOBI. Our
other U.S. insurance companies are principally regulated by the insurance departments of the states in which they are
domiciled. Generally, our insurance products must be approved by the insurance regulators in the state in which they
are sold. Our insurance products are substantially affected
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by federal and state tax laws.
State Insurance Regulation

State insurance authorities have broad administrative powers with respect to all aspects of the insurance business
including: (1) licensing to transact business; (2) licensing agents; (3) admittance of assets to statutory surplus; (4)
regulating premium rates for certain insurance products; (5) approving policy forms; (6) regulating unfair trade and
claims practices; (7) establishing reserve requirements and solvency standards; (8) fixing maximum interest rates on
life insurance policy loans and minimum accumulation or surrender values; (9) regulating the type, amounts and
valuations of investments permitted; (10) regulating reinsurance transactions, including the role of captive reinsurers;
and (11) other matters.

State insurance laws and regulations require our U.S. insurance companies to file financial statements with state
insurance departments everywhere they do business in accordance with accounting practices and procedures
prescribed or permitted by these departments. The operations of our U.S. insurance companies and accounts are
subject to examination by those departments at any time.

Financial Regulation

Dividend Payment Limitations. New Jersey insurance law and the insurance laws of the other states in which our
insurance companies are domiciled regulate the amount of dividends that may be paid by Prudential Insurance and our
other U.S. insurance companies. See Note 15 to the Consolidated Financial Statements for additional information.

Risk-Based Capital. We are subject to risk-based capital (“RBC”) requirements that are designed to enhance regulation
of insurers’ solvency. The RBC calculation, which regulators use to assess the sufficiency of an insurer’s statutory
capital, measures the risk characteristics of a company’s assets, liabilities and certain off-balance sheet items. In
general, RBC is calculated by applying factors to various asset, premium, claim, expense and reserve items. Within a
given risk category, these factors are higher for those items with greater underlying risk and lower for items with
lower underlying risk. Insurers that have less statutory capital than required are considered to have inadequate capital
and are subject to varying degrees of regulatory action depending upon the level of capital inadequacy.

The NAIC’s Investment Risk-Based Capital Working Group is developing updates to the RBC factors for invested
assets including expanding, for RBC purposes, the current NAIC designations from six to twenty. Additional
adjustments to the RBC calculation are also under consideration by the NAIC, including new charges for longevity
risk and operational risk. Due to the ongoing nature of the NAIC’s activities regarding RBC, we cannot determine the
ultimate timing of these changes or their impact on RBC or on our financial position.

Insurance Reserves and Regulatory Capital. State insurance laws require us to analyze the adequacy of our reserves
annually. The respective appointed actuaries for each of our life insurance companies must each submit an opinion
that our reserves, when considered in light of the assets we hold with respect to those reserves, make adequate
provision for our contractual obligations and related expenses.

In June 2016, the NAIC adopted a recommendation that will activate a principles-based reserving approach for life
insurance products. Principles-based reserving replaces the reserving methods for life insurance products for which
the current formulaic basis for reserves may not accurately reflect the risks or costs of the liability or obligations of the
insurer. The principles-based reserving approach has a three-year phase-in period. At the Company's discretion, it may
be applied to new individual life business beginning as early as January 1, 2017, but must be applied for all new
individual life business issued January 1, 2020 and later. The Company may select different implementation dates for
different products. Principles-based reserving will not affect reserves for policies in force prior to January 1, 2017.
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During 2017, the Company adopted principles-based reserving for its guaranteed universal life products and
introduced updated versions of these products that are expected to support the principles-based statutory reserve level
without the need for captive reserve financing or additional assets under Actuarial Guideline No. 48 (“AG 48”). AG 48
prescribes an actuarial method to determine the portion of the assets held to support reserves for certain term and
universal life policies that must be cash and rated securities, and the portion that may be financed or supported by
other assets. The Credit for Reinsurance Model Law and the Term and Universal Life Insurance Reserving Financing
Model Regulation, which are consistent with AG 48, will replace AG 48 in a state upon the state’s adoption of the
model law and regulation. The Company is continuing to assess the impact of this new reserving approach on
projected statutory reserve levels and product pricing for its remaining portfolio of individual life product offerings,
such as term and variable life insurance.

As a result of an agreement with the NY DFS regarding our reserving methodologies for certain variable annuity and
life insurance products, certain of our New York licensed insurance subsidiaries hold additional statutory reserves on a

New York
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basis, which reduces their New York statutory surplus. None of our U.S. operating insurance companies are domiciled
in New York, and these changes do not impact statutory reserves reported in our insurance subsidiaries’ states of
domicile, or any states other than New York, and therefore do not impact RBC ratios; however, the agreed reserve
methodologies may require us to hold additional New York statutory reserves in the future. If we were required to
establish material additional reserves on a New York statutory accounting basis or post material amounts of additional
collateral with respect to annuity or insurance products, our ability to deploy capital held within our U.S. domestic
insurance subsidiaries for other purposes could be affected.

Captive Reinsurance Companies. We have used captive reinsurance subsidiaries to finance the portion of the statutory

reserves for term and universal life policies that we consider to be non-economic. If we are unsuccessful in obtaining
additional financing as a result of market conditions, regulatory changes or otherwise, this could require us to increase

prices, reduce our sales of certain life products, or modify certain products, any of which could adversely affect our
competitiveness, capital and financial position and results of operations. See “Management’s Discussion and Analysis

of Financial Condition and Results of Operations—Liquidity and Capital Resources—Capital—Financing Activities—Term ar
Universal Life Reserve Financing” for a discussion of our life product reserves and reserve financing.

Variable Annuities. In November 2015, the NAIC adopted the Variable Annuities Framework for Change, which
outlines the NAIC’s commitment to change in concept the statutory framework to address concerns that have led to the
development and utilization of captive reinsurance transactions for variable annuity business in order to create more
consistency across regulators and remove the impetus for insurers to cede risk to captives. The framework
contemplates extensive changes to the guidance and rules governing variable annuities, including with regard to
reserving, capital, accounting, derivative use limitations and disclosure.

In December 2017, the NAIC exposed for public comment proposed recommendations and revisions to the current
Actuarial Guideline No. 43 (“AG 43”) and RBC “C-3 Phase II”” framework applicable to variable annuities reserve and
capital requirements. Proposed changes include: (i) aligning economically-focused hedge assets with liability
valuations; (ii) reforming standard scenarios for AG 43 and C3 Phase II; (iii) revising asset admissibility for
derivatives and deferred tax assets; and (iv) standardizing capital market assumptions and aligning total asset
requirements and reserves. Given the uncertainty of the ultimate outcome of these initiatives, at this time we are
unable to predict the timing of any new rules or their expected effects on our business. If applicable insurance laws are
changed in a way that impairs our ability to write variable annuities and efficiently manage their associated risks, we
may need to increase prices or modify our products, which could also adversely affect our competitiveness, capital

and financial position and results of operations.

During 2016, we recaptured the risks related to our variable annuities living benefit riders and certain retirement
products that were previously reinsured to our captive reinsurance company in a series of transactions we collectively
refer to as the “Variable Annuities Recapture.” While we completed the Variable Annuities Recapture in advance of
definitive guidance from the NAIC's Variable Annuities Framework for Change, we believe the Variable Annuities
Recapture is reasonably aligned with the key concept changes planned under the framework.

Market Conduct Regulation

State insurance laws and regulations include numerous provisions governing the marketplace activities of insurers,
including provisions governing the form and content of disclosure to consumers, illustrations, advertising, sales
practices and complaint handling. State regulatory authorities generally enforce these provisions through periodic

market conduct examinations.

Insurance Guaranty Association Assessments
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Each state has insurance guaranty association laws under which insurers doing business in the state are members and
may be assessed by state insurance guaranty associations for certain obligations of insolvent insurance companies to
policyholders and claimants. Typically, states assess each member insurer in an amount related to the member insurer’s
proportionate share of the line of business written by all member insurers in the state. Many states offer a
reimbursement of such assessments in the form of credits against future years’ premium taxes. For the years ended
December 31, 2017, 2016 and 2015, we paid $12.6 million, $1.5 million and $0.6 million, respectively, in assessments
pursuant to state insurance guaranty association laws. The 2017 assessments reflected the Penn Treaty Network
America Insurance Company insolvency, which was liquidated on March 1, 2017. While we cannot predict the
amount and timing of future assessments on our U.S. insurance companies under these laws, we have established
estimated reserves totaling approximately $35.4 million as of December 31, 2017, for future assessments relating to
insurance companies that are currently subject to insolvency proceedings including Penn Treaty Network America
Insurance Company, Executive Life of California and Lincoln Memorial Life Insurance Company.

In 2017, the NAIC approved amendments to the Life and Health Insurance Guaranty Association Model Act to
address issues relating to long-term care insurance-related insolvencies. The amendments will spread costs from future

long-term care
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insurance-related insolvencies across the entire health and life insurance industry, resulting in increased assessments
for life insurers. The amended model law will become applicable to us as it is adopted by each state. Prior
insolvencies will not be included under these amendments. Given our current market share of the impacted lines of
business, we expect our cost related to future insolvencies, net of premium tax credits available under current state
laws, would be a small percentage of the gross industry liability.

U.S. Federal and State Securities Regulation Affecting Insurance Operations

Our variable life insurance, variable annuity and mutual fund products generally are “securities” within the meaning of
federal securities laws and may be required to be registered under the federal securities laws and subject to regulation
by the SEC and the Financial Industry Regulatory Authority (“FINRA”). Certain of our insurance subsidiaries are
subject to SEC public reporting and disclosure requirements based on offerings of these products. Federal and some
state securities regulation similar to that discussed below under “—Investment Products and Investment Management
Operations” and “—Securities and Commodities Regulation” affect investment advice, sales and related activities with
respect to these products.

Our mutual funds, and in certain states our variable life insurance and variable annuity products, are also “securities”
within the meaning of state securities laws. As securities, these products are subject to filing and certain other
requirements. Also, sales activities with respect to these products generally are subject to state securities regulation.
Such regulation may affect investment advice, sales and related activities for these products.

Federal Insurance Office

Dodd-Frank established a Federal Insurance Office (“FIO”) within the Department of the Treasury headed by a director
appointed by the Secretary of the Treasury. While the FIO does not have general supervisory or regulatory authority
over the business of insurance, the FIO director performs various functions with respect to insurance, including

serving as a non-voting member of the Council, monitoring the insurance sector and representing the U.S. on
prudential aspects of international insurance matters, including at the TAIS.

International Insurance Regulation

Our international insurance operations are principally supervised by regulatory authorities in the jurisdictions in which
they operate, including the Japanese Ministry of Finance and the Japanese FSA, the financial services regulator in
Japan. In addition to Japan, we operate insurance companies in Korea, Taiwan, Mexico, Argentina, Brazil, Italy and
Poland and have insurance operations in China, India, Indonesia and Malaysia through joint ventures, and in Ghana
through a strategic investment. The insurance regulatory bodies for these businesses typically oversee such issues as:
(1) company licensing, (2) the licensing of insurance sales staff; (3) insurance product approvals; (4) sales practices;
(5) claims payment practices; (6) permissible investments; (7) solvency and capital adequacy; and (8) insurance
reserves, among other items. In some jurisdictions, for certain products, regulators will also mandate premium rates
(or components of pricing) or minimum guaranteed interest rates. Periodic examinations of insurance company books
and records, financial reporting requirements, market conduct examinations and policy filing requirements are among
the techniques used by these regulators to supervise our non-U.S. insurance businesses. Finally, insurance regulatory
authorities in the various jurisdictions in which our insurance companies are domiciled, including Japan, must approve
any change of control of Prudential Financial or the insurance companies organized under their laws.

Solvency Regulation

In order to monitor insurers’ solvency, regulatory authorities in the jurisdictions in which we operate outside the U.S.
generally establish some form of minimum solvency requirements for insurance companies, similar in concept to the
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RBC ratios that are employed by U.S. insurance regulators. These solvency ratios are used by regulators to assess the
sufficiency of an insurer’s capital and claims-paying ability and include the impact of transactions with affiliated
entities. Certain jurisdictions require the disclosure of solvency ratios to the public. Insurers that have lower solvency
ratios than the regulators require are considered to have inadequate capital and are subject to varying degrees of
regulatory action depending upon the level of capital inadequacy.

Changes in solvency regulation from jurisdiction to jurisdiction may arise based on the regulatory standards developed
by the Financial Stability Board (“FSB”), IAIS or authorities in the U.S. or the European Economic Area (“EEA”). FSB
and TAIS developments are described below under “—International and Global Regulatory Initiatives.”

Japan Capital and Solvency Regulation. Our Japan insurance operations are subject to a consolidated basis capital
standard known as the Solvency Margin Ratio framework (“SMR”). This standard prescribes the manner in which an
insurance company’s capital is calculated and is meant to respond to changes in financial markets, improve risk
management practices of insurers and
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consider risks associated with the insurer’s subsidiaries. In 2016, the FSA conducted a field test of a potential market
based alternative to the SMR framework that closely aligned with components of the IAIS ‘s risk-based Global
Insurance Capital Standard (“ICS”), which is described below under “—Other International and Global Regulatory
Initiatives.” The FSA may continue to explore potential alternatives or revisions to the existing SMR framework. We
cannot predict whether changes to the SMR will be adopted, or if they will result in additional capital requirements
and compliance costs.

Korea Accounting Standards, Capital and Solvency Regulation. In 2017, the International Accounting Standards
Board (“IASB”) released a new International Financial Reporting Standard (“IFRS”) for accounting for insurance
contracts that will go into effect in 2021 in Korea and in certain other jurisdictions where we operate. Korea’s
Financial Supervisory Service and Financial Services Commission announced plans to enhance the liability adequacy
test in June 2017 as part of its adoption effort. The enhancements require life insurers to set aside additional policy
reserves in phases from December 2017 to 2020 to support the transition to IFRS, which is expected to lead to an
increase in the level of reserves insurers must hold. In Japan, changes in IFRS do not currently impact our operations
as they are not required to report under IFRS.

Our Korea insurance operation is subject to RBC requirements that are based in part on financial statements prepared

in accordance with current accounting requirements. In 2017, the Financial Supervisory Service (“FSS”) of Korea
conducted a field test of a potential market based alternative to the RBC framework that closely aligned with
components of the IAIS’ ICS, which is described below under “—Other International and Global Regulatory Initiatives.”
The FSS will continue to explore potential alternatives or revisions to the existing RBC framework through further
quantitative impact studies with the intention of implementing changes in 2021. We cannot predict whether changes to
the RBC framework will ultimately be adopted, or if they will result in additional capital requirements and compliance
costs.

Dividend Payment Limitations

The insurance regulatory bodies in some of the countries where our international insurance businesses are located
regulate the amount of dividends that they can pay to shareholders. See Note 15 to the Consolidated Financial
Statements for additional information regarding the ability of our international subsidiaries to pay dividends to
Prudential Financial.

Insurance Guaranty Fund Assessments

Certain of our international insurance operations, including those in Japan, may be subject to assessments, generally
based on their proportionate share of business written in the relevant jurisdiction, for certain obligations of insolvent
insurance companies to policyholders and claimants. As we cannot predict the timing of future assessments, they may
materially affect the results of operations of our international insurance operations in particular quarterly or annual
periods. Under the Japanese insurance guaranty law, all licensed life insurers in Japan are required to be members of
and are assessed, on a pre-funded basis, by the Japan Policyholders Protection Corporation (“PPC”). These assessments
generate a collective fund which is used to satisfy certain obligations of insolvent insurance companies to
policyholders and claimants. The PPC assesses each member in an amount related to its proportionate share of new
business written by all member insurers. For the years ended December 31, 2017, 2016 and 2015, we paid
approximately $21 million, $22 million and $23 million, respectively, based on fixed currency exchange rates, in
assessments pursuant to Japanese insurance guaranty association laws.

U.S. Investment and Retirement Products and Investment Management Operations
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Our investment products and services are subject to federal and state securities, fiduciary, including ERISA, and other
laws and regulations. The SEC, FINRA, the Commodity Futures Trading Commission (“CFTC”), state securities
commissions, state banking and insurance departments and the DOL are the principal U.S. regulators that regulate our
investment management operations. In some cases our domestic U.S. investment operations are also subject to
non-U.S. securities laws and regulations.

Some of the separate account, mutual fund and other pooled investment products offered by our businesses, in
addition to being registered under the Securities Act, are registered as investment companies under the Investment
Company Act of 1940, as amended, and the shares of certain of these entities are qualified for sale in some states and
the District of Columbia. Separate account investment products are also subject to state insurance regulation as
described above. We also have several subsidiaries that are registered as broker-dealers under the Securities Exchange
Act of 1934 (the “Exchange Act”), as amended, and are subject to federal and state regulation. In addition, we have
subsidiaries that are investment advisers registered under the Investment Advisers Act of 1940, as amended. Our
third-party advisors and licensed sales professionals within Prudential Advisors and other employees, insofar as they
sell products that are securities, are subject to the Exchange Act and to examination requirements and regulation by
the SEC, FINRA and state securities commissioners. Regulation and examination requirements also extend to various
Prudential entities that employ or control those individuals.
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Congress from time to time considers pension reform legislation that could decrease or increase the attractiveness of
certain of our retirement products and services to retirement plan sponsors and administrators, or have an unfavorable
or favorable effect on our ability to earn revenues from these products and services. Over time, these changes could
hinder our sales of defined benefit pension products and services and cause sponsors to discontinue existing plans for
which we provide investment management, administrative, or other services, but could increase the attractiveness of
certain products we offer in connection with pension plans.

Finally, Federal and state banking laws also generally require regulatory approval for a change in control of Prudential
Financial or PB&T. The U.S. federal securities laws could also require reapproval by customers of our investment
advisory contracts to manage mutual funds, including mutual funds included in annuity products, upon a change in
control.

U.S. Securities and Commodity Operations

We have subsidiaries that are broker-dealers, investment advisers, commodity pool operators or commodity trading
advisers. The SEC, the CFTC, state securities authorities, FINRA, the National Futures Association (“NFA”), the
Municipal Securities Rulemaking Board, and similar authorities are the principal regulators of these subsidiaries.

Our broker-dealer and commodities affiliates are members of, and are subject to regulation by, “self-regulatory
organizations,” including FINRA and the NFA. Self-regulatory organizations conduct examinations of, and have
adopted rules governing, their members. In addition, state securities and certain other regulators have regulatory and
oversight authority over our registered broker-dealers. Broker-dealers and their sales forces in the U.S. and in certain
other jurisdictions are subject to regulations that cover many aspects of the securities business, including sales
methods and trading practices. The regulations cover the suitability of investments for individual customers, use and
safekeeping of customers’ funds and securities, capital adequacy, recordkeeping, financial reporting and the conduct of
directors, officers and employees. The SEC, CFTC and other governmental agencies and self-regulatory
organizations, as well as state securities commissions in the U.S. and non-U.S. regulatory agencies, have the power to
conduct administrative proceedings that can result in censure, fine, the issuance of cease-and-desist orders or
suspension, termination or limitation of the activities of a broker-dealer, an investment adviser or commodities firm or
its employees. Our U.S. registered broker-dealer subsidiaries are subject to federal net capital requirements that may
limit the ability of these subsidiaries to pay dividends to Prudential Financial.

International Regulation of Non-Insurance Operations

Our non-insurance international operations are supervised primarily by regulatory authorities in the countries in which
they operate. We operate investment-related businesses in, among other jurisdictions, Japan, Taiwan, the U.K., Hong
Kong, Mexico, Germany, Luxembourg and Singapore, and participate in investment-related joint ventures in India,
Brazil, Italy and China and a retirement related joint venture in Chile. These businesses may provide products such as
investment management products and services, mutual funds, separately managed accounts and retirement products.
The regulatory authorities for these businesses typically oversee such issues as: (1) company licensing; (2) the
licensing of investment product sales staff; (3) sales practices; (4) solvency and capital adequacy; (5) mutual fund
product approvals and related disclosures; and (6) securities, commodities and related laws, among other items. In
some cases, our international investment operations are also subject to U.S. securities laws and regulations.

In June 2016, the U.K. approved a non-binding referendum to exit the European Union. The formal process for the
U.K. to exit from the European Union remains subject to ongoing negotiation between the U.K. and the European
Union on the timing and terms of the exit. The outcome of the negotiations will determine the ultimate impact of the
exit on our operations and investments in those jurisdictions and may lead to volatility in currency exchange rates and
asset prices, as well as changes in regulation.
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Derivatives Regulation

Prudential Financial and our subsidiaries use derivatives for various purposes, including hedging interest rate, foreign
currency and equity market exposures. Dodd-Frank established a framework for regulation of the over-the-counter
derivatives markets. This framework sets out requirements regarding the clearing and reporting of derivatives
transactions, as well as collateral posting requirements for uncleared swaps. Affiliated swaps entered into between our
subsidiaries are generally exempt from most of these requirements.

We continue to monitor the potential hedging cost impacts of new initial margin requirements that we will be required
to comply with in 2020, and increased capital requirements for derivatives transactions that may be imposed on banks
that are our counterparties. Additionally, the increased need to post cash collateral in connection with mandatorily
cleared swaps may also
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require the liquidation of higher yielding assets for low yielding cash, resulting in a negative impact on investment
income.

Privacy and Cybersecurity Regulation

We are subject to laws, regulations and directives that require financial institutions and other businesses to protect the
security and confidentiality of personal information, including health-related and customer information, and to notify
their customers and other individuals of their policies and practices relating to the collection and disclosure of
health-related and customer information. In addition, we must comply with international privacy laws, regulations,
and directives concerning the cross border transfer or use of employee and customer personal information. These laws,
regulations and directives also:

provide additional protections regarding the use and disclosure of certain information such as social security numbers;
require notice to affected individuals, regulators and others if there is a breach of the security of certain personal
information;

require financial institutions and creditors to implement effective programs to detect, prevent, and mitigate identity
theft;

regulate the process by which financial institutions make telemarketing calls and send e-mail or fax messages to
consumers and customers; and

prescribe the permissible uses of certain personal information, including customer information and consumer report
information.

Financial regulators in the U.S. and international jurisdictions in which we operate continue to focus on cybersecurity,
including in proposed rulemaking, and have communicated heightened expectations and have increased emphasis in
this area in their examinations of regulated entities. For example, the European Union’s General Data Protection
Regulation, which is scheduled to become effective in May 2018, confers additional privacy rights on individuals in
the European Union and establishes penalties for violations. In addition, legislative and regulatory bodies may
consider additional or more detailed or restrictive laws and regulations regarding these subjects and the privacy and
security of personal information.

In March 2017, the NY DFS’s new cybersecurity regulation went into effect. The regulation requires financial
institutions regulated by NY DFS, including our insurance subsidiaries licensed in New York, to establish a
cybersecurity program. The regulation includes specific technical safeguards as well as requirements regarding
governance, incident planning, data management, system testing, vendor oversight and regulator notification. In
addition, in October 2017, the NAIC adopted the Insurance Data Security Model Law that is consistent with the New
York regulation. The model law in turn is expected to form the basis for legislation in the other states in which our
insurers operate.

The Company is monitoring regulatory guidance and rulemaking in this area, and may be subject to increased
compliance costs and regulatory requirements. In order to respond to the threat of security breaches and cyber attacks,
we have developed a program overseen by the Chief Information Security Officer and the Information Security Office
that is designed to protect and preserve the confidentiality, integrity, and continued availability of all information
owned by, or in the care of the Company. As part of this program, we also maintain an incident response plan. The
program provides for the coordination of various corporate functions and governance groups, and serves as a
framework for the execution of responsibilities across businesses and operational roles. The program establishes
security standards for our technological resources, and includes training for employees, contractors and third parties.
As part of the program, we conduct periodic exercises and a response readiness assessment with outside advisors to
gain a third-party independent assessment of our technical program and our internal response preparedness. We
regularly engage with the outside security community and monitor cyber threat information.
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Anti-Money Laundering and Anti-Bribery Laws

Our businesses are subject to various anti-money laundering and financial transparency laws and regulations that seek
to promote cooperation among financial institutions, regulators and law enforcement entities in identifying parties that
may be involved in terrorism or money laundering. In addition, under current U.S. law and regulations we may be
prohibited from dealing with certain individuals or entities in certain circumstances and we may be required to
monitor customer activities, which may affect our ability to attract and retain customers. We are also subject to
various laws and regulations relating to corrupt and illegal payments to government officials and others, including the
U.S. Foreign Corrupt Practices Act and the U.K.’s Anti-Bribery Law. The obligation of financial institutions, including
the Company, to identify their clients, to monitor for and report suspicious transactions, to monitor dealings with
government officials, to respond to requests for information by regulatory authorities and law enforcement agencies,
and to share information with other financial institutions, has required the implementation and maintenance of internal
practices, procedures and controls.

Environmental Laws and Regulations
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Federal, state and local environmental laws and regulations apply to our ownership and operation of real property.
Inherent in owning and operating real property are the risks of hidden environmental liabilities and the costs of any
required clean-up. Although unexpected environmental liabilities can always arise, we seek to minimize this risk by
undertaking environmental assessments, among other measures prior to taking title to real estate.

Unclaimed Property Laws

We are subject to the laws and regulations of states and other jurisdictions concerning the identification, reporting and
escheatment of unclaimed or abandoned funds, and we are subject to audit and examination for compliance with these
requirements. For additional discussion of these matters, see Note 23 to the Consolidated Financial Statements.

Taxation
U.S. Taxation

The Company and certain domestic subsidiaries file a consolidated federal income tax return that includes both life
insurance companies and non-life insurance companies. Certain other domestic subsidiaries file separate tax returns.
The principal differences between the Company’s actual income tax expense and the applicable statutory federal
income tax rate are generally deductions for non-taxable investment income, including the dividends received
deduction ("DRD"), foreign taxes applied at a different tax rate than the U.S. rate and certain tax credits. For tax years
prior to 2018, the applicable statutory federal tax rate was 35%. For tax years starting in 2018, the applicable statutory
federal income tax rate is 21%. In addition, as discussed further below, the tax attributes of our products may impact
both the Company’s and our customers’ tax positions. See “Income Taxes” in Note 2 to the Consolidated Financial
Statements and Note 19 to the Consolidated Financial Statements for a description of the Company’s tax position. As
discussed further below, new tax legislation and other potential changes to the tax law may impact the Company’s tax
position and the attractiveness of our products.

H.R.1, also referred to as the Tax Cuts and Jobs Act of 2017 (the “Tax Act of 2017’), was enacted into law on
December 22, 2017 and is generally effective starting in 2018. The Tax Act of 2017 changes the taxation of

businesses and individuals by lowering tax rates and broadening the tax base through the acceleration of taxable

income and the deferral or elimination of certain deductions, as well as changing the system of taxation of earnings of
foreign subsidiaries. The most significant changes for the Company are: (1) the reduction of the corporate tax rate

from 35% to 21%; (2) revised methodologies for determining deductions for tax reserves and the DRD; (3) an
increased capitalization and amortization period for acquisition costs related to certain products; (4) the change from a
worldwide to a modified territorial system of taxation on applicable earnings of foreign subsidiaries; (5) a new tax on
earnings of foreign subsidiaries (the Global Intangible Low-Taxed Income provision (“GILTI”)); and (6) a new tax with
respect to payments to non-U.S. affiliates that are at least 25% owned (the Base Erosion Anti-Abuse Tax (“BEAT"”)).

Our analysis of the Tax Act of 2017 is ongoing, as guidance may be needed from the Treasury Department and the
Internal Revenue Service (“IRS”) to fully understand and implement several provisions. Other life insurance and
financial services companies may benefit more or less from these tax law changes, which could impact the Company’s
overall competitive position. The law is also expected to reduce the Company’s domestic statutory capital and
risk-based capital. For additional details, see “Management’s Discussion and Analysis of Financial Condition and
Results of Operations—Liquidity and Capital Resources—Capital—Insurance Regulatory Capital.” Notwithstanding the
enactment of the Tax Act of 2017, the President, Congress, as well as state and local governments, may continue to
consider from time to time legislation that could increase the amount of corporate taxes we pay, thereby reducing
earnings.
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U.S. federal tax law generally permits tax deferral on the inside build-up of investment value of certain retirement
savings, annuities and life insurance products until there is a contract distribution and, in general, excludes from
taxation the death benefit paid under a life insurance contract. The Tax Act of 2017 did not change these rules, though
it is possible that some individuals with overall lower effective tax rates could be less attracted to the tax deferral
aspect of the Company’s products. The general reduction in individual tax rates and elimination of certain individual
deductions may also impact the Company depending on whether current and potential customers have more or less
after-tax income to save for retirement and manage their mortality and longevity risk through the purchase of the
Company’s products. Congress from time to time may enact other changes to the tax law that could make our products
less attractive to consumers, including legislation that would modify the tax favored treatment of retirement savings,
life insurance and annuities products.

The products we sell have different tax characteristics and in some cases generate tax deductions and credits for the
Company. Changes in either the U.S. or foreign tax laws may negatively impact the deductions and credits available
to the Company, including the ability of the Company to claim foreign tax credits with respect to taxes withheld on
separate account products. These changes would increase the Company’s actual tax expense and reduce its
consolidated net income.
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The level of profitability of certain products is significantly dependent on these characteristics and our ability to
continue to generate taxable income, which is taken into consideration when pricing products and is a component of
our capital management strategies. Accordingly, changes in tax law, our ability to generate taxable income, or other
factors impacting the availability or value of the tax characteristics generated by our products, could impact product
pricing and returns or require us to reduce our sales of these products or implement other actions that could be
disruptive to our businesses.

International Taxation

Our international businesses are subject to the tax laws and regulations of the countries in which they are organized
and in which they operate. Foreign governments from time to time consider legislation that could impact the amount
of taxes that we pay or impact the sales of our products. Such changes could negatively impact sales of our products
or reduce our profits.

On December 19, 2017, South Korea enacted a 2018 tax reform bill that adds a new 25% corporate income tax bracket
for taxable income in excess of 300 billion for tax years beginning on or after January 1, 2018. Taxable income in
excess of 20 billion but less than 300 billion continues to be subject to a 22% corporate income tax. In addition,
corporations continue to be subject to a local income surtax of 10% of the computed corporate income tax (e.g., 2.5%
for the tax base in excess of 300 billion, 2.2% for the tax base between 20 billion and 300 billion). After taking into
account this 10% local income tax surcharge on corporate tax, the 2018 tax reform bill increased the top corporate
income tax rate in South Korea from 24.2% to 27.5%.

Prior to 2017, the Japan national corporate tax rate was reduced from 23.9% for tax years beginning on or after April
1, 2015, to 23.4% for tax years beginning on or after April 1, 2016, and to 23.2% for tax years beginning on or after
April 1, 2018. In addition, there are local income taxes that are applied to our income earned in Japan. The Japanese
consumption tax rate is currently 8%, and is scheduled to increase to 10% on October 1, 2019. Insurance commissions
paid to our Life Planners and Life Consultants are subject to consumption tax for individuals exceeding certain
earnings thresholds; however, the tax is not charged on employee compensation (other than commissions) or
insurance premiums.

International and Global Regulatory Initiatives

In addition to the adoption of Dodd-Frank in the United States, lawmakers around the world are actively exploring
steps to avoid future financial crises. In many respects, this work is being led by the FSB, which consists of
representatives of national financial authorities of the G20 nations. The G20, the FSB and related bodies have
developed proposals to address such issues as financial group supervision, capital and solvency standards, systemic
economic risk, corporate governance including executive compensation, and a host of related issues.

In July 2013, we along with eight other global insurers, were designated by the FSB as a global systemically important
insurer (“G-SII”’) through a quantitative methodology developed and implemented by the IAIS. Similar assessments
were performed and subsequent G-SII designation lists were issued annually through November 2016. We remained
designated as a G-SII throughout this period. In November 2017, the FSB announced that the list of G-SIIs identified
in 2016 would stand until further consideration in November 2018. The FSB also recommended that the IAIS
continue ongoing efforts to develop an activities-based approach to assessing and managing potential systemic risk in
the insurance sector.

At the direction of the FSB, the IAIS has developed a set of group level policy measures for insurance supervisors to
apply to G-SlIs, including two group-wide capital standards. The basic capital requirement (“BCR”), which was
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approved by the FSB and G20 in November 2014, is a globally consistent and comparable baseline capital metric. The
higher loss absorbency (“HLA”) standard, which was approved by the FSB and G20 in November 2015, establishes a
capital buffer to be held in addition to the BCR. In February 2017, the IAIS, with the approval of the FSB, delayed
jurisdictional implementation of HLA until 2022 at the earliest and advised that the ICS would replace the BCR as the
foundation for the HLA requirement.

In addition to G-SII related policy measures, the IAIS is developing the Common Framework for the Supervision of
Internationally Active Insurance Groups (“ComFrame”). Through ComFrame, the IAIS seeks to promote effective and
globally consistent supervision of the insurance industry through uniform standards for insurer corporate governance,
enterprise risk management and other control functions, group-wide supervision and group capital adequacy. The
non-capital related components of ComFrame are being developed iteratively through a series of public consultations
and are scheduled to be adopted by the IAIS in 2019. The ICS, which is the capital adequacy component of
ComPFrame, is also being developed iteratively through both a series of public consultations and voluntary field tests.
Recently, the IAIS announced an agreement among its members on the development and implementation of the ICS.
Terms of the agreement include: adoption of the ICS by the IAIS in 2019; a five-year monitoring phase beginning in
2020 during which Internationally Active Insurance Groups (“IAIGs”) are to report ICS results to their group
supervisory authorities; and implementation of the ICS at the jurisdictional level in 2026.
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As a standard setting body, the IAIS does not have direct authority to require insurance companies to comply with the
policy measures it develops, including the BCR, ICS and HLA standards. However, if the policy measures were
adopted by either our group supervisory authorities in the U.S. or supervisors of our international operations or
companies, we could become subject to these standards. Adoption of IAIS policy measures could impact the manner
in which we deploy our capital, structure and manage our businesses, and otherwise operate both within the U.S. and
abroad. The possibility of inconsistent and conflicting regulation of the Prudential Financial at the group level and the
subsidiary level also exists as law makers and regulators in multiple jurisdictions simultaneously pursue these
initiatives.

Employees

As of December 31, 2017, we had 49,705 employees and sales associates, including 29,334 located outside of the
United States. We believe our relations with our employees and sales associates are satisfactory.

Available Information

Prudential Financial files periodic and current reports, proxy statements and other information with the SEC. Such
reports, proxy statements and other information may be obtained through the SEC’s website (www.sec.gov) or by
visiting the Public Reference Room of the SEC at 100 F Street, N.E., Washington D.C. 20549 or calling the SEC at
1-800-SEC-0330.

You may also access our press releases, financial information and reports filed with the SEC (for example, our Annual
Report on Form 10-K, our Quarterly Reports on Form 10-Q, our Current Reports on Form 8-K and any amendments
to those Forms) online at www.investor.prudential.com. Copies of any documents on our website are available
without charge, and reports filed with or furnished to the SEC will be available as soon as reasonably practicable after
they are filed with or furnished to the SEC. The information found on our website is not part of this or any other report
filed with or furnished to the SEC.

ITEM 1A.RISK FACTORS

You should carefully consider the following risks. These risks are not exclusive, and additional risks to which we are
subject include, but are not limited to, the factors mentioned under “Forward-Looking Statements” above and the risks
of our businesses described elsewhere in this Annual Report on Form 10-K. Many of these risks are interrelated and
could occur under similar business and economic conditions, and the occurrence of certain of them may in turn cause
the emergence or exacerbate the effect of others. Such a combination could materially increase the severity of the
impact of these risks on our businesses, results of operations, financial condition and liquidity.

Overview

On an annual basis, the Company reviews its risk identification framework which documents the definition, potential
manifestation, and management of its risks. These Risk Factors describe the Company’s material risks and their
potential manifestation, as reflected in the risk identification framework. The Company’s risk management framework
is described under “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Risk
Management.”

The Company has categorized its risks into tactical and strategic risks. Tactical risks may cause damage to the
Company, and the Company seeks to manage and mitigate them through models, metrics and the overall risk
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framework. The Company’s tactical risks include investment, insurance, market, liquidity, and operational risk.
Strategic risks can cause the Company’s fundamental business model to change, either through a shift in the businesses
in which it is engaged or a change in execution. The Company’s strategic risks include regulatory, technological
changes and other external factors. These risks, as well as the sub-risks that may impact the Company, are discussed
below.

Investment Risk

Our investment portfolios are subject to the risk of loss due to default or deterioration in credit quality or value.
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We are exposed to investment risk through our investments, which primarily consist of public and private fixed
maturity securities, commercial mortgage and other loans, equity securities and alternative assets including private
equity, hedge funds and real estate. For a discussion of our general account investments, see “Management’s Discussion
and Analysis of Results of Operations and Financial Condition—General Account Investments.” We are also exposed to
investment risk through a potential counterparty default.

Investment risk may result from (1) economic conditions, (2) adverse capital market conditions, including disruptions
in individual market sectors or a lack of buyers in the marketplace, (3) volatility, (4) credit spread changes, (5)
benchmark interest rate changes, (6) changes in foreign currency exchange rates and (7) declines in value of
underlying collateral. These factors may impact the credit quality, liquidity and value of our investments and
derivatives, potentially resulting in higher capital charges and unrealized or realized losses. Also, certain investments
we hold, regardless of market conditions, are relatively illiquid and our ability to promptly sell these assets for their
full value may be limited. Additionally, our valuation of investments may include methodologies, inputs and
assumptions which are subject to change and different interpretation and could result in changes to investment
valuations that may materially impact our results of operations or financial condition. For information about the
valuation of our investments, see Note 20 to the Consolidated Financial Statements.

Our investment portfolio is subject to credit risk, which is the risk that an obligor (or guarantor) is unable or unwilling
to meet its contractual payment obligations on its fixed maturity security, loan or other obligations. Credit risk may
manifest in an idiosyncratic manner (i.e., specific to an individual borrower or industry) or through market-wide credit
cycles. Financial deterioration of the obligor increases the risk of default and may increase the capital charges required
under such regimes as the NAIC RBC, the FSA SMR or other constructs to hold the investment and in turn,
potentially limit our overall capital flexibility. Credit defaults (as well as credit impairments, realized losses on
credit-related sales, and increases in credit related reserves) may result in losses which adversely impact earnings,
capital and our ability to appropriately match our liabilities and meet future obligations.

Our Company is subject to counterparty risk, which is the risk that the counterparty to a transaction could default or
deteriorate in creditworthiness before or at the final settlement of a transaction. In the normal course of business, we
enter into financial contracts to manage risks (such as derivatives to manage market risk and reinsurance treaties to
manage insurance risk), improve the return on investments (such as securities lending and repurchase transactions)
and provide sources of liquidity or financing (such as credit agreements, securities lending agreements and repurchase
agreements). These transactions expose the Company to counterparty risk. Counterparties include commercial banks,
investment banks, broker-dealers and insurance and reinsurance companies. In the event of a counterparty
deterioration or default, the magnitude of the losses will depend on then current market conditions and the length of
time required to enter into a replacement transaction with a new counterparty. Losses are likely to be higher under
stressed conditions.

Our investment portfolio is subject to equity risk, which is the risk of loss due to deterioration in market value of
public equity or alternative assets. We include public equity and alternative assets (including private equity, hedge
funds and real estate) in our portfolio constructions, as these asset classes can provide cash flows over longer periods
of time, aligning with the emergence of cash flows of our liabilities. Public equity and alternative assets have varying
degrees of price transparency. Equities traded on stock exchanges (public equities) have significant price transparency,
as transactions are often required to be disclosed publicly. Assets for which price transparency is more opaque include
private equity (joint ventures/limited partnerships) and direct real estate. As these investments typically do not trade
on public markets and indications of realizable market value may not be readily available, valuations can be
infrequent and/or more volatile. A sustained decline in public equity and alternative markets may reduce the returns
earned by our investment portfolio through lower than expected dividend income, property operating income, and
capital gains, thereby adversely impacting earnings, capital, and product pricing assumptions. These assets may also
produce volatility in earnings as a result of uneven distributions on the underlying investments.
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We have significant liabilities for policyholders benefits which are subject to insurance risk. Insurance risk is the risk
that actual experience deviates adversely from our best estimate insurance assumptions, including mortality,
morbidity, and policyholder behavior assumptions. We provide a variety of insurance products, on both an individual
and group basis, that are designed to help customers protect against a variety of financial uncertainties. Our insurance
products protect customers against their potential risk of loss by transferring those risks to the Company, where those
risks can be managed more efficiently through pooling and diversification over a larger number of independent
exposures. During this transfer process, we assume the risk that actual losses experienced in our insurance products
deviates significantly from what we expect. More specifically, insurance risk is concerned with the deviations that
impact our future liabilities. Our profitability may decline if mortality experience, morbidity experience or
policyholder behavior experience differ significantly from our expectations when we price our products. In addition, if
we experience higher than expected claims our liquidity position may be adversely impacted, and we may incur losses
on investments if we are required to sell assets in order to pay claims. If it is necessary to sell assets at a loss, our
results of operations and financial condition could be adversely impacted. For a discussion of the impact of changes in
insurance assumptions on our financial condition, see “Management’s Discussion and Analysis of Results of Operations
and Financial Condition—Accounting Policies and Pronouncements—Application of Critical Accounting
Estimates—Policyholder Liabilities.”

Certain of our insurance products are subject to mortality risk, which is the risk that actual deaths experienced deviate
adversely from our expectations. Mortality risk is a biometric risk that can manifest in the following ways:

Mortality calamity is the risk that mortality rates in a single year deviate adversely from what is expected as the result
of pandemics, natural or man-made disasters, military actions or terrorism. A mortality calamity event will reduce our
earnings and capital and we may be forced to liquidate assets before maturity in order to pay the excess claims.
Mortality calamity risk is more pronounced in respect of geographic areas (including major metropolitan centers,
Wwhere we have concentrations of customers, including under group and individual life insurance), concentrations of
employees or significant operations, and in respect of countries and regions in which we operate that are subject to a
greater potential threat of military action or conflict. Ultimate losses would depend on several factors, including the
rates of mortality and morbidity among various segments of the insured population, the collectability of reinsurance,
the possible macroeconomic effects on our investment portfolio, the effect on lapses and surrenders of existing
policies, as well as sales of new policies and other variables.

Mortality trend is the risk that mortality improvements in the future deviate adversely from what is expected.
Mortality trend is a long-term risk in that can emerge gradually over time. Longevity products, such as annuities and
pension risk transfer, experience adverse impacts due to higher-than-expected mortality improvement. Mortality
products, such as life insurance, experience adverse impacts due to lower-than-expected improvement. If this risk
were to emerge, the Company would update assumptions used to calculate reserves for inforce business, which may
result in additional assets needed to meet the higher expected annuity claims or earlier expected life claims. An
increase in reserves due to revised assumptions has an immediate impact on our results of operations and financial
condition; however, economically the impact is generally long term as the excess outflow is paid over time.

Mortality base is the risk that actual base mortality deviates adversely from what is expected in pricing and valuing
our products. Base mortality risk can arise from a lack of credible data on which to base the assumptions.

Certain of our insurance products are subject to morbidity risk, which is the risk that either incidence or continuation
experience deviates adversely from what is expected. Morbidity risk is a biometric risk that can manifest in the
following ways:

Morbidity incidence is the risk that the rate at which policyholders become unhealthy (and qualify for benefits under
insurance policies) deviates adversely from what is expected. We are primarily exposed to morbidity incidence risk
through short-term disability products, long-term disability products, long-term care products, and the accident and
health products we sell in Japan.
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Morbidity continuation is the risk that the length of time for which policyholders remain unhealthy deviates adversely
from what is expected. This risk is primarily in our disability and long-term care products.

In each case, an increase in claims, or an increase in reserves due to revised morbidity assumptions can have an
immediate impact on our results of operations and financial condition; however, economically the impact of morbidity
risk for products that pay out for ongoing illness or disability generally emerges over the longer term as the morbidity

claims are paid.

Certain of our insurance products are subject to policyholder behavior risk, which is the risk that actual policyholder
behavior deviates adversely from what is expected. Policyholder behavior risk includes the following components:
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Lapse calamity is the risk that lapse rates over the short-term deviate adversely from what is expected. Only certain
products are exposed to this risk. Products that offer a cash surrender value that resides in the general account, such as
eeneral account stable value products, could pose a potential short-term lapse calamity risk. Surrender of these
products can impact liquidity, and it may be necessary in certain market conditions to sell assets to meet surrender
demands. Lapse calamity can also impact our earnings through its impact on estimated future profits.

Policyholder behavior efficiency is the risk that the behavior of our customers or policyholders deviates adversely
from what is expected. Policyholder behavior efficiency risk arises through product features which provide some
degree of choice or flexibility for the policyholder, which can impact the amount and/or timing of claims. Such
choices include lapse, partial withdrawal, policy loan, utilization, and premium payment rates for contracts with
flexible premiums. While some behavior is driven by macro factors such as market movements, policyholder behavior
at a fundamental level is driven primarily by policyholders’ individual needs, which may differ significantly from
product to product depending on many factors including the features offered, the approach taken to market each
product, and competitor pricing. For example, persistency (the probability that a policy or contract will remain in
force) within our annuities business may be significantly impacted by the value of guaranteed minimum benefits
contained in many of our variable annuity products being higher than current account values in light of poor market
performance as well as other factors. Many of our products also provide our customers with wide flexibility with
respect to the amount and timing of premium deposits and the amount and timing of withdrawals from the policy’s
value. Results may vary based on differences between actual and expected premium deposits and withdrawals for
these products, especially if these product features are relatively new to the marketplace. The pricing of certain of our
variable annuity products that contain certain living benefit guarantees is also based on assumptions about utilization
rates, or the percentage of contracts that will utilize the benefit during the contract duration, including the timing of
the first lifetime income withdrawal. Results may vary based on differences between actual and expected benefit
utilization. Finally, surrenders of certain insurance products may increase following a downgrade of our financial
strength ratings or adverse publicity. Policyholder behavior efficiency is generally a long-term risk that emerges over
time. An increase in reserves due to revised assumptions has an immediate impact on our results of operations and
financial condition; however, from an economic or cash flow perspective, the impact is generally long term as the
excess outflow is paid over time.

Our ability to reprice products is limited, and may not compensate for deviations from our expected insurance
assumptions.

Although some of our products permit us to increase premiums or adjust other charges and credits during the life of
the policy or contract, the adjustments permitted under the terms of the policies or contracts may not be sufficient to
maintain profitability or may cause the policies or contracts to lapse. For example, for our long-term care insurance
products, our assumptions for reserves for future policy benefits have factored in an estimate of the timing and amount
of anticipated and yet-to-be-filed premium increases which will require state approval. Our actual experience
obtaining pricing increases could be materially different than what we have assumed, resulting in further policy
liability increases which could be material. Many of our products do not permit us to increase premiums or adjust
other charges and credits or limit those adjustments during the life of the policy or contract. Even if permitted under
the policy or contract, we may not be able or willing to raise premiums or adjust other charges sufficiently, or at all.
Accordingly, significant deviations in actual experience from our pricing assumptions could have an adverse effect on
the profitability of our products. Finally, the development of a secondary market for life insurance, including life
settlements or “viaticals” and investor owned life insurance, and third-party investor strategies in the annuities business,
could adversely affect the profitability of existing business and our pricing assumptions for new business.

Market Risk

The profitability of many of our insurance and annuity products, as well as the fees we earn in our investment
management business, are subject to market risk. Market risk is the risk of loss from changes in interest rates, equity
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prices and foreign currency exchange rates.

The profitability of many of our insurance and annuity products depends in part on the value of the separate accounts
supporting these products, which can fluctuate substantially depending on market conditions. Market conditions
resulting in reductions in the value of assets we manage has an adverse effect on the revenues and profitability of our
investment management business, which depends on fees related primarily to the value of assets under management,
and could decrease the value of our strategic investments.
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Derivative instruments we use to hedge and manage foreign exchange, interest rate and equity market risks associated
with our products and businesses, and other risks might not perform as intended or expected, resulting in higher than
expected realized losses and stresses on liquidity. Market conditions can limit availability of hedging instruments,
require us to post additional collateral, and further increase the cost of executing product related hedges and such costs
may not be recovered in the pricing of the underlying products being hedged.

Market risk may limit opportunities for investment of available funds at appropriate returns, including due to the
current low interest rate environment, or other factors, with possible negative impacts on our overall results. Limited
opportunities for attractive investments may lead to holding cash for long periods of time and increased use of
derivatives for duration management and other portfolio management purposes. The increased use of derivatives may
increase the volatility of our U.S. GAAP results and our statutory capital.

Our investments, results of operations and financial condition may also be adversely affected by developments in the
global economy, in the U.S. economy (including as a result of actions by the Federal Reserve with respect to monetary
policy, and adverse political developments), and in the Japanese economy (including due to the effects of inflation or
deflation, interest rate volatility, changes in the Japan sovereign credit rating, and material changes in the value of the
Japanese yen relative to the U.S. dollar). Global, U.S. or Japanese economic activity and financial markets may in turn
be negatively affected by adverse developments or conditions in specific geographical regions.

For a discussion of the impact of changes in market conditions on our financial condition see “Quantitative and
Qualitative Disclosures About Market Risk.”

Our insurance and annuity products and certain of our investment products, and our investment returns, are subject to
interest rate risk, which is the risk of loss arising from asset/liability duration mismatches within our general account
investments as well as invested assets of other entities and operations. The risk of mismatch in asset/liability duration
is mainly driven by the specific dynamics of product liabilities. Some product liabilities are expected to have only
modest risk related to interest rates because cash flows can be matched by available assets in the investable space. The
interest rate risk emerges primarily from their tail cash flows (30 years or more), which cannot be matched by assets
for sale in the marketplace, exposing the Company to future reinvestment risk. Market-sensitive cash flows exist with
other product liabilities including products whose cash flows can be linked to market performance through secondary
guarantees, minimum crediting rates, and/or changes in insurance assumptions.

Our exposure to interest rates can manifest itself over years as in the case of earnings compression or in the short term
by creating volatility in both earnings and capital. For example, some of our products expose us to the risk that
changes in interest rates will reduce the spread between the amounts that we are required to pay under the contracts
and the rate of return we are able to earn on our general account investments supporting the contracts. When interest
rates decline or remain low, as they have in recent years, we must invest in lower-yielding instruments, potentially
reducing net investment income and constraining our ability to offer certain products. This risk is increased as more
policyholders may retain their policies in a low rate environment. Since many of our policies and contracts have
guaranteed minimum crediting rates or limit the resetting of crediting rates, the spreads could decrease or go negative.

Alternatively, when interest rates rise, we may not be able to replace the assets in our general account as quickly with
the higher-yielding assets needed to fund the higher crediting rates necessary to keep these products and contracts
competitive. It is possible that fewer policyholders may retain their policies and annuity contracts as they pursue
higher crediting rates, which could expose the Company to losses and liquidity stress. In addition, rising interest rates
could cause a decline in the market value of fixed income assets the Company manages which in turn could result in
lower asset management fees earned.
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Our mitigation efforts with respect to interest rate risk are primarily focused on maintaining an investment portfolio
with diversified maturities that has a key rate duration profile that is approximately equal to the key rate duration
profile of our estimated liability cash flow profile; however, this estimate of the liability cash flow profile is complex
and could turn out to be inaccurate, especially when markets are volatile. In addition, there are practical and capital
market limitations on our ability to accomplish this matching. Due to these and other factors we may need to liquidate
investments prior to maturity at a loss in order to satisfy liabilities or be forced to reinvest funds in a lower rate
environment.
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Our significant business operations outside the U.S. subject us to foreign exchange risk, which is the risk of loss
arising from assets that are invested in a different currency than the related liability, as well as the unhedged portion of
the Company’s earnings from, and capital supporting, operations in a foreign currency. As a U.S.-based company with
significant business operations outside of the U.S., particularly in Japan, we are exposed to foreign currency exchange
rate risk related to these operations, as well as in our investment portfolio. Fluctuations in foreign currency exchange
rates could adversely affect our profitability, financial condition and cash flows, as well as increase the volatility of
our results of operations under U.S. GAAP. In the short-term, solvency margins in our Japan businesses can also be
impacted by fluctuations in exchange rates.

For our International Insurance operations, changes in foreign currency exchange rates create risk that we may
experience volatility in the U.S. dollar-equivalent earnings and equity of these operations. We seek to manage this risk
through various hedging strategies, including the use of foreign currency hedges and through holding U.S.
dollar-denominated securities in the investment portfolios of certain of these operations. Additionally, our Japanese
insurance operations offer a variety of non-Japanese yen denominated products. We seek to mitigate this risk by
holding investments in corresponding currencies. For certain of our international insurance operations outside of
Japan, we elect to not hedge the risk of changes in our subsidiary equity investments due to foreign exchange rate
movements.

For our domestic investment portfolios supporting our U.S. insurance operations and other proprietary investment
portfolios, our foreign currency exchange rate risk arises primarily from investments that are denominated in foreign
currencies. We manage this risk by hedging substantially all domestic foreign currency-denominated fixed-income
investments into U.S. dollars. We generally do not hedge all of the foreign currency risk of our investments in equity
securities of unaffiliated foreign entities. The value and liquidity of our foreign currency investments could be
adversely affected by local market, economic and financial conditions. For example, our investments denominated in
euro could be adversely affected by unfavorable economic conditions in Europe, including due to potential changes in
the euro or to the structure or membership of the European Union, and in 2016 we experienced volatility in U.K. and
other European Union related investments as a result of the U.K.’s referendum to exit the European Union.

There can be no assurance that our hedging and other strategies will effectively mitigate foreign exchange risk. For a
discussion of our hedging program and the impact of foreign currency exchange rates on our business, see
“Management’s Discussion and Analysis of Results of Operations and Financial Condition—Impact of Foreign Currency
Exchange Rates.”

Guarantees within certain of our products, in particular our variable annuities, are market sensitive and may decrease
our earnings or increase the volatility of our results of operations or financial position under U.S. GAAP. Certain of
our products, particularly our variable annuity products, include guarantees of minimum surrender values or income
streams for stated periods or for life, which may be in excess of account values. Downturns in equity markets,
increased equity volatility, increased credit spreads, or (as discussed above) reduced interest rates could result in an
increase in the valuation of liabilities associated with such guarantees, resulting in increases in reserves and reductions
in net income. We use a variety of hedging and risk management strategies, including product features, to mitigate
these risks in part and we may periodically change our strategies over time. These strategies may, however, not be
fully effective. In addition, we may be unable or may choose not to fully hedge these risks. Hedging instruments may
not effectively offset the costs of guarantees or may otherwise be insufficient in relation to our obligations. Hedging
instruments also may not change in value correspondingly with associated liabilities due to equity market or interest
rate conditions, non-performance risk or other reasons. We may choose to hedge these risks on a basis that does not
correspond to their anticipated or actual impact upon our results of operations or financial position under U.S. GAAP.
Changes from period to period in the valuation of these policy benefits, and in the amount of our obligations
effectively hedged, will result in volatility in our results of operations and financial position under U.S. GAAP and the
statutory capital levels of our insurance subsidiaries. Estimates and assumptions we make in connection with hedging
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activities may fail to reflect or correspond to our actual long-term exposure from our guarantees. Further, the risk of
increases in the costs of our guarantees not covered by our hedging and other capital and risk management strategies
may become more significant due to changes in policyholder behavior driven by market conditions or other factors.
The above factors, individually or collectively, may have a material adverse effect on our results of operations,
financial condition or liquidity.

Our valuation of the liabilities for the minimum benefits contained in many of our variable annuity products requires

us to consider the market perception of our risk of non-performance, and a decrease in our own credit spreads

resulting from ratings upgrades or other events or market conditions could cause the recorded value of these liabilities

to increase, which in turn could adversely affect our results of operations and financial position.

Liquidity Risk

As a financial services company, we are exposed to liquidity risk, which is the risk that the Company is unable to meet

near-term obligations as they come due.
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Liquidity risk is a manifestation of events that are driven by other risk types (market, insurance, investment,
operational). A liquidity shortfall may arise in the event of insufficient funding sources or an immediate and
significant need for cash or collateral. In addition, it is possible that expected liquidity sources, such as our credit
facilities, may be unavailable or inadequate to satisfy the liquidity demands described below.

The Company has four primary sources of liquidity exposure and associated drivers that trigger material liquidity
demand. Those sources are:

Derivative collateral market exposure: Abrupt changes to interest rate, equity, and/or currency markets may increase
collateral requirements to counterparties and create liquidity risk for the Company.

Asset liability mismatch: There are liquidity risks associated with liabilities coming due prior to the matching asset
cash flows. Structural maturities mismatch can occur in activities such as securities lending, where the liabilities are
effectively overnight open transactions used to fund longer term assets.

Wholesale funding. The Company depends upon the financial markets for funding (such as through the issuance of
commercial paper, securities lending and repurchase arrangements and other forms of borrowings in the capital
markets). These sources might not be available during times of stress, or may only be available on unfavorable terms,
which can result in a decrease in our profitability and a significant reduction in our financial flexibility.

Insurance cash flows. The Company faces potential liquidity risks from unexpected cash demands due to severe
mortality calamity or lapse events. If such events were to occur, the Company may face unexpectedly high levels of
claim payments to policyholders.

For a discussion of the Company’s liquidity and sources and uses of liquidity, including information about legal and
regulatory limits on the ability of our subsidiaries to pay dividends, see “Management’s Discussion and Analysis of
Results of Operations and Financial Condition—Liquidity and Capital Resources—Liquidity.”

Operational Risk

Our operations are exposed to the risk of loss resulting from inadequate or failed processes or systems, human error or
misconduct, and as a result of external events. An operational risk failure may result in one or more actual or potential
impacts to the Company.

Operational Risk Types

Processes - Processing failure; failure to safeguard or retain documents/records; errors in valuation/pricing models and
processes; project management or execution failures; improper sales practices.

Systems - Failures during the development and implementation of new systems; systems failures.

People - Internal fraud, breaches of employment law, unauthorized activities; loss or lack of key personnel,
inadequate training; inadequate supervision.

.Extemal Events - External crime; outsourcing risk; vendor risk; natural and other disasters; changes in
laws/regulations.

{egal - Legal and regulatory compliance failures.

Potential Impacts
Financial losses - The Company experiences a financial loss. This loss may originate from various causes including,
but not limited to, transaction processing errors and fraud.

Customer impacts - The Company may not be able to service customers. This may result if the Company is unable to
continue operations during a business continuation event or if systems are compromised due to malware or virus.
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Regulatory fines or sanctions - When the Company fails to comply with applicable laws or regulations, regulatory
fines or sanctions may be imposed. In addition, possible restrictions on business activities may result.
Legal actions - Failure to comply with laws and regulations also exposes the Company to litigation risk. This may also

result in financial losses.

Liabilities we may incur as a result of operational failures are described further under “Contingent Liabilities” in Note
23 to the Consolidated Financial Statements. In addition, certain pending regulatory and litigation matters affecting us,
and certain risks to our businesses presented by such matters, are discussed under “Contingent Liabilities” and
“Commitments and Guarantees, Contingent Liabilities and Litigation and Regulatory Matters” in Note 23 to the
Consolidated Financial Statements. We may become subject to additional regulatory and legal actions in the future.
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Key Enterprise Operational Risks - Key enterprise operational risks include the following:

We are subject to business continuation risk, which is the risk that our systems and data may be disrupted. We depend
heavily on our telecommunication, information technology and other operational systems and on the integrity and
timeliness of data we use to run our businesses and service our customers. These systems may fail to operate properly
or become disabled as a result of events or circumstances wholly or partly beyond our control. Further, we face the
risk of operational and technology failures by others, including clearing agents, exchanges and other financial
intermediaries and of vendors and parties to which we outsource the provision of services or business operations. We
may experience a business continuation event as a result of:

Severe pandemic, either naturally occurring or intentionally manipulated pathogens.
Geo-political risks, including armed conflict and civil unrest.

Terrorist events.

A significant natural or accidental disaster.

We are subject to the risk that we may not adequately maintain information security. There continues to be significant
and organized cyber-attack activity against western organizations, including but not limited to the financial services
sector. Risks related to cyber-attack arise in the following areas:

Protecting both “structured” and “unstructured” sensitive information is a constant need. However, some risks associated
with trusted insiders (i.e., employees, consultants, or vendors who are authorized to access the Company’s systems)
remain and cannot be effectively mitigated using technology alone.

Unsuspecting employees represent a primary avenue for external parties to gain access to our network and systems.
Many attacks, even from sophisticated actors, include rudimentary techniques such as coaxing an internal user to click
on a malicious attachment or link to introduce malware or steal their username and password.

In the past, hackers went after credit and debit card data, which is easy to monetize. As credit card security improves,
the hackers will look to other sources of monetization, specifically personally identifiable information or using
cyber-attacks or the threat of cyber-attacks to extort money from companies.

Nation-state sponsored organizations are engaged in cyber-attacks but not necessarily for monetization purposes.
Nation states appear to be motivated by the desire to gain information about foreign citizens and governments or to
tnfluence or cause disruptions in commerce or political affairs. As evidenced by the ability of criminal organizations
and nation-states to successfully breach large financial institutions and the U.S. government, no organization is fully
immune to cyber-attacks.

We have also seen an increase in non-technical attempts to commit fraud or solicit information via call centers and
interactive voice response systems, and we anticipate the attempts will become more common.

We rely on third parties to provide services as described further below. While we have certain standards for all
vendors that provide us services, our vendors, and in turn, their own service providers, may become subject to a
security breach, including as a result of their failure to perform in accordance with contractual arrangements.

We may not adequately ensure the privacy of sensitive data. In the course of our ordinary business we collect, store
and share with various third-parties (e.g., service providers, reinsurers, etc.) substantial amounts of private and
confidential policyholder information, including in some instances sensitive health-related information. We are
subject to the risk that the privacy of this information may be compromised, including as a result of an information
security breach described above.

Third parties (outsourcing providers, vendors and suppliers) present added operational risk to our enterprise. The
Company's business model relies heavily on the use of third parties to deliver contracted services in a broad range of

areas. This presents the risk that the Company is unable to meet legal, regulatory, financial or customer obligations
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because third parties fail to deliver contracted services, or that the Company is exposed to reputational damage
because third parties operate in a poorly controlled manner. We use affiliates and third-party vendors located outside
the U.S. to provide certain services and functions, which also exposes us to business disruptions and political risks as
a result of risks inherent in conducting business outside of the U.S.
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Although we distribute our products through a wide variety of distribution channels, we do maintain relationships with
certain key distributors. For example, a significant amount of our sales in Japan through banks is derived through a
single major Japanese bank and a significant portion of our sales in Japan through Life Consultants is derived through
a single association relationship. We periodically negotiate the terms of these relationships, and there can be no
assurance that such terms will remain acceptable to us or such third parties. An interruption in certain key
relationships could materially affect our ability to market our products and could have a material adverse effect on our
business, operating results and financial condition. Distributors may elect to reduce or terminate their distribution
relationships with us, including for such reasons as adverse developments in our business, adverse rating agency
actions or concerns about market-related risks. We are also at risk that key distribution partners may merge, change
their business models in ways that affect how our products are sold, or terminate their distribution contracts with us, or
that new distribution channels could emerge and adversely impact the effectiveness of our distribution efforts. An
increase in bank and broker-dealer consolidation activity could increase competition for access to distributors, result
in greater distribution expenses and impair our ability to market products through these channels. Consolidation of
distributors and/or other industry changes may also increase the likelihood that distributors will try to renegotiate the
terms of any existing selling agreements to terms less favorable to us.

In addition, when our products are distributed through unaffiliated firms, we may not be able to monitor or control the
manner of their distribution despite our training and compliance programs. If our products are distributed in an
inappropriate manner, or to customers for whom they are unsuitable, or distributors of our products otherwise engage
in misconduct, we may suffer reputational and other harm to our business. We also have a large captive distribution
channel and we are subject to the risk that our monitoring and controls will not detect inappropriate sales practices or
misconduct by our own agents.

As a financial services company, we are exposed to model risk, which is the risk of financial loss or reputational
damage or adverse regulatory impacts caused by model errors or limitations, incorrect implementation of models, or
misuse of or overreliance upon models. Models are utilized by our businesses and corporate areas primarily to project
future cash flows associated with pricing products, calculating reserves and valuing assets, as well as in evaluating
risk and determining capital requirements, among other uses. These models may not operate properly and may rely on
assumptions and projections that are inherently uncertain. As our businesses continue to grow and evolve, the number
and complexity of models we utilize expands, increasing our exposure to error in the design, implementation or use of
models, including the associated input data and assumptions.

Strategic Risk

We are subject to the risk of events that can cause our fundamental business model to change, either through a shift in
the businesses in which we are engaged or a change in our execution. In addition, tactical risks may become strategic
risks. For example, interest rates remaining low for a long time may, at some point, cause us to change our sales goals,
exit a certain business, and/or change our business model.

Changes in the regulatory landscape may be unsettling to our business model. New laws and regulations are being
considered in the U.S. and our other countries of operation at an increasing pace, as there has been greater scrutiny on
financial regulation over the past several years. Proposed or unforeseen changes in law or regulation may adversely
impact our business. See ‘“Business—Regulation” for a discussion of certain recently enacted and pending proposals by
international, federal and state regulatory authorities and their potential impact on our business, including in the
following areas:

Our regulation as a Designated Financial Company and the associated enhanced prudential standards, many of which

are subject to ongoing rule-making.
Financial sector regulatory reform that may arise out of reports issued by the U.S. Treasury.
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€Changes in tax law (including U.S. federal, state, and non-U.S.).

The DOL fiduciary

rules.
Our regulation under U.S. state insurance laws and developments regarding group-wide supervision and capital
standards RBC factors for invested assets and reserves for life insurance, variable annuities and other products.
dnsurer capital standards in Japan, Korea and other non-U.S. jurisdictions.
Privacy and cybersecurity regulation.

Changes in accounting rules applicable to our business may also have an adverse impact on our results of operations
or financial condition. For a discussion of accounting pronouncements and their potential impact on our business, see
Note 2 to the Consolidated Financial Statements.

Technological changes may be unsettling to our business model. We believe there are three aspects of technological
change that would significantly impact our business model as described below. There may be other unforeseen
changes in technology which may have a significant impact on our business model.
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Interaction with customers. Technology is moving rapidly and as it does, it puts pressure on existing business models.
Some of the changes we can anticipate are increased choices about how customers want to interact with the Company
or how they want the Company to interact with them. Evolving customer preferences may drive a need to redesign
products. Our distribution channels may change to become more automated, at the place and time of the customer’s
choosing. Such changes clearly have the potential to disrupt our business model over the next 10 years.

Investment Portfolio. Technology may have a significant impact on the companies in which the Company invests. For
example, environmental concerns spur scientific inquiry which may re-position the relative attractiveness of wind or
sun power over oil and gas. The transportation industry may favor alternative modes of conveyance of goods which
may shift trucking or air transport out of favor. Consumers may change their purchasing behavior to favor online
activity which would change the role of malls and retail properties.

Medical Advances. The Company is exposed to the impact of medical advances in two major ways. Genetic testing
and the availability of that information unequally to consumers and insurers can bring anti-selection risks.
$pecifically, data from genetic testing can give our prospective customers a clearer view into their future, allowing
them to select products protecting them against likelihoods of mortality or longevity with more precision. Also,
technologies that extend lives will challenge our actuarial assumptions especially in the annuity-based businesses.

Other factors may be unsettling to our business model. The following items are examples of those which, among
others, could have a meaningful impact on our business.

Changes to either the policies and procedures the Company uses to locate guaranteed group annuity customers, or its
reserving policies for its guaranteed group annuities, may result in increased operational expenses and complexity,
and increases in reserves, which could adversely impact our results of operations and financial position. The
Company’s retirement business provides guaranteed group annuity benefits under group annuity and structured
settlement contracts. Under our policies and procedures, we use internal and external tools and resources to locate
customers covered by our guaranteed group annuity benefits. We also have policies on the development of our reserve
estimates, and we believe that we are complying with our policies and procedures and meeting our obligations to
customers. The Company regularly reviews, tests and enhances the processes and tools used to locate customers, and
over time, such processes and tools are expected to continue to evolve. However, in the normal course of business, at
any given time there are a small number of customers covered by our guaranteed group annuity benefits that we
cannot locate. In light of recent industry focus on missing retirement customers, the Company is reviewing this issue
closely. Ultimately, we could see greater standardization of what may currently be divergent practices across the
industry. Changes to either the policies and procedures the Company uses to locate customers, or its reserving
policies, may result in increased operational expenses and complexity, and increases in reserves, which could
adversely impact our results of operations and financial position.

A downgrade in our financial strength or credit ratings could potentially, among other things, adversely impact our
business prospects, results of operations, financial condition and liquidity. For a discussion of our ratings and the
potential impact of a ratings downgrade on our business, see “Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Liquidity and Capital Resources—Ratings.” We cannot predict what additional
actions rating agencies may take, or what actions we may take in response to the actions of rating agencies, which
could adversely affect our business. Our ratings could be downgraded at any time and without notice by any rating
agency. In addition, a sovereign downgrade could result in a downgrade of our subsidiaries operating in that
jurisdiction, and ultimately of Prudential Financial and our other subsidiaries. For example, in September 2015, S&P
downgraded Japan's sovereign rating to A+ with a 'Stable' outlook citing uncertainties around the strength of
economic growth and weak fiscal positions. As a result, S&P subsequently lowered the ratings of a number of
institutions in Japan, including our Japanese insurance subsidiaries. It is possible that Japan’s sovereign rating could be
subject to further downgrades, which would result in further downgrades of our insurance subsidiaries in Japan. Given
the importance of our operations in Japan to our overall results, such downgrades could lead to a downgrade of
Prudential Financial and our domestic insurance companies.
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London Inter-Bank Offered Rate (LIBOR) reform may adversely affect the interest rates on and value of certain
derivatives and floating rate securities we hold and floating rate securities we have issued, the value and profitability
of certain real estate lending and related activities conducted in our investment management business, and any other
assets or liabilities whose value may be tied to LIBOR. Actions by regulators or law enforcement agencies, as well as
ICE Benchmark Administration (the current administrator of LIBOR) may result in changes to the way LIBOR is
determined or the establishment of alternative reference rates. For example, on July 27, 2017, the U.K. Financial
Conduct Authority announced that it intends to stop persuading or compelling banks to submit LIBOR rates after
2021. The U.S. Federal Reserve, based on the recommendations of the New York Federal Reserve’s Alternative
Reference Rate Committee (constituted of major derivative market participants and their regulators), has announced
its plans to begin publishing, in mid-2018, a Secured Overnight Funding Rate (“SOFR”) which is intended to replace
U.S. dollar LIBOR. Plans for alternative reference rates for other currencies have also been announced. At this time, it
is not possible to predict how markets will respond to these new rates, and the effect of any changes or reforms to
LIBOR or discontinuation of LIBOR on new or existing financial instruments to which we have exposure. If LIBOR
ceases to exist or if the methods of calculating LIBOR change from current methods for any reason, interest rates on
certain derivatives and floating rate securities we hold, securities we have issued, real estate lending and related
activities we conduct in our investment management business, and any other assets or liabilities whose value is tied to
LIBOR, may be adversely affected. Further, any uncertainty regarding the continued use and reliability of LIBOR as a
benchmark interest rate could adversely affect the value of such instruments.

The changing competitive landscape may adversely affect the Company. In each of our businesses we face intense
competition from insurance companies, asset managers and diversified financial institutions, both for the ultimate
customers for our products and, in many businesses, for distribution through non-affiliated distribution channels.
Technological advances, changing customer expectations, including related to digital offerings, or other changes in
the marketplace may present opportunities for new or smaller competitors without established products or distribution
channels to meet consumers’ increased expectations more efficiently than us. Fintech and insurtech companies have
the potential to disrupt industries globally, and many participants have been partially funded by industry players. For
example, in Investment Management, we expect to see continued pressure on fees given the focus on passive
investment and the growth of the robo-advice channel.

Climate Change may increase the severity and frequency of calamities, or adversely affect our investment portfolio.
Climate change may increase the frequency and severity of weather related disasters and pandemics. In addition,
climate change regulation may affect the prospects of companies and other entities whose securities we hold, or our
willingness to continue to hold their securities. It may also impact other counterparties, including reinsurers, and
affect the value of investments, including real estate investments we hold or manage for others. We cannot predict the
long-term impacts on us from climate change or related regulation.

Market conditions and other factors may adversely impact product sales or increase expenses. Examples include:

A change in market conditions, such as high inflation and high interest rates, could cause a change in consumer
sentiment and behavior adversely affecting sales and persistency of our savings and protection products. Conversely,
low inflation and low interest rates could cause persistency of these products to vary from that anticipated and
adversely affect profitability. Similarly, changing economic conditions and unfavorable public perception of financial
institutions can influence customer behavior, including increasing claims or surrenders in certain products.

Sales of our investment-based and asset management products and services may decline, and lapses and surrenders of
certain insurance products and withdrawals of assets from investment products may increase if a market downturn,
increased market volatility or other market conditions result in customers becoming dissatisfied with their investments
or products.

Changes in our discount rate, expected rate of return, life expectancy, health care cost and assumptions regarding
compensation increases for our pension and other postretirement benefit plans may result in increased expenses and
reduce our profitability.

Our reputation may be adversely impacted if any of the risks described in this section are realized. Reputational risk
could manifest from any of the risks as identified in the Company’s risk identification process. Failure to effectively
manage risks across a broad range of risk issues exposes the Company to reputational harm. If the Company were to
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suffer a significant loss in reputation, both policyholders and counterparties could seek to exit existing relationships.
Additionally, large changes in credit worthiness, especially credit ratings, could impact access to funding markets
while creating additional collateral requirements for existing relationships. The mismanagement of any such risks may
potentially damage our reputational asset. Our business is anchored in the strength of our brand, our alignment to our
values, and our proven commitment to keep our promises to our customers. Any negative public perception, founded
or otherwise, can be widely and rapidly shared over social media or other means, and could cause damage to our

reputation.
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ITEM 1B.UNRESOLVED STAFF COMMENTS
None.
ITEM 2.PROPERTIES

We own our headquarters building located at 751 Broad Street, Newark, New Jersey, which comprises approximately
0.6 million square feet. Excluding our headquarters building and properties used by the International Insurance
division and the international investment operations of our Investment Management segment, which are discussed
below, as of December 31, 2017, we own eight and lease ten other principal properties throughout the U.S., some of
which are used for home office functions. Our domestic operations also lease 178 other locations throughout the U.S.

For our International Insurance segment, as of December 31, 2017, we own seven home offices located in Japan,
Korea, Taiwan, Brazil, Argentina and Malaysia, and lease four home offices located in Brazil, Italy, Mexico and
Poland. We also own approximately 110 and lease approximately 530 other properties, primarily field offices, located
throughout these same countries. For our Investment Management segment, which includes our international
investment operations, as of December 31, 2017, we lease two home offices located in Japan and Taiwan. We also
lease 12 international principal properties located in Mexico, Japan, Hong Kong, Singapore, Korea, Germany,
Australia, France, Luxembourg and the U.K., in addition to six other branch and field offices within Europe and Asia.

We believe our properties are adequate and suitable for our business as currently conducted and are adequately
maintained. The above properties do not include properties we own solely for investment purposes.

ITEM 3.LEGAL PROCEEDINGS

See Note 23 to the Consolidated Financial Statements under “—Litigation and Regulatory Matters” for a description of
certain pending litigation and regulatory matters affecting us, and certain risks to our businesses presented by such
matters.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.
PART II

ITEM 5 MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
"ISSUER PURCHASES OF EQUITY SECURITIES

General

Prudential Financial’s Common Stock trades on the New York Stock Exchange under the symbol “PRU.” The following
table presents the high and low closing prices for the Common Stock on the New York Stock Exchange during the
periods indicated and the dividends declared per share during such periods:

High  Low Dividends
2017:
Fourth Quarter $117.15 $107.28 $ 0.75
Third Quarter $115.23 $98.65 $ 0.75
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Second Quarter $109.13 $102.92 $ 0.75
First Quarter  $113.82 $103.92 $ 0.75
2016:

Fourth Quarter $107.10 $81.43 $ 0.70
Third Quarter $81.65 $68.74 $ 0.70
Second Quarter $79.71 $66.93 $ 0.70
First Quarter  $79.84 $58.00 $ 0.70
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On January 31, 2018, there were 1,295,412 registered holders of record for the Common Stock and 422 million shares
outstanding.

Holders of Common Stock will be entitled to dividends if and when declared by Prudential Financial’s Board of
Directors out of funds legally available to pay those dividends. Prudential Financial’s Board of Directors currently
intends to continue to declare and pay dividends on the Common Stock. Future dividend decisions will be based on,
and affected by, a number of factors including the financial performance of our businesses, our overall financial
condition, results of operations, cash requirements and future prospects; regulatory restrictions including on the
payment of dividends by Prudential Financial’s subsidiaries and capital and liquidity requirements under Dodd-Frank;
and such other factors as the Board of Directors may deem relevant. Dividends payable by Prudential Financial are
limited to the amount that would be legally available for payment under New Jersey corporate law. For additional
information on dividends and related regulatory restrictions, see Note 15 to the Consolidated Financial Statements.
For information about our exchangeable surplus notes, see Note 14 to the Consolidated Financial Statements.

Issuer Purchases of Equity Securities

The following table provides information about purchases by the Company during the three months ended
December 31, 2017, of its Common Stock.

Total Number of
Shares
Total Number of Average Purchased Approximate Dollar Value of
. . ., as Part of Shares that May Yet Be
Period Shares Price Paid .
Publicly Purchased under the Program(2)
Purchased(1)  per Share
Announced
Program(2)
October 1, 2017 through October 31, 2017 950,996 $109.90 947,795
12\1(;)1\/7ember 1, 2017 through November 30, 939,124 $111.56 933.657
12)()elc7ember 1, 2017 through December 31, 897.509 $11625 896,018
Total 2,787,629 $112.50 2,777,470 $ 0

Includes shares of Common Stock withheld from participants for income tax withholding purposes whose shares of
(Drestricted stock units vested during the period. Such restricted stock units were originally issued to participants

pursuant to the Prudential Financial Inc. Omnibus Incentive Plan.

In December 2016, Prudential Financial’s Board of Directors authorized the Company to repurchase at
(2)management’s discretion up to $1.25 billion of its outstanding Common Stock during the period from January 1,

2017 through December 31, 2017.

In December 2017, Prudential Financial’s Board of Directors authorized the Company to repurchase, at management’s
discretion, up to $1.5 billion of its outstanding Common Stock during the period from January 1, 2018 through
December 31, 2018.

ITEM 6.SELECTED FINANCIAL DATA

We derived the selected consolidated income statement data for the years ended December 31, 2017, 2016 and 2015
and the selected consolidated balance sheet data as of December 31, 2017 and 2016, from our Consolidated Financial
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Statements included elsewhere herein. We derived the selected consolidated income statement data for the years ended
December 31, 2014 and 2013, and the selected consolidated balance sheet data as of December 31, 2015, 2014 and
2013, from consolidated financial statements not included herein.

See Note 3 to the Consolidated Financial Statements for a discussion of acquisitions during 2017, 2016 and 2015.

The Company’s Gibraltar Life consolidated operations use a November 30 fiscal year end for purposes of inclusion in
the Company’s Consolidated Financial Statements. The Company’s consolidated balance sheet data as of December 31,
2017, 2016, 2015, 2014 and 2013, include the assets and liabilities of Gibraltar Life as of November 30 for each
respective year. The Company’s consolidated income statement data for the years ended December 31, 2017, 2016,
2015, 2014 and 2013 include Gibraltar Life’s results of operations for the twelve months ended November 30 for each
respective year. Beginning in 2018, the Company intends to eliminate this one-month reporting lag, which is not
expected to have a material impact on the Company’s Consolidated Financial Statements.

This selected consolidated financial information should be read in conjunction with our MD&A and Consolidated
Financial Statements included elsewhere herein.
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Income Statement Data:

Revenues:

Premiums

Policy charges and fee income

Net investment income

Asset management and service fees

Other income (loss)

Realized investment gains (losses), net

Total revenues

Benefits and expenses:

Policyholders’ benefits

Interest credited to policyholders’ account balances
Dividends to policyholders

Amortization of deferred policy acquisition costs
General and administrative expenses

Total benefits and expenses

Income (loss) from continuing operations before income taxes and

equity in earnings of operating joint ventures

Total income tax expense (benefit)

Income (loss) from continuing operations before equity in
earnings of operating joint ventures

Equity in earnings of operating joint ventures, net of taxes
Income (loss) from continuing operations

Income (loss) from discontinued operations, net of taxes
Net income (loss)

Less: Income (loss) attributable to noncontrolling interests
Net income (loss) attributable to Prudential Financial, Inc.
EARNINGS PER SHARE(1)

Basic earnings per share—Common Stock:

Income (loss) from continuing operations attributable to
Prudential Financial, Inc.

Income (loss) from discontinued operations, net of taxes
Net income (loss) attributable to Prudential Financial, Inc.
Diluted earnings per share—Common Stock:

Income (loss) from continuing operations attributable to
Prudential Financial, Inc.

Income (loss) from discontinued operations, net of taxes
Net income (loss) attributable to Prudential Financial, Inc.
Dividends declared per share—Common Stock

Ratio of earnings to fixed charges(2)
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Year Ended December 31,

2017

2016

2015

2014

2013

(in millions, except per share and ratio information)

$32,091
5,303
16,435
4,127
1,301
432
59,689

33,794
3,822
2,091
1,580
11,915
53,202

6,487
(1,438
7,925

49
7,974
0
7,974
111
$7,863

$18.19

0.00
$18.19

$17.86

0.00
$17.86
$3.00
2.18

$30,964 $28,521 $29,293

5,906
15,520
3,752
443
2,194
58,779

33,632
3,761
2,025
1,877
11,779
53,074

5,705
1,335
4,370

49
4,419
0
4,419
51
$4,368

$9.85

0.00
$9.85

$9.71

0.00
$9.71
$2.80
2.10

5,972
14,829
3,772
0
4,025
57,119

30,627
3,479
2,212
2,120
10,912
49,350

7,769
2,072
5,697

15
5,712
0
5,712
70
$5,042

$12.37

0.00
$12.37

$12.17

0.00
$12.17
$2.44
2.64

6,179
15,256
3,719
(1,978
1,636
54,105

31,587
4,263
2,716
1,973
11,807
52,346

1,759
349
1,410

16
1,426
12
1,438
57
$1,381

$3.23

0.02
$3.25

$3.20

0.03
$3.23
$2.17
1.25

$26,237
5,415
14,729
3,485
) (3,199 )
(5,206 )
41,461

26,733
3,111
2,050
240
11,011
43,145

(1,684 )
(1,058 )
(626 )

59

(567 )
7

(560 )
107
$(667 )

$(1.57 )

0.02
$(1.55 )

$(1.57 )

0.02
$(1.55 )
$1.73
0.00
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As of December 31,
2017 2016 2015 2014 2013
(in millions)

Balance Sheet Data:

Total investments excluding policy loans $457,980 $432,485 $405,535 $408,274 $386,407
Separate account assets 306,617 287,636 285,570 296,435 285,060
Total assets 831,921 783,962 757,255 766,526 731,638
Future policy benefits and policyholders’ account balances 405,506 386,113 361,168 353,916 343,516
Separate account liabilities 306,617 287,636 285,570 296,435 285,060
Short-term debt 1,380 1,133 1,216 3,839 2,668
Long-term debt 17,172 18,041 19,594 19,702 23,411
Total liabilities 777,577 737,874 715,332 724,177 695,757
Prudential Financial, Inc. equity 54,069 45,863 41,890 41,770 35,278
Noncontrolling interests 275 225 33 579 603
Total equity $54,344 $46,088 $41,923 $42,349 $35,881

(I)For 2017, 2016 and 2015, represents consolidated earnings per share of Common Stock. For 2014 and 2013,
represents earnings of the Company’s former Financial Services Businesses per share of Common Stock.
For purposes of this computation, earnings are defined as income from continuing operations before income taxes
excluding undistributed income (loss) from equity method investments, fixed charges and interest capitalized. Also
excludes earnings attributable to noncontrolling interests. Fixed charges are the sum of gross interest expense,
(2)interest credited to policyholders’ account balances and an estimated interest component of rent expense. Due to the
Company’s loss for the year ended December 31, 2013, the ratio coverage was less than 1:1 and is therefore not
presented. Additional earnings of $1,935 million would have been required for the year ended December 31, 2013
to achieve a ratio of 1:1.
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Certain of the statements included in this section constitute forward-looking statements within the meaning of the

U.S. Private Securities Litigation Reform Act of 1995. Forward-looking statements are made based on management’s
current expectations and beliefs concerning future developments and their potential effects upon Prudential Financial,

Inc. and its subsidiaries. Prudential Financial, Inc.’s actual results may differ, possibly materially, from expectations or
estimates reflected in such forward-looking statements. Certain important factors that could cause actual results to

differ, possibly materially, from expectations or estimates reflected in such forward-looking statements can be found

in the “Risk Factors” and “Forward-Looking Statements” sections herein. Information in this section regarding the impact
of the Tax Cuts and Jobs Act on Prudential Financial, Inc.’s results of operations and financial condition consists of
estimates. These estimates are forward-looking statements based on current interpretations and expectations and may
change, possibly materially, as described herein.

Overview

During the fourth quarter of 2017, we introduced a new organizational structure for our U.S. businesses that reflects
our focus on leveraging our mix of businesses and our digital and customer engagement capabilities to expand our
value proposition for the benefit of customers and stakeholders. This new organizational structure retains our existing
segments but realigns them under new divisions. Under the new structure, our principal operations are comprised of
five divisions, which together encompass seven segments, and our Corporate and Other operations. The U.S.
Individual Solutions division consists of our Individual Annuities and Individual Life segments. The U.S. Workplace
Solutions division consists of our Retirement and Group Insurance segments. The Investment Management division is
comprised of our Investment Management segment (formerly named the Asset Management segment). The
International Insurance division continues to consist of our International Insurance segment, and the Closed Block
division continues to consist of our Closed Block segment. Our Corporate and Other operations continue to include
corporate items and initiatives that are not allocated to business segments and businesses that have been or will be
divested. There are no changes to our reporting segments nor to our measure of segment profitability as a result of the
new organizational structure.

Revenues and Expenses

We earn our revenues principally from insurance premiums; mortality, expense, asset management and administrative
fees from insurance and investment products; and investment of general account and other funds. We earn premiums
primarily from the sale of certain individual life insurance, group life and disability insurance, retirement and annuity
contracts. We earn mortality, expense, and asset management fees primarily from the sale and servicing of separate
account products including variable life insurance and variable annuities, and from the sale and servicing of other
products including universal life insurance. We also earn asset management and administrative fees from the
distribution, servicing and management of mutual funds, retirement products and other asset management products
and services. Our operating expenses principally consist of insurance benefits provided and reserves established for
anticipated future insurance benefits, general business expenses, dividends to policyholders, commissions and other
costs of selling and servicing our products and interest credited on general account liabilities.

Profitability

Our profitability depends principally on our ability to price our insurance and annuity products at a level that enables
us to earn a margin over the costs associated with providing benefits and administering those products. Profitability
also depends on, among other items, our actuarial and policyholder behavior experience on insurance and annuity
products, and our ability to attract and retain customer assets, generate and maintain favorable investment results,
effectively deploy capital and utilize our tax capacity, and manage expenses.
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Historically, the participating products included in the Closed Block have yielded lower returns on capital invested
than many of our other businesses. As we have ceased offering domestic participating products, we expect that the
proportion of the traditional participating products in our in force business will gradually diminish as these older
policies age, and we grow other businesses. However, the relatively lower returns to us on this existing block of
business will continue to affect our consolidated results of operations for many years.

Executive Summary
Industry Trends

Our U.S. and international businesses are impacted by financial markets, economic conditions, regulatory oversight,

and a variety of trends that affect the industries where we compete.
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U.S. Businesses

Financial and Economic Environment. As discussed further under “Impact of a Low Interest Rate Environment” below,
interest rates in the U.S. remain lower than historical levels, which continue to negatively impact our portfolio income
yields and our net investment spread results.

Regulatory Environment. See “Business—Regulation” for a discussion of regulatory developments that may impact the
Company and associated risks, including changes in U.S. tax legislation, the Dodd-Frank Wall Street Reform and
Consumer Protection Act, the U.S. Department of Labor’s fiduciary rules and fiduciary rules being developed by other
regulators.

Demographics. Customer demographics continue to evolve and new opportunities present themselves in different
consumer segments such as the millennial and multicultural markets. Consumer expectations and preferences are
changing. We believe existing customers and potential customers are increasingly looking for cost-effective solutions
that they can easily understand and access through technology-enabled devices. At the same time, income protection,
wealth accumulation and the needs of retiring baby boomers are continuing to shape the insurance industry. A
persistent retirement security gap exists in terms of both savings and protection. Despite the ongoing phenomenon of
the risk and responsibility of retirement savings shifting from employers to employees, employers are becoming
increasingly focused on the financial wellness of the individuals they employ.

Competitive Environment. See “Business—" for a discussion of the competitive environment and the basis on which we
compete in each of our segments.

International Businesses

Financial and Economic Environment. Our international insurance operations, especially in Japan, continue to operate

in a low interest rate environment. Although the local market in Japan has adapted to low interest rates, as discussed
under “Impact of a Low Interest Rate Environment” below, the current reinvestment yields for certain blocks of business
in our international insurance operations are now generally lower than the current portfolio yield supporting these
blocks of business, which may negatively impact our net investment spread results. The continued low interest rate
environment in the U.S. may also impact the relative attractiveness of U.S. dollar-denominated products to
yen-denominated products in Japan. In addition, we are subject to financial impacts associated with movements in
foreign currency rates, particularly the Japanese yen. Fluctuations in the value of the yen will continue to impact the
relative attractiveness of both yen-denominated and non-yen denominated products.

Regulatory Environment. See “Business—Regulation” for a discussion of regulatory developments that may impact the
Company and associated risks, including developing capital standards.

Demographics. Japan has an aging population as well as a large pool of household assets invested in low-yielding
deposit and savings vehicles. The aging of Japan’s population, along with strains on government pension programs,
have led to a growing demand for insurance products with a significant savings element to meet savings and
retirement needs as the population prepares for retirement. We are seeing a similar shift to retirement-oriented
products across other Asian markets, including Korea and Taiwan, each of which also has an aging population.

Competitive Environment. See “Business—" for a discussion of the competitive environment and the basis on which we
compete in each of our segments.

Impact of a Low Interest Rate Environment
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As a global financial services company, market interest rates are a key driver of our results of operations and financial
condition. Changes in interest rates can affect our results of operations and/or our financial condition in several ways,
including favorable or adverse impacts to:

.investment—related activity, including: investment income returns, net interest margins, net investment spread results,
new money rates, mortgage loan prepayments and bond redemptions;

insurance reserve levels, market experience true-ups, and amortization of both deferred policy acquisition costs
(“DAC”) and value of business acquired (“VOBA”);

customer account values, including their impact on fee income;

fair value of, and possible impairments on, intangible assets such as goodwill;

product offerings, design features, crediting rates and sales mix; and

policyholder behavior, including surrender or withdrawal activity.
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See below for discussions related to: the current interest rate environments in our two largest markets, the United
States and Japan; the composition of our insurance liabilities and policyholder account balances; and the hypothetical
impacts to our results if these interest rate environments are sustained.

U.S. Operations excluding the Closed Block Division

Interest rates in the U.S. continue to remain lower than historical levels, despite the Federal Reserve Board’s actions
throughout 2017 to raise short-term interest rates by a total of 75 basis points (“bps”). Market conditions and events
make uncertain the timing, amount and impact of any further monetary policy decisions by the Federal Reserve. Given
this continued low rate environment, our current reinvestment yields remain lower than the overall portfolio yield,
primarily for our investments in fixed maturity securities and commercial mortgage loans and, as a result, our overall
portfolio yields are expected to continue to decline.

For the general account supporting our U.S. Individual Solutions division, U.S. Workplace Solutions division,
Investment Management division and our Corporate and Other operations, we expect annual scheduled payments and
prepayments to be approximately 6.8% of the fixed maturity security and commercial mortgage loan portfolios
through 2019. The general account for these operations has approximately $195 billion of such assets (based on net
carrying value) as of December 31, 2017. As these assets mature, the average portfolio yield for fixed maturities and
commercial mortgage loans of approximately 4.2%, as of December 31, 2017, is expected to decline due to
reinvesting in a lower interest rate environment.

Included in the $195 billion of fixed maturity securities and commercial mortgage loans are approximately $108
billion that are subject to call or redemption features at the issuer’s option and have a weighted average interest rate of
approximately 4%. Of this $108 billion, approximately 65% contain provisions for prepayment premiums. The
reinvestment of scheduled payments or prepayments (not subject to a prepayment fee) at rates below the current
portfolio yield, including in some cases at rates below those guaranteed under our insurance contracts, will impact
future operating results to the extent we do not, or are unable to, reduce crediting rates on in force blocks of business,
or effectively utilize other asset/liability management strategies described below, in order to maintain current net
interest margins.

The following table sets forth the insurance liabilities and policyholder account balances of our U.S. Operations
excluding the Closed Block Division, by type, for the date indicated:
As of
December
31,2017
($in
billions)
Long-duration insurance products with fixed and guaranteed terms $ 115
Contracts with adjustable crediting rates subject to guaranteed minimums 56
Participating contracts where investment income risk ultimately accrues to contractholders 15
Total $ 186

The $115 billion above relates to long-duration products such as group annuities, structured settlements and other
insurance products that have fixed and guaranteed terms, for which underlying assets may have to be reinvested at
interest rates that are lower than portfolio rates. We seek to mitigate the impact of a prolonged low interest rate
environment on these contracts through asset/liability management, as discussed further below.

The $56 billion above relates to contracts with crediting rates that may be adjusted over the life of the contract, subject
to guaranteed minimums. Although we may have the ability to lower crediting rates for those contracts above
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guaranteed minimums, our willingness to do so may be limited by competitive pressures. The following table sets
forth the related account values by range of guaranteed minimum crediting rates and the related range of the
difference, in bps, between rates being credited to contractholders as of December 31, 2017, and the respective
guaranteed minimums.
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Account Values with Adjustable Crediting Rates Subject to
Guaranteed Minimums:

1-49 50-99 100-150 Greater than

At
guaranteetzps above ~bps above ~bps above bps above  Total
.. mguaranteed guaranteed guaranteed
minimunt ., .. . guaranteed
minimum minimum minimum °. .
minimum

($ in billions)
Range of Guaranteed Minimum Crediting Rates:
Less than 1.00% $04  $1.1 $ 04 $ 0.1 $ 0.0 $2.0
1.00% - 1.99% 1.0 9.6 6.4 1.5 0.3 18.8
2.00% - 2.99% 0.9 0.6 04 2.5 04 4.8
3.00% - 4.00% 26.5 2.7 0.2 0.1 0.0 29.5
Greater than 4.00% 1.0 0.0 0.0 0.0 0.0 1.0
Total(1) $29.8 $14.0 $ 74 $ 4.2 $ 0.7 $56.1
Percentage of total 54 % 25 % 13 % T % 1 % 100 %

(I)Includes approximately $0.9 billion related to contracts that impose a market value adjustment if the invested
amount is not held to maturity.

The remaining $15 billion of insurance liabilities and policyholder account balances in these operations relates to
participating contracts for which the investment income risk is expected to ultimately accrue to contractholders. The
crediting rates for these contracts are periodically adjusted based on the return earned on the related assets.

Assuming a hypothetical scenario where the average 10-year U.S. Treasury rate is 2.70% for the period from January
1, 2018 through December 31, 2019, and credit spreads remain unchanged from levels as of December 31, 2017, we
estimate that the unfavorable impact to pre-tax adjusted operating income of reinvesting in such an environment,
compared to reinvesting at current average portfolio yields, would be approximately $14 million in 2018 and $43
million in 2019. This impact is most significant in the Retirement and Individual Annuities segments. This
hypothetical scenario only reflects the impact related to the approximately $56 billion of contracts shown in the table
above, and does not reflect: any benefit from potential changes to the crediting rates on the corresponding
contractholder liabilities where the Company has the contractual ability to do so, or other potential mitigants such as
changes in investment mix that we may implement as funds are reinvested; any impact related to assets that do not
directly support our liabilities; any impact from other factors, including but not limited to, new business,
contractholder behavior, product modifications, changes in product offerings, changes in competitive conditions or
changes in capital markets; or any impact from other factors described below. See “—Segment Measures” for a discussion
of adjusted operating income and its use as a measure of segment operating performance.

In order to mitigate the unfavorable impact that the current interest rate environment has on our net interest margins,
we employ a proactive asset/liability management program, which includes strategic asset allocation and hedging
strategies within a disciplined risk management framework. These strategies seek to match the characteristics of our
products, and to closely approximate the interest rate sensitivity of the assets with the estimated interest rate
sensitivity of the product liabilities. Our asset/liability management program also helps manage duration gaps,
currency and other risks between assets and liabilities through the use of derivatives. We adjust this dynamic process
as products change, as customer behavior changes and as changes in the market environment occur. As a result, our
asset/liability management process has permitted us to manage the interest rate risk associated with our products
through several market cycles. Our interest rate exposure is also mitigated by our business mix, which includes lines
of business for which fee-based and insurance underwriting earnings play a more prominent role in product
profitability.

98



Edgar Filing: PRUDENTIAL FINANCIAL INC - Form 10-K

Closed Block Division

Substantially all of the $61 billion of general account assets in the Closed Block division support obligations and
liabilities relating to the Closed Block policies only. See Note 12 to the Consolidated Financial Statements for further
information on the Closed Block.

International Insurance Operations
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While our international insurance operations have experienced a low interest rate environment for many years, the
current reinvestment yields for certain blocks of business in our international insurance operations are generally lower
than the current portfolio yield supporting these blocks of business. In recent years, the Bank of Japan’s monetary
policy has resulted in even lower and, at times, negative yields for certain tenors of government bonds. Our
international insurance operations employ a proactive asset/liability management program in order to mitigate, to the
extent possible, the unfavorable impact that the current interest rate environment has on our net interest margins. In
conjunction with this program, we have not purchased negative yielding assets to support the portfolio and we
continue to purchase long-term bonds with tenors of 30 years or greater. Additionally, our diverse product portfolio in
terms of currency mix and premium payment structure allows us to further mitigate the negative impact from this low
interest rate environment. We regularly examine our product offerings and their profitability. As a result, we have
repriced certain products, adjusted commissions for certain products and have discontinued sales of other products
that do not meet our profit expectations. The impact of these actions, coupled with the strengthening of the yen against
the U.S. dollar and introduction of certain new products, has resulted in an increase in sales of U.S.
dollar-denominated products relative to products denominated in other currencies. For additional information on sales
within our international insurance operations, see “—International Insurance Division—International Insurance—Sales
Results,” below.

The following table sets forth the insurance liabilities and policyholder account balances of our Japanese operations,
by type, for the date indicated:
As of
December
31,2017
($in
billions)
Long-duration insurance products with fixed and guaranteed terms $ 125
Contracts with a market value adjustment if invested amount is not held to maturity 24
Contracts with adjustable crediting rates subject to guaranteed minimums 10
Total $ 159

The $125 billion above is predominantly comprised of long-duration insurance products that have fixed and
guaranteed terms, for which underlying assets may have to be reinvested at interest rates that are lower than current
portfolio yields. The remaining insurance liabilities and policyholder account balances include $24 billion related to
contracts that impose a market value adjustment if the invested amount is not held to maturity and $10 billion related
to contracts with crediting rates that may be adjusted over the life of the contract, subject to guaranteed minimums.
Most of the current crediting rates on these contracts, however, are at or near contractual minimums. Although we
have the ability in some cases to lower crediting rates for those contracts that are above guaranteed minimum crediting
rates, the majority of this business has interest crediting rates that are determined by formula.

Assuming a hypothetical scenario within our Japanese and Korean operations where 2018 new money yields would be
25 basis points lower than projected, and applying these lower new money yields to annualized investment of renewal
premiums, proceeds from investment disposition and reinvestment of investment income, we estimate that the
unfavorable impact would reduce adjusted operating income in 2018 by approximately $10 to $15 million. This
hypothetical scenario excludes first-year premium, single pay premium, multi-currency fixed annuity cash flows, any
potential benefit from repricing products, and any impact from other factors, including but not limited to new
business, contractholder behavior, changes in competitive conditions, changes in capital markets, and the effect of
derivative instruments.

Outlook
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Management expects that results in 2018 will continue to benefit from our complementary mix of high-quality
protection, retirement and investment management businesses. This business mix provides a diversity in earnings
sources, which helps offset variability in business results or fluctuations in market conditions, while offering growth
opportunities. While challenges exist in the form of a low interest rate environment (see “Impact of a Low Interest Rate
Environment”), fee compression in certain of our businesses and an evolving regulatory environment (see
“Business—Regulation”), we expect that our choice of businesses coupled with strong execution will produce attractive
returns. Outlook considerations for each of our divisions include the following:
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U.S. Individual Solutions. Our Individual Annuities business remains focused on helping its customers meet their
investment and retirement needs. We expect continued strong results with near-term returns on assets above our
long-term target. In addition, we expect our free cash flow to be high given the stability in our block and the
challenged industry-wide sales environment. We have been enhancing our risk management strategy to optimize the
mix of derivatives and cash instruments which will cause some downward pressure on returns over time, but is
expected to produce less volatile net income and cash flows, particularly in adverse scenarios. In addition, we expect a
natural fee rate reduction due to the maturation of the existing block and due to sales of newer products which
generally have lower rate structures. Furthermore, we expect our recent favorable hedging outcomes to normalize. We
expect the combination of these factors to cause our returns on assets to migrate to the long-term target over time. We
continue to execute on our product diversification strategy and remain focused on a broad range of outcome-oriented
solutions for customers. Over the near-term, we expect the challenged industry sales environment to persist, and given
a more muted equity growth assumption than in prior years, we expect a slight decline in account values. Our
Individual Life business is continuing to execute on its product diversification strategy in order to maintain a
diversified product mix and an attractive risk profile. We continue to deepen relationships with distribution partners
while developing a more customer-oriented experience. Product actions over the last several months could result in a
slightly higher portion of sales in term and variable life over the next several quarters, but we remain committed to
achieving a diversified product offering.

U.S. Workplace Solutions. In our Retirement business we continue to provide products that respond to the needs of
plan sponsors to manage risk and control their benefit costs, while ensuring we maintain appropriate pricing and
return expectations under changing market conditions. Our differentiated capabilities and demonstrated execution in
the pension risk transfer business is expected to continue to generate attractive growth opportunities. We expect,
however, that growth will not be linear given the episodic nature of larger cases, which is the segment of the market
Wwhere we are most competitive and where the returns are the most compelling. In addition, while we foresee
continuation of the spread and fee compression that we have been experiencing in our full-service business, we
believe these are manageable headwinds. In our Group Insurance business, we are focused on expanding our premier
market segment, while maintaining a leadership position in the national segment and deepening our customer
relationships through our Financial Wellness platform. We are seeing benefits from our multi-year underwriting
efforts, especially in our disability business where improved claims management and our continued pricing discipline
have resulted in improvements to our benefits ratio.

Investment Management. PGIM, our investment management business, is making targeted investments to further
diversify its product offerings, continue to build a broader international presence, deepen its solutions capability, and
further strengthen external recognition as a leading global asset manager. These capabilities will enable PGIM to
.continue to meet our clients’ evolving needs and, in turn, to generate flows across multiple asset classes, client
segments and geographies. Underpinning our growth strategy is our ability to continue to deliver robust investment
performance, and to attract and retain high-caliber investment talent. While we are experiencing fee pressure in line
with the industry, our average fee yield has remained relatively flat due to new flows coming into higher fee yielding
strategies within fixed income, equities and real estate, and because of our diverse business profile.

International Markets. We continue to concentrate on deepening our presence in Japan and other markets in which we
currently operate and expanding our distribution capabilities in emerging markets. The returns on our death protection
products are largely driven by mortality margins which helps mitigate the exposure of results to interest rates. We
have seen a shift in sales mix with a greater emphasis on U.S. dollar-denominated products in Japan. We expect this
trend to continue. We are also focused on achieving scale in select growth markets outsides of Japan. With regard to
distribution, we are seeking modest growth in our Life Planner count in Japan but we do expect a decline in Gibraltar
Life Consultants as we continue to focus on increasing quality and productivity standards.
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In order to capitalize on the growth opportunities in our domestic and international markets highlighted above, we
continue to make investments in and across our businesses. We are investing in expanding our distribution capabilities
through a focus on customer experience and technology enabled advice and distribution, cross-business collaboration,
further development of work site relationships with individuals and expanding our ability to offer relevant products
and services to customers through whichever channels they choose. We are also investing in product innovation,
through the use of data and digital initiatives to better understand and serve the needs of a customer base with
changing demographics, to achieve a goal of offering a broader array of cost effective and easily comprehensible
products. In addition, we are making investments in our information technology infrastructure in order to streamline
processes and enhance the effectiveness of our administrative systems.
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While we expect these strategic investments to ultimately generate business growth, they will result in elevated
expenses. In addition, we expect the time periods required for these investments to generate returns to vary. These
investments are being funded through a combination of operating cost efficiencies and the returns generated by our
businesses, and we expect to be able to continue to absorb some of these investment costs through efficiency gains.
Results of Operations
Consolidated Results of Operations

The following table summarizes net income (loss) for the periods presented.

Year ended December 31,
2017 2016 2015

(in millions)

Revenues $59,689 $58,779 $57,119
Benefits and expenses 53,202 53,074 49,350
Income (loss) before income taxes and equity in earnings of operating joint ventures 6,487 5,705 7,769
Income tax expense (benefit) (1,438 ) 1,335 2,072
Income (loss) before equity in earnings of operating joint ventures 7,925 4,370 5,697
Equity in earnings of operating joint ventures, net of taxes 49 49 15

Net income (loss) 7,974 4419 5,712
Less: Income attributable to noncontrolling interests 111 51 70

Net income (loss) attributable to Prudential Financial, Inc. $7,863 $4,368 $5,642

2017 to 2016 Annual Comparison. The $3,495 million increase in “Net income (loss) attributable to Prudential
Financial, Inc.” reflected the following notable items:

$2,773 million favorable impact reflecting a tax benefit in the current year compared to a tax expense in the prior year
primarily as a result of tax reform (see “—Income Taxes”);

$1,927 million net favorable variance, on a pre-tax basis, primarily from higher operating results from our business
segments and income in the current period from our Divested Businesses compared to a loss in the prior year;

$1,500 million favorable variance, on a pre-tax basis, reflecting changes to the way we manage interest rate risks for
certain products. This variance is primarily attributed to changes in our Individual Annuities risk management strategy
implemented in 2016, whereby we terminated the existing intercompany derivative transactions between our
Corporate and Other operations and Individual Annuities related to managing interest rate risk and we now manage
this risk within the Individual Annuities business segment (see “—Results of Operations by Segment—Corporate and
Other—Capital Protection Framework” for additional information); and

$478 million favorable variance, on a pre-tax basis, from adjustments to DAC and other costs as well as reserves,
reflecting updates to the estimated profitability of our businesses, including the impact of our annual reviews and
update of assumptions and other refinements. This excludes the impact associated with the variable annuity hedging
program discussed below (see “—Results of Operations by Segment—U.S. Individual Solutions Division—Individual
Annuities” for additional information).

Partially offsetting these increases in “Net income (loss) attributable to Prudential Financial, Inc.” were the following
items:
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$2,373 million unfavorable variance, on a pre-tax basis, reflecting the net impact from changes in the value of our
embedded derivatives and related hedge positions associated with certain variable annuities (see “—Results of Operations
by Segment—U.S. Individual Solutions Division—Individual Annuities—Variable Annuity Risks and Risk Mitigants” for

additional information); and
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$810 million lower net pre-tax realized gains for PFI excluding the Closed Block division, and excluding the impact
of the hedging program associated with certain variable annuities discussed above (see “—Realized Investment Gains and
Losses” for additional information).

2016 to 2015 Annual Comparison. The $1,274 million decrease in “Net income (loss) attributable to Prudential
Financial, Inc.” reflected the following notable items:

$980 million unfavorable variance, on a pre-tax basis, from adjustments to DAC and other costs as well as reserves,
reflecting updates to the estimated profitability of our businesses, including the impact of our annual reviews and
update of assumptions and other refinements. This excludes the impact associated with the variable annuity hedging
program discussed below (see “—Results of Operations by Segment—U.S. Individual Solutions Division—Individual
Annuities” for additional information);

$972 million unfavorable variance, on a pre-tax basis, reflecting our decision to manage a portion of our interest rate
risk through our Capital Protection Framework (see “—Results of Operations by Segment—Corporate and Other—Capital
Protection Framework” for additional information); and

$479 million lower net pre-tax realized gains for PFI excluding the Closed Block division, and excluding the impact
of the hedging program associated with certain variable annuities, which is discussed below (see “—Realized Investment
Gains and Losses” for additional information).

Partially offsetting these decreases in “Net income (loss) attributable to Prudential Financial, Inc.” were the following
items:

&737 million favorable impact of lower tax expense reflecting lower pre-tax income in 2016 compared to 2015; and

$660 million favorable variance, on a pre-tax basis, reflecting the net impact from changes in the value of our

embedded derivatives and related hedge positions associated with certain variable annuities and other products (see
“—Results of Operations by Segment—U.S. Individual Solutions Division—Individual Annuities—Variable Annuity Risks ar
Risk Mitigants” for additional information).

Segment Results of Operations

We analyze the performance of our segments and Corporate and Other operations using a measure of segment
profitability called adjusted operating income. See “—Segment Measures” for a discussion of adjusted operating income
and its use as a measure of segment operating performance.

Shown below are the adjusted operating income contributions of each segment and Corporate and Other operations for

the periods indicated and a reconciliation of this segment measure of performance to “Income (loss) before income
taxes and equity in earnings of operating joint ventures” as presented in our Consolidated Statements of Operations.
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Year ended December 31,
2017 2016 2015

(in millions)
Adjusted operating income before income taxes by segment:

Individual Annuities $2,198 $1,765 $1,797
Individual Life (191 ) 79 635
Total U.S. Individual Solutions division(1) 2,007 1,844 2,432
Retirement 1,244 1,012 931
Group Insurance 253 220 176
Total U.S. Workplace Solutions division(1) 1,497 1,232 1,107
Investment Management 979 787 779
Total Investment Management division(1) 979 787 779
International Insurance 3,198 3,117 3,226
Total International Insurance division 3,198 3,117 3,226
Corporate and Other operations (1,437 ) (1,581 ) (1,313)
Total Corporate and Other (1,437 ) (1,581 ) (1,313)
Total segment adjusted operating income before income taxes 6,244 5,399 6,231
Reconciling items:

Realized investment gains (losses), net, and related adjustments(2) (602 ) 989 2,258
Charges related to realized investment gains (losses), net(3) 544 466 ) (679 )
Investment gains (losses) on trading account assets supporting insurance liabilities, net(4) 336 17 ) (524 )
Change in experience-rated contractholder liabilities due to asset value changes(5) (151 ) 21 433
Divested businesses(6):

Closed Block division 45 (132 ) 58
Other divested businesses 38 84 )66 )
Equity in earnings of operating joint ventures and earnings attributable to noncontrolling 33 s ) 58
interests(7)

\(}?;?ti(;lel;lated income (loss) before income taxes and equity in earnings of operating joint $6.487 $5.705 $7.769

Prior period divisional subtotals are presented on a basis consistent with the Company’s new organizational
(1) structure. Individual segment results and consolidated totals remain unchanged. See “—Overview” for additional
information.
Represents “Realized investment gains (losses), net,” and related adjustments. See “—Realized Investment Gains and
Losses” and Note 22 to our Consolidated Financial Statements for additional information.
Includes charges that represent the impact of realized investment gains (losses), net, on the amortization of DAC
and other costs, and on changes in reserves. Also includes charges resulting from payments related to market value
adjustment features of certain of our annuity products and the impact of realized investment gains (losses), net, on
the amortization of unearned revenue reserves.
Represents net investment gains (losses) on trading account assets supporting insurance liabilities. See
(4)“—Experience-Rated Contractholder Liabilities, Trading Account Assets Supporting Insurance Liabilities and Other
Related Investments.”
Represents changes in contractholder liabilities due to asset value changes in the pool of investments supporting
(5)these experience-rated contracts. See “—Experience-Rated Contractholder Liabilities, Trading Account Assets
Supporting Insurance Liabilities and Other Related Investments.”
Represents the contribution to income (loss) of divested businesses that have been or will be sold or exited,
(6)including businesses that have been placed in wind down, but that did not qualify for “discontinued operations”
accounting treatment under U.S. GAAP. See “—Divested Businesses.”

2)

3)
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Equity in earnings of operating joint ventures are included in adjusted operating income but excluded from income
before income taxes and equity in earnings of operating joint ventures as they are reflected on an after-tax U.S.
GAAP basis as a separate line in our Consolidated Statements of Operations. Earnings attributable to

(7)noncontrolling interests are excluded from adjusted operating income but included in income before taxes and
equity earnings of operating joint ventures as they are reflected on a U.S. GAAP basis as a separate line in our
Consolidated Statements of Operations. Earnings attributable to noncontrolling interests represent the portion of
earnings from consolidated entities that relates to the equity interests of minority investors.

Segment results for 2017 presented above reflect the following:
Individual Annuities. Segment results for 2017 increased in comparison to 2016, primarily reflecting higher
asset-based fee income, lower amortization costs and higher net investment spread results. Both periods also

experienced favorable comparative net impacts from changes in the estimated profitability of the business, including
those resulting from our annual reviews and update of assumptions and other refinements.
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Individual Life. Segment results for 2017 decreased in comparison to 2016, primarily reflecting unfavorable
comparative net impacts from our annual reviews and update of assumptions and other refinements, higher general
and administrative expenses and an unfavorable impact from mortality experience, net of reinsurance, partially offset
by a higher contribution from net investment spread results.

Retirement. Segment results for 2017 increased in comparison to 2016, reflecting higher net investment spread results
and a higher contribution from reserve experience.

Group Insurance. Segment results for 2017 increased in comparison to 2016, reflecting favorable comparative net
impacts from our annual reviews and update of assumptions and other refinements, net favorable underwriting results
and higher net investment spread results, partially offset by higher expenses.

Investment Management. Segment results for 2017 increased in comparison to 2016, primarily reflecting higher asset
management fees, net of related expenses, and higher other related revenues, net of associated expenses, partially
offset by higher expenses.

International Insurance. Segment results for 2017 increased in comparison to 2016, inclusive of unfavorable net
impacts from foreign currency exchange rates and comparatively favorable net impacts from our annual reviews and
update of assumptions and other refinements. Excluding these items, segment results increased from the prior year,
primarily reflecting the growth of business in force and improved policyholder experience, partially offset by higher
expenses, including legal costs and expenses supporting business growth.

Corporate and Other operations. The results for 2017 reflected a decreased loss in comparison to 2016, driven by
higher investment income, net of interest expense, higher income from our qualified pension plan, and lower levels of
other corporate expenses.

Closed Block Division. Results for 2017 increased in comparison to 2016, primarily driven by an increase in net
realized investment gains and related activity, net insurance activity and higher net investment income, partially offset
by an increase in the policyholder dividend obligation.

Segment Measures

Adjusted Operating Income. In managing our business, we analyze our segments’ operating performance using
“adjusted operating income.” Adjusted operating income does not equate to “Income (loss) before income taxes and
equity in earnings of operating joint ventures” or “Net income (loss)” as determined in accordance with U.S. GAAP, but
is the measure of segment profit or loss we use to evaluate segment performance and allocate resources, and consistent
with authoritative guidance, is our measure of segment performance. The adjustments to derive adjusted operating
income are important to an understanding of our overall results of operations. Adjusted operating income is not a
substitute for income determined in accordance with U.S. GAAP, and our definition of adjusted operating income may
differ from that used by other companies. However, we believe that the presentation of adjusted operating income as
we measure it for management purposes enhances the understanding of our results of operations by highlighting the
results from ongoing operations and the underlying profitability of our businesses. See Note 22 to the Consolidated
Financial Statements for further information on the presentation of segment results and our definition of adjusted
operating income.

Annualized New Business Premiums. In managing our Individual Life, Group Insurance and International Insurance
businesses, we analyze annualized new business premiums, which do not correspond to revenues under U.S. GAAP.
Annualized new business premiums measure the current sales performance of the business, while revenues primarily
reflect the renewal persistency of policies written in prior years and net investment income, in addition to current
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sales. Annualized new business premiums include 10% of first year premiums or deposits from single pay products.
No other adjustments are made for limited pay contracts.

The amount of annualized new business premiums for any given period can be significantly impacted by several
factors, including but not limited to: addition of new products, discontinuation of existing products, changes in
credited interest rates for certain products and other product modifications, changes in premium rates, changes in tax
laws, changes in regulations or changes in the competitive environment. Sales volume may increase or decrease prior
to certain of these changes becoming effective, and then fluctuate in the other direction following such changes.
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Assets Under Management. In managing our Investment Management business, we analyze assets under management
(which do not correspond directly to U.S. GAAP assets) because the principal source of revenues is fees based on
assets under management. Assets under management represents the fair market value or account value of assets which
we manage directly for institutional clients, retail clients, and for our general account, as well as assets invested in our
products that are managed by third-party managers.

Account Values. In managing our Individual Annuities and Retirement businesses, we analyze account values, which
do not correspond to U.S. GAAP assets. Net sales (redemptions) in our Individual Annuities business and net
additions (withdrawals) in our Retirement business do not correspond to revenues under U.S. GAAP, but are used as a
relevant measure of business activity.

Impact of Foreign Currency Exchange Rates
Foreign currency exchange rate movements and related hedging strategies

As a U.S.-based company with significant business operations outside the U.S., particularly in Japan, we are subject to
foreign currency exchange rate movements that could impact our U.S. dollar-equivalent earnings and shareholder
return on equity. We seek to mitigate this impact through various hedging strategies, including the use of derivative
contracts and by holding U.S. dollar-denominated assets in certain of our foreign subsidiaries.

The operations of certain of our businesses are subject to currency fluctuations that could materially affect our U.S.
dollar-equivalent earnings from period to period, even if earnings on a local currency basis are relatively constant. We
enter into forward currency derivative contracts as part of our strategy to effectively fix the currency exchange rates
for a portion of our prospective non-U.S. dollar-denominated earnings streams, thereby reducing earnings volatility
from foreign currency exchange rate movements. The forward currency hedging program is primarily associated with
our insurance operations in Japan and Korea.

For further information on the hedging strategies used to mitigate the risks of foreign currency exchange rate
movements on earnings as well as the U.S. GAAP earnings impact from products denominated in non-local
currencies, see “—Impact of foreign currency exchange rate movements on earnings,” below.

We utilize a yen hedging strategy that calibrates the hedge level to preserve the relative contribution of our yen-based
business to the Company’s overall return on equity on a leverage neutral basis. We implement this hedging strategy
utilizing a variety of instruments, including foreign currency derivative contracts, as discussed above, as well as U.S.
dollar-denominated assets and, to a lesser extent, “dual currency” and “synthetic dual currency” assets held locally in our
Japanese insurance subsidiaries. We may also hedge using instruments held in our U.S. domiciled entities, such as

U.S. dollar-denominated debt that has been swapped to yen. The total hedge level may vary based on our periodic
assessment of the relative contribution of our yen-based business to the Company’s overall return on equity.

The table below presents the aggregate amount of instruments that serve to hedge the impact of foreign currency
exchange movements on our U.S. dollar-equivalent shareholder return on equity from our Japanese insurance
subsidiaries as of the dates indicated.

December 31,
2017 2016

(in billions)
Instruments hedging foreign currency exchange rate exposure on U.S. dollar-equivalent earnings:
Forward currency hedging program(1) $1.6 $1.6
Instruments hedging foreign currency exchange rate exposure on U.S. dollar-equivalent equity:
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U.S. dollar-denominated assets held in yen-based entities(2):

U.S. dollar-denominated investments, at amortized cost 13.7 12.6
Other 0.1 0.1
Subtotal 13.8  12.7
Dual currency and synthetic dual currency investments(3) 0.6 07
Total instruments hedging foreign currency exchange rate exposure on U.S. dollar-equivalent equity  14.4 13.4
Total hedges $16.0 $15.0

(1)Represents the notional amount of forward currency contracts outstanding.
Excludes $41.2 billion and $36.2 billion as of December 31, 2017 and 2016, respectively, of U.S.
(2)dollar-denominated assets supporting U.S. dollar-denominated liabilities related to U.S. dollar-denominated
products issued by our Japanese insurance operations.
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Dual currency and synthetic dual currency investments are held by our yen-based entities in the form of fixed
(3)maturities and loans with a yen-denominated principal component and U.S. dollar-denominated interest income.
The amounts shown represent the present value of future U.S. dollar-denominated cash flows.

The U.S. dollar-denominated investments that hedge the impact of foreign currency exchange rate movements on U.S.
dollar-equivalent earnings and shareholder return on equity from our Japanese insurance operations are reported
within yen-based entities and, as a result, foreign currency exchange rate movements will impact their value reported
within our yen-based Japanese insurance entities. We seek to mitigate the risk that future unfavorable foreign currency
exchange rate movements will decrease the value of these U.S. dollar-denominated investments reported within our
yen-based Japanese insurance entities, and therefore negatively impact their equity and regulatory solvency margins,
by having our Japanese insurance operations enter into currency hedging transactions. Those hedges are with a
subsidiary of Prudential Financial. These hedging strategies have the economic effect of moving the change in value
of these U.S. dollar-denominated investments due to foreign currency exchange rate movements from our Japanese
yen-based entities to our U.S. dollar-based entities.

These U.S. dollar-denominated investments also pay a coupon which is generally higher than what a similar
yen-denominated investment would pay. The incremental impact of this higher yield on our U.S. dollar-denominated
investments, as well as our dual currency and synthetic dual currency investments, will vary over time, and is
dependent on the duration of the underlying investments as well as interest rate environments in both the U.S. and
Japan at the time of the investments. See “—General Account Investments—Investment Results” for a discussion of the
investment yields generated by our Japanese insurance operations.

Impact of foreign currency exchange rate movements on earnings

The financial results of our International Insurance, Retirement and Investment Management segments reflect the
impact of intercompany arrangements with our Corporate and Other operations pursuant to which certain of these
segments’ non-U.S. dollar-denominated earnings are translated at fixed currency exchange rates. Results of our
Corporate and Other operations include any differences between the translation adjustments recorded by the segments
at the fixed currency exchange rate versus the actual average rate during the period. In addition, specific to our
International Insurance segment where we hedge certain currencies, as further discussed below, the results of our
Corporate and Other operations also include the impact of any gains or losses recorded from the forward currency
contracts that settled during the period, which include the impact of any over or under hedging of actual earnings that
differ from projected earnings.

For International Insurance, the fixed currency exchange rates are generally determined in connection with a foreign
currency income hedging program designed to mitigate the impact of exchange rate changes on the segment’s U.S.
dollar-equivalent earnings. Pursuant to this program, our Corporate and Other operations execute forward currency
contracts with third parties to sell the net exposure of projected earnings for certain currencies in exchange for U.S.
dollars at specified exchange rates. The maturities of these contracts correspond with the future periods (typically on a
three-year rolling basis) in which the identified non-U.S. dollar-denominated earnings are expected to be generated. In
establishing the level of non-U.S. dollar-denominated earnings that will be hedged through this program, we exclude
the anticipated level of U.S. dollar-denominated earnings that will be generated by U.S. dollar-denominated products
and investments. For the twelve months ended December 31, 2017, approximately 24% of the segment’s earnings were
yen-based and, as of December 31, 2017, we have hedged 100%, 73% and 28% of expected yen-based earnings for
2018, 2019 and 2020, respectively. To the extent currently unhedged, our International Insurance segment’s future
expected U.S. dollar-equivalent of yen-based earnings will be impacted by yen exchange rate movements.

As a result of these arrangements, our International Insurance segment’s results for 2017, 2016 and 2015 reflect the
impact of translating yen-denominated earnings at fixed currency exchange rates of 112, 106 and 91 yen per U.S.
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dollar, respectively, and Korean won-denominated earnings at fixed currency exchange rates of 1130, 1100 and 1120
Korean won per U.S. dollar, respectively. We expect our 2018 results to reflect the impact of translating
yen-denominated earnings at a fixed currency exchange rate of 111 yen per U.S. dollar and Korean won-denominated
earnings at a fixed currency exchange rate of 1150 won per U.S. dollar. Since determination of the fixed currency
exchange rates for a given year is impacted by changes in foreign currency exchange rates over time, the segment’s
future earnings will ultimately be impacted by these changes in exchange rates.

For Retirement, Investment Management and certain currencies within International Insurance, the fixed currency
exchange rates for the current year are predetermined during the third quarter of the prior year using forward currency
exchange rates.

The table below presents, for the periods indicated, the increase (decrease) to revenues and adjusted operating income

for the International Insurance, Retirement and Investment Management segments and for Corporate and Other
operations, reflecting the impact of these intercompany arrangements.
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Year ended
December 31,
2017 2016 2015

(in millions)
Segment impacts of intercompany arrangements:
International Insurance $3  $23 $331
Retirement 2 9 0
Investment Management 0 6 0
Impact of intercompany arrangements(1) 5 38 331
Corporate and Other operations:

Impact of intercompany arrangements(1) (5 ) (@38) (331)
Settlement gains (losses) on forward currency contracts(2) (16 ) 38 286
Net benefit (detriment) to Corporate and Other operations 21 )0 45 )

Net impact on consolidated revenues and adjusted operating income  $(16) $38 $286

Represents the difference between non-U.S. dollar-denominated earnings translated on the basis of weighted
(1)average monthly currency exchange rates versus fixed currency exchange rates determined in connection with the

foreign currency income hedging program.

As of December 31, 2017, 2016 and 2015, the notional amounts of these forward currency contracts within our
(2)Corporate and Other operations were $2.8 billion, $2.7 billion and $2.4 billion, respectively, of which $1.5 billion,

$1.6 billion and $1.9 billion, respectively, were related to our Japanese insurance operations.

Impact of products denominated in non-local currencies on U.S. GAAP earnings

While our international insurance operations offer products denominated in local currency, several also offer products
denominated in non-local currencies, most notably our Japanese operations, which offer U.S. and Australian
dollar-denominated products. The non-local currency-denominated insurance liabilities related to these products are
supported by investments denominated in corresponding currencies, including a significant portion designated as
available-for-sale. While the impact from foreign currency exchange rate movements on these non-local
currency-denominated assets and liabilities is economically matched, differences in the accounting for changes in the
value of these assets and liabilities due to changes in foreign currency exchange rate movements have historically
resulted in volatility in U.S. GAAP earnings.

In the first quarter of 2015 we implemented a structure in Gibraltar Life’s operations that disaggregated the U.S. and
Australian dollar-denominated businesses into separate divisions, each with its own functional currency that aligns
with the underlying products and investments. The result of this alignment was to reduce differences in the accounting
for changes in the value of these assets and liabilities that arise due to changes in foreign currency exchange rate
movements. For the U.S. and Australian dollar-denominated assets that were transferred under this structure, the net
cumulative unrealized investment gains associated with foreign exchange remeasurement that were recorded in
“Accumulated other comprehensive income (loss)” (“AOCI”) totaled $6.0 billion and will be recognized in earnings
within “Realized investment gains (losses), net” over time as these assets mature or are sold. As of December 31, 2017,
the remaining net cumulative unrealized investment gains balance related to these assets was $3.9 billion. Absent the
sale of any of these assets prior to their stated maturity, approximately 8% of the $3.9 billion balance will be
recognized in 2018, approximately 9% will be recognized in 2019, and a majority of the remaining balance will be
recognized from 2020 through 2024.

Accounting Policies & Pronouncements
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Application of Critical Accounting Estimates

The preparation of financial statements in conformity with U.S. GAAP requires the application of accounting policies
that often involve a significant degree of judgment. Management, on an ongoing basis, reviews estimates and
assumptions used in the preparation of financial statements. If management determines that modifications in
assumptions and estimates are appropriate given current facts and circumstances, the Company’s results of operations
and financial position as reported in the Consolidated Financial Statements could change significantly.

The following sections discuss the accounting policies applied in preparing our financial statements that management
believes are most dependent on the application of estimates and assumptions and require management’s most difficult,
subjective, or complex judgments.

Insurance Assets

Deferred Policy Acquisition Costs and Deferred Sales Inducements
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We capitalize costs that are directly related to the acquisition or renewal of insurance and annuity contracts. These
costs primarily include commissions, as well as costs of policy issuance and underwriting and certain other expenses
that are directly related to successfully negotiated contracts. We have also deferred costs associated with sales
inducements related to our variable and fixed annuity contracts primarily within our Individual Annuities segment.
Sales inducements are amounts that are credited to the policyholders’ account balances mainly as an inducement to
purchase the contract. For additional information about sales inducements, see Note 11 to the Consolidated Financial
Statements. We generally amortize DAC and deferred sales inducements (“DSI”) over the expected lives of the
contracts, based on our estimates of the level and timing of gross premiums, gross profits, or gross margins, depending
on the type of contract. As described in more detail below, in calculating DAC and DSI amortization, we are required
to make assumptions about investment returns, mortality, persistency, and other items that impact our estimates of the
level and timing of gross margins, gross profits, or gross premiums. We also periodically evaluate the recoverability
of our DAC and DSI. For certain contracts, this evaluation is performed as part of our premium deficiency testing, as
discussed further below in “—Insurance Liabilities—Future Policy Benefits.” As of December 31, 2017, DAC and DSI for
PFI excluding the Closed Block division were $18.7 billion and $1.2 billion, respectively, and DAC in our Closed
Block division was $299 million.

Amortization methodologies

Gross Premiums. DAC associated with the non-participating whole life and term life policies of our Individual Life
segment and the whole life, term life, endowment and health policies of our International Insurance segment is
primarily amortized in proportion to gross premiums. Gross premiums are defined as the premiums charged to a
policyholder for an insurance contract.

Gross Profits. DAC and DSI associated with the variable and universal life policies of our Individual Life and
International Insurance segments and the variable and fixed annuity contracts of our Individual Annuities and
International Insurance segments are generally amortized over the expected lives of these policies in proportion to
total gross profits. Total gross profits include both actual gross profits and estimates of gross profits for future periods.
Gross profits are defined as i) amounts assessed for mortality, contract administration, surrender charges, and other
assessments plus amounts earned from investment of policyholder balances less ii) benefit claims in excess of
policyholder balances, costs incurred for contract administration, interest credited to policyholder balances and other
credits. If significant negative gross profits are expected in any period, the amount of insurance in force is generally
substituted as the base for computing amortization. For variable annuities in our Individual Annuities segment, U.S.
GAAP gross profits and amortization rates also include the impacts of the embedded derivatives associated with
certain of the optional living benefit features of our variable annuity contracts and related hedging activities. For
additional information on the significant inputs to the valuation models for these embedded derivatives including
capital market assumptions and actuarially determined assumptions, see below “—Insurance Liabilities—Future Policy
Benefits.” In calculating amortization expense, we estimate the amounts of gross profits that will be included in our
U.S. GAAP results and in adjusted operating income, and utilize these estimates to calculate distinct amortization
rates and expense amounts. We also regularly evaluate and adjust the related DAC and DSI balances with a
corresponding charge or credit to current period earnings for the impact of actual gross profits and changes in our
projections of estimated future gross profits on our DAC and DSI amortization rates. Adjustments to the DAC and
DSI balances include the impact to our estimate of total gross profits of the annual review of assumptions, our
quarterly adjustments for current period experience, and our quarterly adjustments for market performance. Each of
these adjustments is further discussed below in “—Annual assumptions review and quarterly adjustments.”

Gross Margins. DAC associated with the traditional participating products of our Closed Block is amortized over the
expected lives of those contracts in proportion to estimated gross margins. Gross margins are defined as: i) amounts
received from premiums, earned from investment of policyholder balances and other assessments, less ii) benefits
claims paid, costs for contract administration, changes in the net level premium reserve for death and endowment
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benefits, annual policyholder dividends and other credits. We evaluate our estimates of future gross margins and
adjust the related DAC balance with a corresponding charge or credit to current period earnings for the effects of
actual gross margins and changes in our expected future gross margins. DAC adjustments for these participating
products generally have not created significant volatility in our results of operations since many of the factors that
affect gross margins are also included in the determination of our dividends to these policyholders and, during most
years, the Closed Block has recognized a cumulative policyholder dividend obligation expense in ‘“Policyholders’
dividends,” for the excess of actual cumulative earnings over expected cumulative earnings as determined at the time of
demutualization. However, if actual cumulative earnings fall below expected cumulative earnings in future periods,
thereby eliminating the cumulative policyholder dividend obligation expense, changes in gross margins and DAC
amortization would result in a net impact to the Closed Block results of operations. As of December 31, 2017, the
excess of actual cumulative earnings over the expected cumulative earnings was $1,790 million.

The amortization methodologies for products not discussed above primarily relate to less significant DAC and DSI
balances associated with products in our Group Insurance and Retirement segments, which comprised approximately
2% of the Company’s total DAC and DSI balances as of December 31, 2017.

Annual assumptions review and quarterly adjustments
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Annually, we perform a comprehensive review of the assumptions used in estimating gross profits for future periods.
Over the last several years, the Company’s most significant assumption updates resulting in a change to expected
future gross profits and the amortization of DAC and DSI have been related to lapse experience and other
contractholder behavior assumptions, mortality, and revisions to expected future rates of returns on investments.
These assumptions may also cause potential significant variability in amortization expense in the future. The impact
on our results of operations of changes in these assumptions can be offsetting and we are unable to predict their
movement or offsetting impact over time.

The quarterly adjustments for current period experience referred to above reflect the impact of differences between
actual gross profits for a given period and the previously estimated expected gross profits for that period. To the extent
each period’s actual experience differs from the previous estimate for that period, the assumed level of total gross
profits may change. In these cases, we recognize a cumulative adjustment to all previous periods’ amortization, also
referred to as an experience true-up adjustment.

The quarterly adjustments for market performance referred to above reflect the impact of changes to our estimate of
total gross profits to reflect actual fund performance and market conditions. A significant portion of gross profits for
our variable annuity contracts and, to a lesser degree, our variable life policies are dependent upon the total rate of
return on assets held in separate account investment options. This rate of return influences the fees we earn, costs we
incur associated with the guaranteed minimum death and guaranteed minimum income benefit features related to our
variable annuity contracts, as well as other sources of profit. Returns that are higher than our expectations for a given
period produce higher than expected account balances, which increase the future fees we expect to earn and decrease
the future costs we expect to incur associated with the guaranteed minimum death and guaranteed minimum income
benefit features related to our variable annuity contracts. The opposite occurs when returns are lower than our
expectations. The changes in future expected gross profits are used to recognize a cumulative adjustment to all prior
periods’ amortization.

The near-term future equity rate of return assumption used in evaluating DAC and other costs for our domestic
variable annuity and variable life insurance products is derived using a reversion to the mean approach, a common
industry practice. Under this approach, we consider historical equity returns and adjust projected equity returns over
an initial future period of five years (the “near-term”) so that equity returns converge to the long-term expected rate of
return. If the near-term projected future rate of return is greater than our near-term maximum future rate of return of
15%, we use our maximum future rate of return. As of December 31, 2017, our variable annuities and variable life
insurance businesses assume an 8.0% long-term equity expected rate of return and a 3.3% near-term mean reversion
equity expected rate of return.

The weighted average rate of return assumptions consider many factors specific to each business, including asset
durations, asset allocations and other factors. We generally update the near-term equity rates of return and our
estimate of total gross profits each quarter to reflect the result of the reversion to the mean approach. We generally
update the future interest rates used to project fixed income returns annually and in any quarter when interest rates
vary significantly from these assumptions. As a result of our 2017 annual reviews and update of assumptions and
other refinements, we reduced our long-term expectation of the 10-year U.S. Treasury rate by 25 basis points and now
grade to 3.75% over ten years and we reduced the long-term expected return by 40 basis points on Japanese
government bonds and now grade to 1.5% over ten years.

These market performance related adjustments to our estimate of total gross profits result in cumulative adjustments to
prior amortization, reflecting the application of the new required rate of amortization to all prior periods’ gross profits.

Value of Business Acquired
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In addition to DAC and DSI, we also recognize an asset for VOBA. VOBA is an intangible asset which represents an
adjustment to the stated value of acquired inforce insurance contract liabilities to present them at fair value,

determined as of the acquisition date. VOBA is amortized over the expected life of the acquired contracts using the
same methodology and assumptions used to amortize DAC and DSI (see “—Deferred Policy Acquisition Costs and
Deferred Sales Inducements” above for additional information). VOBA is also subject to recoverability testing. As of
December 31, 2017, VOBA was $1.6 billion, and included $1.2 billion related to the acquisition from American
International Group (“AlIG”) of AIG Star Life Insurance Co., Ltd, AIG Edison Life Insurance Company, AIG Financial
Assurance Japan K.K. and AIG Edison Service Co., Ltd. (collectively, the “Star and Edison Businesses”) in 2011, and
$0.1 billion related to the acquisition of The Hartford Financial Services Group’s individual life insurance business (“the
Hartford Life Business”) in 2013. The remaining $0.3 billion primarily relates to previously-acquired traditional life,
deferred annuity, defined contribution and defined benefit businesses. The VOBA associated with the inforce

contracts of the Star and Edison Businesses is less sensitive to assumption changes, as the majority is amortized in
proportion to gross premiums which are more predictably stable compared to gross profits.

Insurance Liabilities
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Future Policy Benefit Reserves, including Unpaid Claims and Claim Adjustment Expenses

We establish reserves for future policy benefits to, or on behalf of, policyholders using methodologies prescribed by
U.S. GAAP. The reserving methodologies used include the following:

For most long-duration contracts, we utilize a net premium valuation methodology in measuring the liability for future
policy benefits. Under this methodology, a liability for future policy benefits is accrued when premium revenue is
recognized. The liability, which represents the present value of future benefits to be paid to or on behalf of
policyholders and related expenses less the present value of future net premiums (portion of the gross premium
required to provide for all benefits and expenses), is estimated using methods that include assumptions applicable at
the time the insurance contracts are made with provisions for the risk of adverse deviation, as appropriate. Original
assumptions continue to be used in subsequent accounting periods to determine changes in the liability for future
policy benefits (often referred to as the “lock-in concept™) unless a premium deficiency exists. The result of the net
premium valuation methodology is that the liability at any point in time represents an accumulation of the portion of
premiums received to date expected to be needed to fund future benefits (i.e., net premiums received to date), less any
benefits and expenses already paid. The liability does not necessarily reflect the full policyholder obligation the
€Company expects to pay at the conclusion of the contract since a portion of that obligation would be funded by net
premiums received in the future and would be recognized in the liability at that time. We perform premium deficiency
tests using best estimate assumptions as of the testing date without provisions for adverse deviation. If the liabilities
determined based on these best estimate assumptions are greater than the net reserves (i.e., GAAP reserves net of any
DAC, DSI or VOBA asset), the existing net reserves are adjusted by first reducing these assets by the amount of the
deficiency or to zero through a charge to current period earnings. If the deficiency is more than these asset balances
for insurance contracts, we then increase the net reserves by the excess, again through a charge to current period
earnings. If a premium deficiency is recognized, the assumptions as of the premium deficiency test date are locked in
and used in subsequent valuations and the net reserves continue to be subject to premium deficiency testing. In
addition, for limited-payment contracts, future policy benefit reserves also include a deferred profit liability
representing gross premiums received in excess of net premiums. The deferred profits are recognized in revenue in a
constant relationship with insurance in force or with the amount of expected future benefit payments.

For certain contract features, such as those related to guaranteed minimum death benefits (“GMDB”), guaranteed
minimum income benefits (“GMIB”) and no-lapse guarantees, a liability is established when associated assessments
(which include all policy charges including charges for administration, mortality, expense, surrender, and other.
regardless of how characterized) are recognized. This liability is established utilizing current best estimate
assumptions and is based on the ratio of the present value of total expected excess payments over the life of the
contract divided by the present value of total expected assessments (i.e., benefit ratio). The liability equals the current
benefit ratio multiplied by cumulative assessments recognized to date, plus interest, less cumulative excess payments
to date. Similar to as described above for DAC, the reserves are subject to adjustments based on annual reviews of
assumptions and quarterly adjustments for experience, including market performance. These adjustments reflect the
impact on the benefit ratio of using actual historical experience from the issuance date to the balance sheet date plus
updated estimates of future experience. The updated benefit ratio is then applied to all prior periods’ assessments to
derive an adjustment to the reserve recognized through a benefit or charge to current period earnings.

For certain product guarantees, primarily certain optional living benefit features of the variable annuity products in
our Individual Annuities segment including guaranteed minimum accumulation benefits (“GMAB”), guaranteed
minimum withdrawal benefits (“GMWB”) and guaranteed minimum income and withdrawal benefits (“GMIWB”), the
benefits are accounted for as embedded derivatives using a fair value accounting framework. The fair value of these
contracts is calculated as the present value of expected future benefit payments to contractholders less the present
value of assessed rider fees attributable to the embedded derivative feature. Under U.S. GAAP, the fair values of these
benefit features are based on assumptions a market participant would use in valuing these embedded derivatives.

121



Edgar Filing: PRUDENTIAL FINANCIAL INC - Form 10-K

Changes in the fair value of the embedded derivatives are recorded quarterly through a benefit or charge to current
period earnings.

The assumptions used in establishing reserves are generally based on the Company’s experience, industry experience
and/or other factors, as applicable. We typically update our actuarial assumptions, such as mortality, morbidity,
retirement and policyholder behavior assumptions, annually, unless a material change is observed in an interim period
that we feel is indicative of a long-term trend. Generally, we do not expect trends to change significantly in the
short-term and, to the extent these trends may change, we expect such changes to be gradual over the long-term. In a
sustained low interest rate environment, there is an increased likelihood that the reserves determined based on best
estimate assumptions may be greater than the net liabilities.

The following paragraphs provide additional details about the reserves established by each of our segments:
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International Insurance. The reserves for future policy benefits of our International Insurance segment, which as of
December 31, 2017, represented 45% of our total future policy benefit reserves, primarily relate to non-participating
whole life and term life products and endowment contracts, and are generally calculated using the net premium
valuation methodology, as described above. The primary assumptions used in determining expected future benefits
and expenses include mortality, lapse, morbidity, investment yield and maintenance expense assumptions. In addition,
future policy benefit reserves for certain contracts also include amounts related to our deferred profit liability, as
described above.

Retirement. The reserves for future policy benefits of our Retirement segment, which as of December 31, 2017,
represented 23% of our total future policy benefit reserves, primarily relate to our non-participating life contingent
group annuity and structured settlement products and are generally calculated using the net premium valuation
methodology, as described above. The primary assumptions used in establishing these reserves include mortality,
retirement, maintenance expense, and investment yield assumptions. In addition, future policy benefit reserves for
certain contracts also include amounts related to our deferred profit liability, as described above.

Individual Annuities. The reserves for future policy benefits of our Individual Annuities segment, which as of
December 31, 2017, represented 4% of our total future policy benefit reserves, primarily relate to reserves for the
GMDB and GMIB features of our variable annuities, and for the optional living benefit features that are accounted for
as embedded derivatives. As discussed above, in establishing reserves for GMDBs and GMIBs, we utilize current best
estimate assumptions. The primary assumptions used in establishing these reserves generally include annuitization,
lapse, withdrawal and mortality assumptions, as well as interest rate and equity market return assumptions. Lapse rates
are adjusted at the contract level based on the in-the-moneyness of the living benefit and reflect other factors, such as
the applicability of any surrender charges. Lapse rates are reduced when contracts are more in-the-money. Lapse rates
are also generally assumed to be lower for the period where surrender charges apply.

The reserves for certain optional living benefit features, including GMAB, GMWB and GMIWB are accounted for as
embedded derivatives at fair value, as described above. This methodology could result in either a liability or
contra-liability balance, given changing capital market conditions and various actuarial assumptions. Since there is no
observable active market for the transfer of these obligations, the valuations are calculated using internally-developed
models with option pricing techniques. The models are based on a risk neutral valuation framework and incorporate
premiums for risks inherent in valuation techniques, inputs, and the general uncertainty around the timing and amount
of future cash flows. The significant inputs to the valuation models for these embedded derivatives include capital
market assumptions, such as interest rate levels and volatility assumptions, the Company’s market-perceived risk of its
own non-performance risk (“NPR”), as well as actuarially determined assumptions, including mortality rates and
contractholder behavior, such as lapse rates, benefit utilization rates and withdrawal rates. Capital market inputs and
actual contractholders’ account values are updated each quarter based on capital market conditions as of the end of the
quarter, including interest rates, equity markets and volatility. In the risk neutral valuation, the initial swap curve
drives the total returns used to grow the contractholders’ account values. The Company’s discount rate assumption is
based on the LIBOR swap curve adjusted for an additional spread, which includes an estimate of NPR. Actuarial
assumptions, including contractholder behavior and mortality, are reviewed at least annually, and updated based upon
emerging experience, future expectations and other data, including any observable market data, such as available
industry studies or market transactions such as acquisitions and reinsurance transactions. For additional information
regarding the valuation of these optional living benefit features, see Note 20 to the Consolidated Financial Statements.

Individual Life. The reserves for future policy benefits of our Individual Life segment, which as of December 31,
2017, represented 5% of our total future policy benefit reserves, primarily relate to term life, universal life and
variable life products. For term life contracts, the future policy benefit reserves are generally calculated using the net
premium valuation methodology, as described above. The primary assumptions used in determining expected future
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benefits and expenses include mortality, lapse, and maintenance expense assumptions. For variable and universal life
products, which include universal life contracts that contain no-lapse guarantees, reserves for future policy benefits are
primarily established using the reserving methodology for GMDB and GMIB contracts. As discussed above, in
establishing reserves for GMDBs and GMIBs, we utilize current best estimate assumptions. The primary assumptions
used in establishing these reserves generally include mortality, lapse, and premium pattern, as well as interest rate and
equity market return assumptions.

Group Insurance. The reserves for future policy benefits of our Group Insurance segment, which as of December 31,
2017, represented 2% of our total future policy benefit reserves, primarily relate to reserves for group life and
disability benefits. For short-duration contracts, a liability is established when the claim occurs. The reserves for group
life and disability benefits include our liability of $2.6 billion for unpaid claims and claim adjustment expenses for our
Group Insurance segment as of December 31, 2017, which relates primarily to the group long-term disability product.
This liability represents our estimate of future disability claim payments and expenses as well as estimates of claims
that have been incurred, but have not yet been reported, as of the balance sheet date. The liability is determined as the
present value of expected future claim payments and expenses. The primary assumptions used in determining
expected future claim payments are claim termination factors, an assumed interest rate and
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expected Social Security offsets. Long-term disability claims and claim termination experience may be affected by the
economic environment and internal factors such as our claims management process. The remaining reserves for future
policy benefits for group life and disability benefits relate primarily to our group life business, and include reserves for
Waiver of Premium, Claims In Course of Settlement and Claims Incurred But Not Reported. The Waiver of Premium
reserve is calculated as the present value of future benefits, and utilizes assumptions such as expected mortality and
recovery rates. The Claims In Course of Settlement reserve is based on the inventory of claims that have been reported
but not yet paid. The Claims Incurred But Not Reported reserve is estimated using expected patterns of claims
reporting.

Corporate and Other operations. The reserves for future policy benefits of our Corporate & Other operations, which as
of December 31, 2017, represented 2% of our total future policy benefit reserves, primarily relate to our long-term
care products and are generally calculated using the net premium valuation methodology, as described above. Most
contracts have recorded a premium deficiency reserve, for which we use assumptions as of the most recent premium
deficiency reserve establishment. The primary assumptions used in establishing these reserves include interest rate,
morbidity, mortality, lapse, premium rate increase and maintenance expense assumptions. In addition, certain less
significant reserves for our long-term care products, such as our disabled life reserves, are established using current
best estimate actuarial assumptions.

Closed Block Division. The future policy benefit reserves for the traditional participating life insurance products of
the Closed Block division, which as of December 31, 2017, represented 19% of our total future policy benefit reserves
are determined using the net premium valuation methodology, as described above. Under this method, the future
policy benefit reserves are accrued as a level proportion of the premium paid by the policyholder. In applying this
method, we use mortality assumptions to determine our expected future benefits and expected future premiums, and
apply an interest rate to determine the present value of both the expected future benefit payments and the expected
future premiums. The mortality assumptions are based on standard industry mortality tables that were used to
determine the cash surrender value of the policies, and the interest rates used are the interest rates used to calculate the
cash surrender value of the policies.

Profits Followed by Losses

In certain instances, the policyholder liability for a particular line of business may not be deficient in the aggregate to
trigger loss recognition, but the pattern of earnings may be such that profits are expected to be recognized in earlier
years followed by losses in later years. In these situations, accounting standards require that an additional PFL liability
be recognized by an amount necessary to sufficiently offset the losses that would be recognized in later years. The
PFL liability is based on our current estimate of the present value of the amount necessary to offset losses anticipated
in future periods. Because the liability is measured on a discounted basis, there will also be accretion into future
earnings through an interest charge, and the liability will ultimately be released into earnings as an offset to future
losses. This PFL liability is predominantly associated with certain universal life contracts that measure net GAAP
reserves using current best estimate assumptions and accordingly, will be updated each quarter using current inforce
and market data and as part of the annual assumption update.

Policyholders’ Account Balances

Unearned Revenue Reserve

Our unearned revenue reserve (“URR”), reported as a component of “Policyholders’ account balances,” was $2.4 billion as
of December 31, 2017. This reserve primarily relates to variable and universal life products within our Individual Life

and International Insurance segments and represents policy charges for services to be provided in future periods. The

charges are deferred as unearned revenue and are generally amortized over the expected life of the contract in
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proportion to the product’s estimated gross profits, similar to DAC and DSI as discussed above.
Sensitivities for Insurance Assets and Liabilities

The following table summarizes the impact that could result on each of the listed financial statement balances for the
specified segments relative to changes in certain assumptions that may be considered reasonably likely to occur. The
information below is for illustrative purposes only and considers only the hypothetical direct impact on December 31,
2017 balances of changes in a single assumption and not changes in any combinations of assumptions. The figures
below are presented for segments that are expected to experience a significant impact as a result of the corresponding
assumption change. Changes in excess of those illustrated may occur in any period. A description of the estimates and
assumptions used in the preparation of each of these financial statement balances is provided further above. For
traditional long duration contracts and limited payment contracts, U.S. GAAP requires the original assumptions used
when the contracts are issued to be locked-in and that those assumptions be used in all future liability calculations as
long as the resulting liabilities are adequate to provide for the future benefits and expenses (i.e., there is no premium
deficiency). Therefore, these products are not reflected in the sensitivity table below unless the hypothetical change in
assumption would cause a premium deficiency.
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The impacts presented within this table do not reflect the related impacts of our asset liability management strategy
which seeks to offset the changes in the balances presented within this table and is primarily comprised of investments
and derivatives. See further below for a discussion of the estimates and assumptions involved with the application of
U.S. GAAP accounting policies for these instruments and “Quantitative and Qualitative Disclosures about Market Risk”
for hypothetical impacts on related balances as a result of changes in certain significant assumptions.

December 31, 2017
Increase (Decrease) in
Deferred

Policy

Acquisition

Costs, )
uture Policy

Deferrecgeneﬁts and

Sales Policyholders’
Inducemgnts Impact
and ccount

Value Balances(1)

of
Business
Acquired

(in millions)
Assumptions:

Long-term interest rate(2):

Increase by 25 basis points $55  $ 45 ) $100
Decrease by 25 basis points $(60 ) $ 50 $(110 )
Long-term equity expected rate of return(3):

Increase by 50 basis points $100 $ (45 ) $145
Decrease by 50 basis points $(200) $ 60 $(260 )
NPR credit spread(4):

Increase by 50 basis points $(3350) $ (1,715 ) $1,365
Decrease by 50 basis points $385 $ 1,890 $(1,505)
Mortality(5):

Increase by 1% $(85 ) $ (105 ) $20
Decrease by 1% $85 $ 105 $20 )
Lapse(6):

Increase by 10% $(165) $ (750 ) $585
Decrease by 10% $175 $ 780 $(605 )
(I)Includes GMDB/GMIB reserves, embedded derivative liabilities for certain living benefit guaranteed features, PFL

liability, and URR.
Represents the impact of a parallel shift in the long-term interest rate yield curve for the Individual Life segment
and the Japanese insurance operations.

2
3)
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Represents the impact of an increase or decrease in the long-term equity expected rate of return for the Individual
Annuities segment.
(4)Represents the impact of an increase or decrease in the NPR credit spread for the Individual Annuities segment.
Represents the impact of an increase or decrease in mortality rates for the Individual Life and Individual Annuities
®)
segments.
Represents the impact of an increase or decrease in lapse rates for the Individual Life and Individual Annuities
segments, and the Long-Term Care business within our Corporate and Other operations.

(6)

Goodwill

As of December 31, 2017, our goodwill balance of $843 million is reflected in the following four reporting units:
$444 million related to our Retirement Full Service business, $235 million related to our Investment Management
business, $152 million related to our Gibraltar Life and Other operations and $12 million related to our International
Insurance Life Planner business.
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We test goodwill for impairment on an annual basis, as of December 31 of each year, or more frequently if events or
circumstances indicate the potential for impairment is more likely than not. The goodwill impairment analysis is
performed at the reporting unit level which is equal to or one level below our operating segments. Accounting
guidance provides for an optional qualitative assessment for testing goodwill impairment that may allow companies to
skip the quantitative two step test. For additional information on goodwill and the process for testing goodwill for
impairment, see Note 2 and Note 9 to the Consolidated Financial Statements.

In the International Insurance Life Planner business and the Gibraltar Life and Other operations as well as the
Investment Management segment, we did not elect to utilize the option for qualitative analysis and therefore
completed a quantitative impairment analysis using an earnings multiple approach. The earnings multiple approach
indicates the value of a business based on comparison to publicly-traded comparable companies in similar lines of
business. Each comparable company is analyzed based on various factors, including, but not limited to, financial risk,
size, geographic diversification, profitability, adequate financial data, and an actively traded stock price. A multiple of
price to earnings is developed for the comparable companies using independent analysts’ consensus estimates for each
company’s 2018 forecasted earnings. The multiples are then aggregated and a mean and median multiple is calculated
for the group. The lower of the mean or median multiple is then applied to the 2018 forecasted earnings of the
reporting unit to develop a value. A control premium is then added to determine a total estimated fair value for the
reporting unit.

In the Retirement Full Service business, we also did not elect to utilize the option for qualitative analysis and therefore
completed a quantitative impairment analysis using a discounted cash flow approach. The discounted cash flow
approach calculates the value of a business by applying a discount rate reflecting the market expected rate of return of
the reporting unit to its projected future cash flows. These projected future cash flows were based on our internal
forecasts, an expected growth rate and a terminal value. The reporting unit expected rate of return represents the
required rate of return on its total capitalization. The process of deriving reporting unit specific required rates of return
begins with the calculation of an overall Company Weighted Average Cost of Capital, which includes the calculation
of the required return on equity using a Capital Asset Pricing Model (“CAPM”). The CAPM is a generally accepted
method for estimating an equity investor’s return requirement, and hence a company’s cost of equity capital. The
calculation using the CAPM begins with the long-term risk-free rate of return, then applies a market risk premium for
large company common stock, as well as company specific adjustments to address volatility versus the market. The
Company then determines reporting unit specific required rates of return based on their relative volatilities,
benchmarks results against reporting unit comparable companies, and ensures that the sum of the reporting unit
required returns (after considering the impact of unallocated Corporate costs and capital) add up to the overall
Company required return. This process results in reporting unit specific discount rates which are then applied to the
expected future cash flows of the Retirement Full Service business to estimate fair value.

After completion of the first step of the quantitative tests, the fair values exceeded the carrying amounts for each of
the four reporting units and we concluded there was no impairment as of December 31, 2017. The Investment
Management, International Insurance Life Planner, Gibraltar Life and Other operations, and Retirement Full Service
businesses had estimated fair values that exceeded their carrying amounts, each by at least 55%. Completion of the
second step of the quantitative analysis is therefore not necessary.

Estimating the fair value of reporting units is a subjective process that involves the use of significant estimates by
management. For all reporting units tested, market declines or other events impacting the fair value of these
businesses, including discount rates, interest rates and growth rate assumptions or increases in the level of equity

required to support these businesses, could result in goodwill impairments, resulting in a charge to income.

Valuation of Investments, Including Derivatives, and the Recognition of Other-than-Temporary Impairments
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Our investment portfolio consists of public and private fixed maturity securities, commercial mortgage and other

loans, equity securities, other invested assets, and derivative financial instruments. Derivatives are financial
instruments whose values are derived from interest rates, foreign exchange rates, financial indices or the values of
securities or commodities. Derivative financial instruments we generally use include swaps, futures, forwards and
options and may be exchange-traded or contracted in the over-the-counter (“OTC”) market. We are also party to
financial instruments that contain derivative instruments that are “embedded” in the financial instruments. Management
believes the following accounting policies related to investments, including derivatives, are most dependent on the
application of estimates and assumptions. Each of these policies is discussed further within other relevant disclosures
related to the investments and derivatives, as referenced below:

¥ aluation of investments, including derivatives;

Recognition of other-than-temporary impairments (“OTTI”); and
Determination of the valuation allowance for losses on commercial mortgage and other loans.
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We present at fair value in the statements of financial position our investments classified as available-for-sale
(including fixed maturity and equity securities), investments classified as trading such as our trading account assets
supporting insurance liabilities, derivatives and embedded derivatives. For additional information regarding the key
estimates and assumptions surrounding the determination of fair value of fixed maturity and equity securities, as well
as derivative instruments, embedded derivatives and other investments, see Note 20 to the Consolidated Financial
Statements and “—Valuation of Assets and Liabilities—Fair Value of Assets and Liabilities.”

For our investments classified as available-for-sale, the impact of changes in fair value is recorded as an unrealized

gain or loss in AOCI, a separate component of equity. For our investments classified as trading, the impact of changes
in fair value is recorded within “Other income.” In addition, investments classified as available-for-sale, as well as those
classified as held-to-maturity, are subject to impairment reviews to identify when a decline in value is
other-than-temporary. For a discussion of our policies regarding other-than-temporary declines in investment value

and the related methodology for recording OTTI of fixed maturity and equity securities, see Note 2 to the

Consolidated Financial Statements.

Commercial mortgage and other loans are carried primarily at unpaid principal balances, net of unamortized deferred
loan origination fees and expenses and unamortized premiums or discounts and a valuation allowance for losses. For a
discussion of our policies regarding the valuation allowance for commercial mortgage and other loans, see Note 2 to
the Consolidated Financial Statements.

Pension and Other Postretirement Benefits

We sponsor pension and other postretirement benefit plans covering employees who meet specific eligibility
requirements. Our net periodic costs for these plans consider an assumed discount (interest) rate, an expected rate of
return on plan assets, expected increases in compensation levels, mortality and trends in health care costs. Of these
assumptions, our expected rate of return assumptions and our discount rate assumptions have historically had the most
significant effect on our net period costs associated with these plans.

We determine our expected rate of return on plan assets based upon a building block approach that considers inflation,
real return, term premium, credit spreads, equity risk premium and capital appreciation as well as expenses, the effect
of active management and the effect of rebalancing for the equity, debt and real estate asset mix applied on a weighted
average basis to our pension asset portfolio. See Note 18 to our Consolidated Financial Statements for our actual asset
allocations by asset category and the asset allocation ranges prescribed by our investment policy guidelines for both
our pension and other postretirement benefit plans. Our assumed long-term rate of return for 2017 was 6.25% for our
domestic pension plans and 7.00% for our other postretirement benefit plans. Given the amount of plan assets as of
December 31, 2016, the beginning of the measurement year, if we had assumed an expected rate of return for both our
domestic pension and other domestic postretirement benefit plans that was 100 bps higher or 100 bps lower than the
rates we assumed, the change in our net periodic costs would have been as shown in the table below. The information
provided in the table below considers only changes in our assumed long-term rate of return given the level and mix of
invested assets at the beginning of the measurement year, without consideration of possible changes in any of the
other assumptions described above that could ultimately accompany any changes in our assumed long-term rate of
return.

For the year ended December 31, 2017
Increase/(Decreaserensélddecrease) in Net
Periodic Periodic Other

Pension Cost Postretirement Cost

(in millions)
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Increase in expected rate of return by 100 bps  $ (122 ) $ (15 )
Decrease in expected rate of return by 100 bps  $ 122 $ 15

Foreign pension plans represent 5% of plan assets at the beginning of 2017. An increase in expected rate of return by

100 bps would result in a decrease in net periodic pension costs of $6 million; conversely, a decrease in expected rate
of return by 100 bps would result in an increase in net periodic pension costs of $5 million.
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We determine our discount rate, used to value the pension and postretirement benefit obligations, based upon rates
commensurate with current yields on high quality corporate bonds. See Note 18 to the Consolidated Financial
Statements for information regarding the December 31, 2016 methodology we employed to determine our discount
rate for 2017. Our assumed discount rate for 2017 was 4.15% for our domestic pension plans and 4.05% for our other
domestic postretirement benefit plans. Given the amount of pension and postretirement obligations as of

December 31, 2016, the beginning of the measurement year, if we had assumed a discount rate for both our domestic
pension and other postretirement benefit plans that was 100 bps higher or 100 bps lower than the rates we assumed,
the change in our net periodic costs would have been as shown in the table below. The information provided in the
table below considers only changes in our assumed discount rate without consideration of possible changes in any of
the other assumptions described above that could ultimately accompany any changes in our assumed discount rate.

For the year ended December 31, 2017
Increase/(Decreakegien®é(Decrease) in Net
Periodic Periodic Other

Pension Cost  Postretirement Cost

(in millions)
Increase in discount rate by 100 bps  $ (111 ) $ (7 )
Decrease in discount rate by 100 bps  $ 140 $ 5

Foreign pension plans represent 14% of plan obligations at the beginning of 2017. An increase in discount rate by 100
bps would result in a decrease in net periodic pension costs of $26 million; conversely, a decrease in discount rate by
100 bps would result in an increase in net periodic pension costs of $9 million.

Given the application of the authoritative guidance for accounting for pensions, and the deferral and amortization of
actuarial gains and losses arising from changes in our assumed discount rate, the change in net periodic pension cost
arising from an increase in the assumed discount rate by 100 bps would not always be expected to equal the change in
net periodic pension cost arising from a decrease in the assumed discount rate by 100 bps.

For a discussion of our expected rate of return on plan assets and discount rate for our qualified pension plan in 2017,
see “—Results of Operations by Segment—Corporate and Other.”

For purposes of calculating pension income from our own qualified pension plan for the year ended December 31,
2018, we will decrease the discount rate to 3.65% from 4.15% in 2017. The expected rate of return on plan assets will
remain unchanged at 6.25%, and the assumed rate of increase in compensation will remain unchanged at 4.5%.

In addition to the effect of changes in our assumptions, the net periodic cost or benefit from our pension and other
postretirement benefit plans may change due to factors such as actual experience being different from our
assumptions, special benefits to terminated employees, or changes in benefits provided under the plans.

At December 31, 2017, the sensitivity of our domestic and foreign pension and postretirement obligations to a 100
basis point change in discount rate was as follows:

December 31, 2017
Increase/(Dedreasapen(Decrease) in
Pension Accumulated Postretirement
Benefits ObliBatiefits Obligation

(in millions)
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Increase in discount rate by 100 bps  $ (1,437 ) $ (187 )
Decrease in discount rate by 100 bps  $ 1,653 $ 208

Taxes on Income

Our effective tax rate is based on income, non-taxable and non-deductible items, statutory tax rates and tax planning
opportunities available in the various jurisdictions in which we operate. Inherent in determining our annual tax rate are
judgments regarding business plans, planning opportunities and expectations about future outcomes. The DRD is a
major reason for the difference between the Company’s effective tax rate and the federal statutory rate. The DRD is an
estimate that incorporates the prior and current year information, as well as the current year’s equity market
performance. Both the current estimate of the DRD and the DRD in future periods can vary based on factors such as,
but not limited to, changes in the amount of dividends received
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that are eligible for the DRD, changes in the amount of distributions received from underlying fund investments,
changes in the account balances of variable life and annuity contracts, and the Company’s taxable income before the
DRD.

In December 2017, SEC staff issued “SAB 118, Income Tax Accounting Implications of the Tax Cuts and Jobs Act”
(“SAB 118”), which allows the registrants to record provisional amounts during a ‘measurement period’ not to extend
beyond one year. Under the relief provided by SAB 118, a company can recognize provisional amounts when it does
not have the necessary information available, prepared or analyzed in reasonable detail to complete its accounting for
the change in tax law. See Note 19 to the Consolidated Financial Statements for a discussion of provisional amounts
related to the Tax Act of 2017 included in “Total income tax expense (benefit) before equity in earnings of operating
joint ventures” in 2017.

The Tax Act of 2017 includes a provision causing post-1986 unremitted foreign earnings of at least 10% owned
non-U.S. affiliates to be included in the Company’s U.S. income tax base, with an election to pay the associated tax on
an eight-year installment basis. Unremitted foreign earnings from certain operations in foreign jurisdictions that
impose a withholding tax on dividends are considered to be permanently reinvested for purposes of determining the
applicable withholding tax expense. See Note 19 to the Consolidated Financial Statements for a discussion of
unremitted earnings for which the Company provides U.S. income taxes.

An increase or decrease in our effective tax rate by one percentage point would have resulted in a decrease or increase
in our 2017 “Total income tax expense (benefit)” of $65 million.

Contingencies

A contingency is an existing condition that involves a degree of uncertainty that will ultimately be resolved upon the
occurrence of future events. Under U.S. GAAP, accruals for contingencies are required to be established when the
future event is probable and its impact can be reasonably estimated, such as in connection with an unresolved legal
matter. The initial reserve reflects management’s best estimate of the probable cost of ultimate resolution of the matter
and is revised accordingly as facts and circumstances change and, ultimately, when the matter is brought to closure.

Other Accounting Policies
Accounting for Certain Reinsurance Contracts in our Individual Life business

During the second quarter of 2017, we recognized a charge of $237 million in our Individual Life segment, reflecting
a change in our estimate of reinsurance cash flows associated with universal life products as well as a change in our
method of reflecting these cash flows in the financial statements. Under our previous method of accounting, with the
exception of recoveries pertaining to no lapse guarantees, we generally recognized reinsurance cash flows (e.g.,
premiums and recoveries) as they occurred. Under our new method, the expected reinsurance cash flows are
recognized more ratably over the life of the underlying reinsured policies. In conjunction with this change, we revised
how reinsurance is reflected in estimated gross profits used for the amortization of URR, DAC and VOBA. The
change represents a change in accounting estimate effected by a change in accounting principle and is included within
our annual reviews and update of assumptions and other refinements. The change in accounting estimate reflected
insights gained from revised cashflow modeling enabled by a systems conversion, which prompted the change to a
preferable accounting method. We view this new methodology as preferable as we believe it better reflects the
economics of our reinsurance transactions by aligning the results of our reinsurance activity more closely to the
underlying direct insurance activity and by better reflecting the profit pattern of this business for purposes of the
amortization of the balances noted above.
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Adoption of New Accounting Pronouncements

There are no new critical accounting estimates resulting from new accounting pronouncements adopted during 2017.
See Note 2 to the Consolidated Financial Statements for a complete discussion of newly adopted accounting
pronouncements and accounting pronouncements issued but not yet adopted.

Results of Operations by Segment

U.S. Individual Solutions Division

Individual Annuities
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The Individual Annuities segment includes both variable and fixed annuities that may include optional guaranteed
living benefits riders (e.g., guaranteed minimum income benefits (“GMIB”), guaranteed minimum accumulation
benefits (“GMAB”), guaranteed minimum withdrawal benefits (“GMWB”), and guaranteed minimum income and
withdrawal benefits (“GMIWB”)), and/or guaranteed minimum death benefits (“GMDB”). We also offer fixed annuities
that provide a guarantee of principal and interest credited at rates we determine, subject to certain contractual
minimums. We derive our revenue mainly from fee income generated on variable annuity account values, as the
investment return on these contractholder funds is generally attributed directly to the contractholder. We also earn
investment income on general account assets supporting annuity account values and certain other management fees.
Our expenses primarily consist of interest credited and other benefits to contractholders, amortization of DAC and
other costs, non-deferred expenses related to the selling and servicing of the various products we offer, costs of
managing certain risks associated with these products, changes in the reserves for benefit guarantees and other general
business expenses. These drivers of our business results are generally included in adjusted operating income, with
exceptions related to certain guarantees, as discussed below.

The U.S. GAAP accounting and our adjusted operating income treatment for our guarantees differ depending upon the
specific contractual features. Under U.S. GAAP, the reserves for GMDB and GMIB are calculated based on best
estimates applying our actuarial and capital markets return assumptions in accordance with an insurance fulfillment
accounting framework. Under this framework, a liability is established over time representing the portion of fees
collected that is expected to be used to satisfy the obligation to pay benefits in future periods. The risks associated
with these benefit features are retained and results are included in adjusted operating income in a manner generally
consistent with U.S. GAAP.

In contrast, certain of our guaranteed living benefit riders (e.g., GMAB, GMWB and GMIWB) are accounted for
under U.S. GAAP as embedded derivatives and reported using a fair value accounting framework. These benefit
features are carried at fair value, based on estimates of assumptions a market participant would use in valuing these
embedded derivatives, and the change in fair value during each reporting period is recorded within “Realized
investment gains (losses), net.” For purposes of measuring segment performance, adjusted operating income excludes
the changes in fair value and instead reflects the performance of these riders using an insurance fulfillment accounting
framework. Under this framework, adjusted operating income recognized each period reflects the rider fees earned
during the period, less the portion of such fees estimated to be required to cover future benefit payments and hedging
costs. For more information on how we determine the portion of fees needed to cover estimated future benefit
payments and hedging costs, see “Variable Annuity Risks and Risk Mitigants” below.

Operating Results

The following table sets forth the Individual Annuities segment’s operating results for the periods indicated.
Year ended
December 31,

2017 2016 2015

(in millions)
Operating results:

Revenues $5,110 $4,666 $4,695
Benefits and expenses 2912 2901 2,898
Adjusted operating income 2,198 1,765 1,797
Realized investment gains (losses), net, and related adjustments (1,157 ) 2,031 1,588
Related charges 577 68 (624 )

Income (loss) before income taxes and equity in earnings of operating joint ventures ~ $1,618 $3,864 $2,761
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Adjusted Operating Income

2017 to 2016 Annual Comparison. Adjusted operating income increased $433 million. Excluding the impacts of
changes in the estimated profitability of the business, discussed below, adjusted operating income increased $388
million. The increase was primarily driven by higher asset-based fee income, net of associated costs, lower
amortization costs and reserve provisions, and higher net investment spread results. The increase in asset-based fee
income, net of a related increase in asset-based commissions, reflects higher average variable annuity account values
due to market appreciation as well as the impact of greater efficiencies in managing product risks associated with the
Asset Liability Management (“ALM”) strategy that was implemented in the third quarter of 2016. The increase in net
investment spread results reflects higher investment income on non-coupon investments as well as a higher level of
invested assets.
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The impacts of changes in the estimated profitability of the business include adjustments to the amortization of DAC
and other costs as well as to the reserves for certain living and/or death benefit features of our variable annuity
products. These adjustments resulted in a net benefit of $183 million and $138 million in 2017 and 2016, respectively.
The net benefits primarily reflected the net impact of equity market performance on contractholder accounts and
hedge effectiveness relative to our assumptions, as well as a net benefit resulting from our annual reviews and update
of assumptions and other refinements.

2016 to 2015 Annual Comparison. Adjusted operating income decreased $32 million. Excluding the impacts of
changes in the estimated profitability of the business, discussed below, adjusted operating income decreased $8
million. The decrease was primarily driven by lower asset-based fee income, net of associated costs, as well as higher
general and administrative expenses including business growth initiatives. The decrease in asset-based fee income, net
of a related decrease in asset-based commissions, was driven by a decline in average variable annuity account values
and the decrease in the average effective fee rate as fee rates on recent sales are generally lower than fee rates on the
inforce block. This decrease was partially offset by an increase due to greater efficiency in managing product risks
associated with a recently implemented asset-liability management strategy discussed below. Partially offsetting this
net decline were increases in net investment income driven by higher income on non-coupon investments and higher
invested assets, as well as lower amortization costs and lower interest expense. This net decline was also partially
offset by the absence of certain costs for contract cancellations incurred in 2015.

Adjustments to the amortization of DAC and other costs and to the reserves for certain living and/or death benefit
features of our variable annuity products resulted in a net benefit of $138 million and $162 million in 2016 and 2015,
respectively. The net benefits primarily reflected the net impact of equity market performance on contractholder
accounts and hedge effectiveness (beginning in the third quarter of 2016 as a result of our new ALM strategy) relative
to our assumptions, as well as a net benefit resulting from our annual reviews and update of assumptions and other
refinements.

Revenues, Benefits and Expenses

2017 to 2016 Annual Comparison. Revenues increased $444 million. Excluding an $85 million net increase related to
the impacts of certain changes in our estimated profitability of the business, as discussed above, revenues increased
$359 million. Higher average variable annuity account values and the impact from refinements to our risk
management strategy drove increases in policy charges and fee income, and asset management and service fees and
other income. The increase in net investment income was driven by higher income from non-coupon investments and
a higher level of invested assets.

Benefits and expenses increased $11 million. Excluding a $40 million net increase related to the impacts of certain
changes in our estimated profitability of the business, as discussed above, benefits and expenses decreased $29
million, primarily driven by a decrease in policyholders’ benefits, including changes in reserves. Partially offsetting
this decrease were higher general and administrative expenses, net of capitalization, primarily driven by higher asset
management costs and higher asset-based commissions due to higher average account values, as well as from higher
net operating expenses, including those supporting business growth initiatives.

2016 to 2015 Annual Comparison. Revenues decreased $29 million. Excluding a $5 million net decrease related to the
impacts of certain changes in our estimated profitability of the business, as discussed above, revenues decreased $24
million, driven by a decrease in policy charges and fee income, asset management and service fees and other income,
primarily due to a decline in average variable annuity account values. Partially offsetting this decrease was an increase
in net investment income driven by higher income on non-coupon investments and higher invested assets, and an
increase in premiums reflecting an increase in annuitizations of our variable annuity contracts, with offsets in
policyholders’ benefits, as discussed below.
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Benefits and expenses increased $3 million. Excluding a $19 million net increase related to the impacts of certain
changes in our estimated profitability of the business, as discussed above, benefits and expenses decreased $16
million. Interest credited to policyholders’ account balances and amortization of DAC decreased $21 million and $12
million, respectively, driven by lower fee income, as discussed above. General and administrative expenses, net of
capitalization, decreased $10 million driven by lower asset management costs and lower asset-based commissions due
to lower average account values, partially offset by higher operating expenses. Partially offsetting these decreases was
a $25 million increase in policyholders’ benefits, including changes in reserves, primarily reflecting an increase in
annuitizations of our variable annuity contracts with offsets in premiums, as discussed above.

Account Values
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Account values are a significant driver of our operating results. Since most fees are determined by the level of separate
account assets, fee income varies according to the level of account values. Additionally, our fee income generally
drives other items such as the pattern of amortization of DAC and other costs. Account values are driven by net flows
from new business sales, surrenders, withdrawals and benefit payments, policy charges and the impact of positive or
negative market value changes. The annuity industry’s competitive and regulatory landscapes, which have been
dynamic over the last few years, may impact our net flows, including new business sales. The following table sets
forth account value information for the periods indicated.

Year ended December 31,
2017 2016 2015

(in millions)
Total Individual Annuities(1):

Beginning total account value $156,783 $152,945 $158,664
Sales 5,894 8,054 8,780
Surrenders and withdrawals (9,821 ) (7,881 ) (8,415 )
Net sales (3,927 ) 173 365
Benefit payments (1,873 ) (1,794 ) (1,910 )
Net flows (5,800 ) (1,621 ) (1,545 )
Change in market value, interest credited and other activity 21,355 9,012 (585 )
Policy charges (3,712 ) (3,553 ) (3,589 )
Ending total account value $168,626 $156,783 $152,945

Includes variable and fixed annuities sold as retail investment products. Investments sold through defined
(l)contribution plan products are included with such products within the Retirement segment. Variable annuity

account values were $165.1 billion, $153.3 billion and $149.4 billion as of December 31, 2017, 2016 and 2015,
respectively. Fixed annuity account values were $3.5 billion as of December 31, 2017, 2016 and 2015.

2017 to 2016 Annual Comparison. The increase in account values during 2017 was predominantly driven by favorable
changes in the market value of contractholder funds. Net sales for 2017 decreased compared to 2016 reflecting lower
gross sales and higher surrenders and withdrawals. The decline in gross sales for 2017 compared to 2016 was largely
driven by the continued impact stemming from the evolving DOL fiduciary rules and an industry shift away from
variable annuity products.

2016 to 2015 Annual Comparison. The increase in account values during 2016 was largely driven by favorable
changes in the market value of contractholder funds, partially offset by contract charges on contractholder accounts
and benefit payments. Net sales for 2016 decreased compared to 2015 reflecting lower gross sales partially offset by
lower surrenders and withdrawals. The decline in gross sales for 2016 compared to 2015 was largely driven by
decreased sales of our Prudential Premier® Retirement Variable Annuity with “highest daily” benefit riders and
Prudential Premier® Investment Variable Annuity (“PPI”). The declines in gross sales were partially offset by increases
in sales of our Prudential Defined Income Variable Annuity (“PDI”) product.

Variable Annuity Risks and Risk Mitigants

The primary risk exposures of our variable annuity contracts relate to actual deviations from, or changes to, the
assumptions used in the original pricing of these products, including capital markets assumptions such as equity
market returns, interest rates and market volatility, along with actuarial assumptions such as contractholder mortality,
the timing and amount of annuitization and withdrawals, and contract lapses. For these risk exposures, achievement of
our expected returns and profitability is subject to the risk that actual experience will differ from the assumptions used

141



Edgar Filing: PRUDENTIAL FINANCIAL INC - Form 10-K

in the original pricing of these products. We currently manage our exposure to certain risks driven by fluctuations in
capital markets primarily through a combination of Product Design Features, an Asset Liability Management Strategy,
a Capital Hedge Program and External Reinsurance.

Product Design Features
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A portion of the variable annuity contracts that we offer include an automatic rebalancing feature, also referred to as
an asset transfer feature. This feature is implemented at the contract level, and transfers assets between certain variable
investment sub-accounts selected by the annuity contractholder and, depending on the benefit feature, a fixed-rate
account in the general account or a bond fund sub-account within the separate accounts. The automatic rebalancing
feature associated with currently-sold highest daily benefit products uses a designated bond fund sub-account within
the separate accounts. The transfers are based on a static mathematical formula used with the particular benefit which
considers a number of factors, including, but not limited to, the impact of investment performance on the
contractholder’s total account value. The objective of the automatic rebalancing feature is to reduce our exposure to
equity market risk and market volatility. Other product design features we utilize include, among others, asset
allocation restrictions, minimum issuance age requirements and certain limitations on the amount of contractholder
deposits, as well as a required minimum allocation to our general account for certain of our products. We continue to
introduce products that diversify our risk profile and have incorporated provisions in product design allowing frequent
revisions of key pricing elements for certain of our products. In addition, there is diversity in our fee arrangements, as
certain fees are primarily based on the benefit guarantee amount, the contractholder account value and/or premiums,
which helps preserve certain revenue streams when market fluctuations cause account values to decline.

Asset Liability Management (“ALM”) Strategy (including fixed income instruments and derivatives)

Under our historical hedging program to manage certain capital market risks associated with certain variable annuity
living benefit guarantees, we utilized the U.S. GAAP valuation, with certain modifications, to derive a hedge target
that was more reflective of our best estimate of future benefit payments, net of fees collected. Derivative positions
were entered into that sought to offset the change in value of the hedge target.

During the third quarter of 2016, we implemented a new ALM strategy that utilizes a combination of both traditional
fixed income instruments and derivatives to help defray potential claims associated with our variable annuity living
benefit guarantees. The economic liability we manage with this ALM strategy consists of expected living benefit
claims under less severe market conditions, which are managed through the accumulation of fixed income
instruments, and potential living benefit claims resulting from more severe market conditions, which are hedged using
derivative instruments. For the portion of our ALM strategy executed with derivatives, we enter into a range of
exchange-traded, cleared, and OTC equity and interest rate derivatives, including, but not limited to: equity and
treasury futures; total return and interest rate swaps; and options, including equity options, swaptions, and floors and
caps. The intent of this strategy is to more efficiently manage the capital and liquidity associated with these products
while continuing to mitigate fluctuations in net income due to movements in capital markets.

The change in hedge strategy had no impact on how we value or account for the living benefit guarantees under U.S.
GAAP. However, under the ALM strategy that began in the third quarter of 2016, adjusted operating income includes
the fees earned that are in excess of the estimated portion of fees required to cover expected claims and hedge costs
for the economic liability. The portion of fees required to cover such costs is updated quarterly to reflect updated
estimates and actual experience. The effectiveness of our hedging program as measured by comparing the change in
value of our hedging assets to the change in value of the liability we are attempting to hedge will ultimately be
reflected in adjusted operating income over time through the inclusion of actual hedge costs. Expected costs are
updated periodically along with our expectation of claims. For adjusted operating income purposes, DAC and other
costs are fully amortized over the life of the contracts proportional to our actual and estimated gross profits under the
adjusted operating income framework described above. Overall, we generally expect this strategy to result in a higher
portion of fees being recognized in adjusted operating income than under our prior strategy.

The following table provides a reconciliation between the liability reported under U.S. GAAP and the economic
liability we manage through our ALM strategy.
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As of December
31,
2017 2016

(in millions)

U.S. GAAP liability (including non-performance risk) $8,663 $8,179
Non-performance risk adjustment 3,228 7,136
Subtotal 11,891 15,315
Adjustments including risk margins and valuation methodology differences (2,742 ) (5,663 )
Economic liability managed through the ALM strategy $9,149 $9,652

As of December 31, 2017, our fixed income instruments and derivative assets exceed the economic liability within the
entities in which the risks reside.
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Under our ALM strategy, we expect differences in the U.S. GAAP net income impact between the changes in value of
the fixed income instruments and derivatives, as compared to the changes in the embedded derivative liability these
assets support. These differences can be primarily attributed to three distinct areas:

Different valuation methodologies in measuring the liability we intend to cover with fixed income instruments and
derivatives versus the liability reported under U.S. GAAP—The valuation methodology utilized in estimating the
economic liability we intend to defray with fixed income instruments and derivatives is different from that required to
be utilized to measure the liability under U.S. GAAP. The valuation of the economic liability excludes certain items
that are included within the U.S. GAAP liability, such as NPR (in order to maximize protection irrespective of the
possibility of our own default), as well as risk margins (required by U.S. GAAP but different from our best estimate).

Different accounting treatment between liabilities and assets supporting those liabilities—Under U.S. GAAP, changes in
value of the embedded derivative liability and derivative instruments used to hedge a portion of the economic liability
are immediately reflected in net income. In contrast, changes in fair value of fixed income instruments that support a
portion of the economic liability are designated as available-for-sale and are recorded as unrealized gains (losses) in
other comprehensive income rather than within net income.

General hedge results—For the derivative portion of the ALM strategy, the net hedging impact (the extent to which the
changes in value of the hedging instruments offset the change in value of the portion of the economic liability we are
hedging) may be impacted by a number of factors including: cash flow timing differences between our hedging
instruments and the corresponding portion of the economic liability we are hedging, basis differences attributable to
actual underlying contractholder funds to be hedged versus hedgeable indices, rebalancing costs related to dynamic
rebalancing of hedging instruments as markets move, certain elements of the economic liability that may not be
hedged (including certain actuarial assumptions), and implied and realized market volatility on the hedge positions
relative to the portion of the economic liability we seek to hedge.

The following table illustrates the net impact to our Consolidated Statements of Operations from changes in the U.S.
GAAP embedded derivative liability and hedge positions under the ALM strategy, and the related amortization of
DAC and other costs, that are excluded from adjusted operating income.

Year ended
December 31,
2017 2016 2015

(in millions)(1)
Excluding impact of assumption updates and other refinements:

Net hedging impact(2)(3) $620  $(692 ) $(547)
Change in portions of U.S. GAAP liability, before NPR(4) 2,477 1,745 (67 )
Change in the NPR adjustment (3,890) (1,097 ) 2,243

Net‘ impact from changes. ip the U.S. GAAP embedded derivative and hedge (793 ) 44 ) 1.629
positions-reported in Individual Annuities

Related benefit (charge) to amortization of DAC and other costs $159 $243  $(701)
Net impact of assumption updates and other refinements 8 )1455 G4 )
Net impact from changes in the U.S. GAAP embedded derivative and hedge positions, after $(719) $1.654 $894
the impact of NPR, DAC and other costs-reported in Individual Annuities(3) ’

(1)Positive amount represents income; negative amount represents a loss.

Net hedging impact represents the difference between the change in fair value of the risk we seek to hedge using
2, .. e o .- . .
derivatives and the change in fair value of the derivatives utilized with respect to that risk.
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Excludes $0 million, $(1,523) million and $(585) million for 2017, 2016 and 2015, respectively, representing the

impact of managing interest rate risk through capital management strategies other than hedging of particular

exposures through September 30, 2016. Because this decision was based on the capital considerations of the

Company as a whole, the impact was reported in Corporate and Other operations. See “—Corporate and Other.”

Represents risk margins and valuation methodology differences between the economic liability managed by the

(4) ALM strategy and the U.S. GAAP liability, as well as the portion of the economic liability managed with fixed
income instruments.

3)

The net loss of $719 million for 2017 primarily reflected the net impact of a $793 million loss from changes in the
U.S. GAAP embedded derivative and hedge positions, predominantly driven by a decrease in the NPR adjustment due
to tightening of credit spreads used in measuring our living benefits contracts. Partially offsetting this decrease were
an increase in the portions of the U.S. GAAP liability before NPR that are excluded from our hedge target and, to a
lesser extent, a benefit from net hedging impacts, primarily driven by fund outperformance and favorable liability
basis.
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The net gain of $1,654 million for 2016 primarily reflected the impact of a $1,455 million benefit from our annual
review and update of assumptions, driven by modifications to both our actuarial assumptions, including updates to
expected withdrawal rates, as well as economic assumptions. The net gain also reflected the changes in the portions of
the U.S. GAAP liability before NPR that are excluded from our hedge target. This impact was partially offset by
changes in the NPR adjustment, primarily driven by tightening of credit spreads. To a lesser extent, results also
reflected net hedging impacts, primarily driven by unfavorable liability basis. Each of these items had corresponding
partial offsets included in the related impacts to amortization of DAC and other costs. Amortization of DAC and other
costs also included a benefit of $515 million related to changes in our estimate of total gross profits as a result of the
implementation of the new ALM strategy in the third quarter of 2016 described above.

The net gain of $894 million for 2015 primarily reflected a $2,243 million net benefit from the change in the NPR
adjustment, driven by net increases in the base embedded derivative liability before NPR primarily due to declining
interest rates and widening credit spreads. This impact was partially offset by a $547 million net charge from changes
in the value of our historically defined hedge target, and related hedge positions, primarily driven by fund
underperformance relative to indices and unfavorable liability basis. Each of these items resulted in partial offsets
included in the $701 million related charge to the amortization of DAC and other costs. The net charge from the
impact of assumption updates and other refinements of $34 million resulted from our annual review and update of
assumptions, primarily driven by modifications to our actuarial assumptions and other refinements. Results also
reflected the changes in the portions of the U.S. GAAP liability that are excluded from our historically defined hedge
target, net of related impacts to the amortization of DAC and other costs.

For information regarding the Capital Protection Framework we use to evaluate and support the risks of the ALM
strategy, see “—Liquidity and Capital Resources—Capital.”

Through March 31, 2016, we reinsured living benefit guarantees issued by our domestic statutory life insurance
companies to a captive reinsurance company, Pruco Reinsurance, Ltd. (“Pruco Re”), in order to facilitate the capital
markets hedging program for these living benefit guarantees. Effective April 1, 2016, these living benefit guarantees
and certain retirement products were recaptured and then reinsured to certain of our domestic statutory life insurance
companies. The ALM strategy described above is executed within these domestic insurance companies. After the
foregoing transactions, Pruco Re no longer had any material active reinsurance with affiliates. On September 30,
2016, Pruco Re was merged with and into Prudential Annuities Life Assurance Corporation (“PALAC”).

Capital Hedge Program

During 2017, we commenced a capital hedge program within the Individual Annuities segment to further hedge equity
market impacts. The program is intended to protect a portion of the overall capital position of the variable annuities
business against its exposure to the equity markets. The capital hedge program is conducted using equity derivatives
which include equity call and put options, total return swaps and futures contracts. The changes in value of these
derivatives are recognized in adjusted operating income over the expected duration of the capital hedge program.

External Reinsurance

As of December 31, 2017, $3.2 billion of HDI v.3.0 account values are reinsured to Union Hamilton Reinsurance Ltd.,
an external counterparty, pursuant to a quota share agreement that covered approximately 50% of new business
between April 1, 2015 and December 31, 2016. HDI v.3.0 is the current version of our “highest daily” living benefits
guarantee that is available with our Prudential Premier® Retirement Variable Annuity. New sales of HDI v.3.0
subsequent to December 31, 2016 are not covered by this external reinsurance agreement.

Product Specific Risks and Risk Mitigants
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For certain living benefits guarantees, claims will primarily represent the funding of contractholder lifetime
withdrawals after the cumulative withdrawals have first exhausted the contractholder account value. Due to the age of
the in force block, limited claim payments have occurred to date, and they are not expected to increase significantly
within the next five years, based upon current assumptions. The timing and amount of future claims will depend on
actual returns on contractholder account value and actual contractholder behavior relative to our assumptions. The
majority of our current living benefits guarantees provide for guaranteed lifetime contractholder withdrawal payments
inclusive of a “highest daily” contract value guarantee. Our PDI variable annuity complements our variable annuity
products with the highest daily benefit and provides for guaranteed lifetime contractholder withdrawal payments, but
restricts contractholder asset allocation to a single bond fund sub-account within the separate accounts.
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The majority of our variable annuity contracts with living benefits guarantees, and all new contracts sold with our
highest daily living benefits feature, include risk mitigants in the form of an automatic rebalancing feature and/or
inclusion in our ALM strategy. We may also utilize external reinsurance as a form of additional risk mitigation. The
risks associated with the guaranteed benefits of certain legacy products that were sold prior to our development of the
automatic rebalancing feature are also managed through our ALM strategy. Certain legacy GMAB products include
the automatic rebalancing feature, but are not included in the ALM strategy. The PDI product and contracts with the
GMIB feature have neither risk mitigant. Certain risks associated with PDI are managed through the limitation of
contractholder asset allocations to a single bond fund sub-account.

For our GMDBs, we provide a benefit payable in the event of death. Our base GMDB is generally equal to a return of
cumulative deposits adjusted for any partial withdrawals. Certain products include an optional enhanced GMDB based
on the greater of a minimum return on the contract value or an enhanced value. We have retained the risk that the total
amount of death benefit payable may be greater than the contractholder account value; however, a substantial portion
of the account values associated with GMDBs are subject to an automatic rebalancing feature because the
contractholder also selected a living benefit guarantee which includes an automatic rebalancing feature. All of the
variable annuity account values with living benefit guarantees also contain GMDBs. The living and death benefit
features for these contracts cover the same insured life and, consequently, we have insured both the longevity and
mortality risk on these contracts.

The following table sets forth the risk management profile of our living benefit guarantees and GMDB features as of
the periods indicated.

December 31,

2017 2016 2015

Account % of Account % of Account % of
Value Total Value Total Value Total

(in millions)
Living benefit/GMDB features(1):
Both ALM strategy and automatic rebalancing(2) $114,686 69 % $106,585 69 % $106,018 71 %

ALM strategy only 9,317 6 % 9,409 6 % 9,994 7 %
Automatic rebalancing only 1,003 1 % 1,168 1 % 1,393 1 %
External reinsurance(3) 3,227 2 % 2,932 2 % 1,513 1 %
PDI 9,996 5 % 7,926 5 % 4,664 3 %
Other Products 2,791 2 % 2,730 2 % 2,870 2 %
Total living benefit/GMDB features $141,020 $130,750 $126,452

GMDB features and other(4) 24,133 15 % 22,545 15 % 22,989 15 %
Total variable annuity account value $165,153 $153,295 $149,441

(1) All contracts with living benefit guarantees also contain GMDB features, covering the same insured contract.

(2)Contracts with living benefits that are included in our ALM strategy, and have an automatic rebalancing feature.
Represents contracts subject to reinsurance transaction with external counterparty covering certain new HDI v.3.0

(3)business for the period April 1, 2015 through December 31, 2016. These contracts with living benefits also have an
automatic rebalancing feature.

(4)Includes contracts that have a GMDB feature and do not have an automatic rebalancing feature.

Individual Life

Operating Results
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The following table sets forth the Individual Life segment’s operating results for the periods indicated.
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Year ended December 31,
2017 2016 2015

(in millions)
Operating results:

Revenues $4,974 $5,355 $5,233
Benefits and expenses 5,165 5,276 4,598
Adjusted operating income 191 ) 79 635
Realized investment gains (losses), net, and related adjustments 96 58 166
Related charges 101 223 ) )
Income (loss) before income taxes and equity in earnings of operating joint ventures  $6 $86 ) $792

Adjusted Operating Income

2017 to 2016 Annual Comparison. Adjusted operating income decreased $270 million, primarily reflecting
unfavorable comparative net impacts from our annual reviews and update of assumptions and other refinements.
Results for 2017 included a $653 million net charge from this annual review, mainly driven by a charge related to the
unfavorable impacts for universal life and variable life products from modeling enhancements and other refinements
related to a valuation systems conversion, including a net charge related to a change in the method of accounting for
reinsurance associated with certain long-duration insurance contracts (see “—Accounting Policies &
Pronouncements—Application of Critical Accounting Estimates—Other Accounting Policies—Accounting for Certain
Reinsurance Contracts in our Individual Life business”), as well as unfavorable lapse rate assumptions primarily for
universal life products. Results for 2016 included a $420 million net charge from our annual reviews and update of
assumptions and other refinements, mainly driven by a charge to accrue a liability to offset the present value of losses
expected to be recognized in later years (see “Profits Followed by Losses” included in “—Accounting Policies &
Pronouncements” above) and a charge related to an out of period adjustment (see Note 1 to the Consolidated Financial
Statements), partially offset by a net benefit from the impacts of other refinements. Excluding these impacts, adjusted
operating income decreased $37 million, primarily reflecting the unfavorable ongoing impact of our second quarter
2017 annual review and update of assumptions and other refinements, higher general and administrative expenses,
including expenses related to business growth initiatives, and an unfavorable impact from mortality experience, net of
reinsurance. These decreases were partially offset by a higher contribution from net investment spread results.

2016 to 2015 Annual Comparison. Adjusted operating income decreased $556 million, primarily reflecting
unfavorable comparative net impacts from our annual reviews and update of assumptions and other refinements.
Results for 2016 included a $420 million net charge from these impacts, as discussed above. Results for 2015 included
a $68 million net benefit from our annual review and update of assumptions and other refinements, mainly driven by
net favorable modifications to our economic and actuarial assumptions. Excluding these impacts, adjusted operating
income decreased $68 million, primarily driven by less favorable mortality experience, net of reinsurance, and higher
general and administrative expenses driven by business growth initiatives, partially offset by a higher contribution
from investment results.

Revenues, Benefits and Expenses

2017 to 2016 Annual Comparison. Revenues decreased $381 million. Excluding the impact of our annual reviews and
update of assumptions and other refinements, as discussed above, revenues increased $152 million. Net investment
income increased $126 million primarily reflecting higher average invested assets resulting from continued business
growth and higher investment income from unaffiliated reserve financing activity, which resulted in a corresponding
increase in interest expense, as discussed below, and higher income on non-coupon investments, partially offset by
lower prepayment fee income. Premiums increased $35 million primarily driven by growth in our term life insurance
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business. Policy charges and fee income, asset management and service fees and other income decreased $9 million,
reflecting higher cost of reinsurance premiums, as a result of the unfavorable ongoing impact of the second quarter
2017 change in the method of accounting for reinsurance (partial offsets included in benefits and expenses below),

partially offset by an increase in asset management and service fees and other income from continued business
growth.
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Benefits and expenses decreased $111 million. Excluding the impact of our annual reviews and update of assumptions
and other refinements, as discussed above, benefits and expenses increased $189 million. General and administrative
expenses, net of capitalization, increased $66 million primarily reflecting higher operating expenses including
business growth initiatives. Interest expense increased $65 million related to higher reserve financing costs, as
discussed above. Policyholders’ benefits and interest credited to account balances increased $58 million, reflecting
continued business growth and an unfavorable impact from mortality experience, partially offset by the favorable
ongoing impact of the second quarter 2017 change in the method of accounting for reinsurance, as discussed above.

2016 to 2015 Annual Comparison. Revenues increased $122 million. Excluding the impact of our annual reviews and
update of assumptions and other refinements, as discussed above, revenues increased $199 million. Net investment
income increased $153 million primarily reflecting higher invested assets resulting from continued business growth
and higher required capital, higher prepayment fee income and higher income on non-coupon investments. Policy
charges and fee income, asset management and service fees and other income increased $82 million, primarily driven
by growth in universal life business, partially offset by a decrease in the amortization of unearned revenue reserves,
driven by the impact of changes in the estimated profitability of the business due to experience relative to our
assumptions. Partially offsetting these increases was a $36 million decrease in premiums, primarily driven by higher
ceded reinsurance premiums which were mostly offset by reserve changes in Policyholders’ benefits.

Benefits and expenses increased $678 million. Excluding the impact of our annual reviews and update of assumptions
and other refinements, as discussed above, benefits and expenses increased $267 million. Policyholders’ benefits and
interest credited to account balances increased $195 million primarily reflecting universal life business growth and
less favorable mortality experience, partially offset by reserve changes for ceded reinsurance premiums discussed
above. General and administrative expenses, net of capitalization, increased $40 million primarily driven by business
growth and initiatives. Interest expense increased $33 million related to higher reserve financing costs.

Sales Results

The following table sets forth individual life insurance annualized new business premiums, as defined under “—Results
of Operations—Segment Measures” above, by distribution channel and product, for the periods indicated.

2017 2016 2015

Prudenktakd Total Prudenktakd Total Prudenitakd Total

Advisdarty Advisdarty Advisdarty

(in millions)
Term Life $30 $183 $213 $32 $168 $200 $33 $171 $204
Guaranteed Universal Life(1) 16 140 156 24 219 243 31 189 220
Other Universal Life(1) 37 88 125 34 61 95 28 61 89
Variable Life 35 95 130 26 66 92 22 56 78
Total $118 $506 $624 $116 $514 $630 $114 $477 $591

Single pay life premiums and excess (unscheduled) premiums are included in annualized new business premiums
(l)based on a 10% credit and represented approximately 15%, 13% and 17% of Guaranteed Universal Life and 1%,

3% and 7% of Other Universal Life annualized new business premiums for the years ended December 31, 2017,
2016 and 2015, respectively.

2017 to 2016 Annual Comparison. Annualized new business premiums decreased $6 million, primarily driven by

lower guaranteed universal life sales, partially offset by higher sales across other products, as a result of certain
distribution and product actions implemented to enhance product mix diversification.
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2016 to 2015 Annual Comparison. Annualized new business premiums increased $39 million, primarily driven by the
continued impact of product enhancements in both universal and variable life as well as continued improvements in
distribution execution.

U.S. Workplace Solutions Division

Retirement

Operating Results

The following table sets forth the Retirement segment’s operating results for the periods indicated.
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Year ended December 31,
2017 2016 2015

(in millions)

Operating results(1):

Revenues $13,843 $12,876 $11,821
Benefits and expenses 12,599 11,864 10,890
Adjusted operating income 1,244 1,012 931
Realized investment gains (losses), net, and related adjustments (62 ) (281 ) 255
Related charges (90 ) (272 ) (1 )
Investment gains (losses) on trading account assets supporting insurance liabilities, net 118 (21 ) (581 )
Change in experience-rated contractholder liabilities due to asset value changes 67 25 490
Income (loss) before income taxes and equity in earnings of operating joint ventures ~ $1,277  $463 $1,094

Certain of our Retirement segment’s non-U.S. dollar-denominated earnings are from longevity reinsurance
contracts, which are denominated in British pounds sterling, and are therefore subject to foreign currency exchange
rate risk. Effective January 1, 2016, the financial results of our Retirement segment include the impact of an
intercompany arrangement with our Corporate and Other operations designed to mitigate the impact of exchange
rate changes on the segment’s U.S. dollar-equivalent earnings. For more information related to this intercompany
arrangement, see “—Results of Operations—Impact of Foreign Currency Exchange Rates,” above.

Adjusted Operating Income

2017 to 2016 Annual Comparison. Adjusted operating income increased $232 million. Results for 2017 and 2016
reflected a net charge of $20 million and a net benefit of $6 million, respectively, from our annual reviews and update
of assumptions and other refinements. Excluding this unfavorable comparative impact, adjusted operating income
increased $258 million, primarily driven by higher net investment spread results, a higher contribution from reserve
experience and higher fee income. The increase in net investment spread results primarily reflected higher income on
non-coupon investments, higher invested assets and net prepayment fee income, partially offset by lower reinvestment
rates net of crediting rate actions on full service general account stable value products. The higher contribution from
reserve experience primarily reflected higher mortality gains on a comparative basis for existing contracts and growth
in our pension risk transfer business. Higher fee income primarily reflected growth in full service average account
values driven by market appreciation.

2016 to 2015 Annual Comparison. Adjusted operating income increased $81 million. Results for 2016 reflected a net
benefit of $6 million from our annual review and update of assumptions and other refinements, driven by favorable
updates to actuarial assumptions, while results for 2015 reflected no net impact from our annual review and update of
assumptions. Excluding this favorable comparative impact, adjusted operating income increased $74 million,
primarily driven by higher net investment spread results, partially offset by a lower contribution from reserve
experience, higher general and administrative expenses, net of capitalization, and lower fee income. The increase in
net investment spread results primarily reflected higher net prepayment fee income, higher invested assets and income
on non-coupon investments, partially offset by lower reinvestment rates net of crediting rate reductions on full service
general account stable value products. The lower contribution from reserve experience primarily reflected lower
mortality gains on a comparative basis for pension risk transfer contracts. The increase in general and administrative
expenses, net of capitalization, was primarily driven by increased legal costs. The decrease in fee income primarily
reflected lower margins on full service account values. This decrease was partially offset by growth in average
account values and an increase in per participant fee charges.

Revenues, Benefits and Expenses
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2017 to 2016 Annual Comparison. Revenues increased $967 million. Premiums increased $699 million, primarily
driven by new pension risk transfer transactions. This increase in premiums resulted in a corresponding increase in
policyholders’ benefits, as discussed below. Net investment income increased $219 million, primarily reflecting higher
income on non-coupon investments and higher invested assets, partially offset by lower reinvestment rates. Policy
charges and fee income, asset management and service fees and other income increased $49 million, primarily driven
by higher fee income from growth in full service average account values driven by market appreciation.

Benefits and expenses increased $735 million. Excluding the impact of our annual reviews and update of assumptions
and other refinements, as discussed above, benefits and expenses increased $709 million. Policyholders’ benefits,
including the change in policy reserves, increased $705 million, primarily related to the increase in premiums
discussed above.
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2016 to 2015 Annual Comparison. Revenues increased $1,055 million. Premiums increased $851 million primarily
driven by pension risk transfer transactions. This increase in premiums resulted in a corresponding increase in
policyholders’ benefits, as discussed in benefits and expenses below. Net investment income increased $181 million,
primarily reflecting higher invested assets, higher prepayment fee income and income on non-coupon investments,
partially offset by lower reinvestment rates.

Benefits and expenses increased $974 million. Excluding the impact of our annual review and update of assumptions,
as discussed above, benefits and expenses increased $981 million. Policyholders’ benefits, including the change in
policy reserves, increased $968 million, primarily related to the increase in premiums discussed above. Interest
credited to policyholders’ account balances increased $32 million, primarily driven by higher prepayment fee income
credited to experience rated account balances and growth in account values as discussed below, partially offset by the
impact of crediting rate reductions on full service general account stable value account values.

Account Values

Account values are a significant driver of our operating results, and are primarily driven by net additions
(withdrawals) and the impact of market changes. The income we earn on most of our fee-based products varies in part
with the level of fee-based account values, since many policy fees are determined by these values. The investment
income and interest we credit to policyholders on our spread-based products varies with the level of general account
values. To a lesser extent, changes in account values impact our pattern of amortization of DAC and VOBA and
general and administrative expenses. The following table shows the changes in the account values and net additions
(withdrawals) of Retirement segment products for the periods indicated. Net additions (withdrawals) are plan sales
and participant deposits or additions, as applicable, minus plan and participant withdrawals and benefits. Account
values include both internally- and externally-managed client balances as the total balances drive revenue for the
Retirement segment. For more information on internally-managed balances, see “—Investment Management.”

Year ended December 31,

2017 2016 2015

(in millions)
Full Service:

Beginning total account value $202,802 $188,961 $184,196
Deposits and sales 29,527 21,928 25,684
Withdrawals and benefits 24,811 ) (20,127 ) (21,559 )
Change in market value, interest credited and interest income and other activity = 27,098 12,040 640
Ending total account value $234,616 $202,802 $188,961
Net additions (withdrawals) $4,716 $1,801 $4,125
Institutional Investment Products:

Beginning total account value $183,376 $179,964 $179,641
Additions(1) 21,630 16,140 15,572
Withdrawals and benefits (17,406 ) (12,161 ) (15,388 )
Change in market value, interest credited and interest income 5,190 5,299 3,476
Other(2) 1,702 (5,866 ) (3,337 )
Ending total account value $194,492 $183,376 $179,964
Net additions (withdrawals) $4,224 $3,979 $184

Additions primarily include: group annuities calculated based on premiums received; longevity reinsurance
(1)contracts calculated as the present value of future projected benefits; and investment-only stable value contracts
calculated as the fair value of customers’ funds held in a client-owned trust.

(@)
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“Other” activity includes the effect of foreign exchange rate changes associated with our U.K. longevity reinsurance
business and changes in asset balances for externally-managed accounts. For the years ended December 31, 2017
and 2016, “other” activity also includes $4,782 million in receipts offset by $4,375 million in payments and $2,914
million in receipts offset by $2,364 million in payments, respectively, related to funding agreements backed by
commercial paper which typically have maturities of less than 90 days.

2017 to 2016 Annual Comparison. The increase in full service account values primarily reflected the favorable
changes in the market value of customer funds and the addition of a significant defined contribution transaction. The
increase in net additions was primarily driven by higher large plan sales, partially offset by higher large plan lapses.

The increase in institutional investment products account values primarily reflected net additions from pension risk
transfer transactions, interest credited on customer funds and the impact from foreign currency fluctuations on
longevity reinsurance account values, partially offset by net withdrawals from investment-only stable value accounts.
The increase in net additions was primarily driven by greater net additions related to pension risk transfer transactions,
partially offset by investment-only stable value accounts, which reflected net withdrawals in 2017 compared to net
additions in 2016.
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2016 to 2015 Annual Comparison. The increase in full service account values primarily reflected the favorable
changes in the market value of customer funds. The decrease in net additions was primarily driven by lower large plan
sales. This decrease was partially offset by lower plan lapses, as well as net participant deposits in 2016 compared to
net participant withdrawals in 2015.

The increase in institutional investment products account values primarily reflected net additions resulting from
investment-only stable value accounts and pension risk transfer transactions. The increase in net additions was
primarily driven by investment-only stable value accounts, which reflected net additions in 2016 compared to net
withdrawals in 2015. This increase was partially offset by less net additions related to pension risk transfer
transactions in 2016 as compared to 2015 and a bank-owned life insurance stable value transaction in 2015.

Group Insurance

Operating Results

The following table sets forth the Group Insurance segment’s operating results and benefits and administrative
operating expense ratios for the periods indicated.

Operating results:
Revenues
Benefits and
expenses
Adjusted operating
income
Realized
investment gains
(losses), net, and
related adjustments
Related charges
Income before
income taxes and
equity in earnings
of operating joint
ventures
Benefits ratio(1):
Group life(2)
Group disability(2)
Total group
insurance(2)
Administrative
operating expense
ratio(3):
Group life
Group disability

Year ended December 31,
2017

(in millions)

$ 5471

5,218

253

(33 )
0

$ 200

88.9 %
71.8 %
85.8 %
11.2 %
29.4 %
14.6 %

2016

$ 5343

5,123

220

@ )
© )
$ 206

89.1 %o
75.7 %
86.7 %
10.6 %
314 %
143 %

2015

$ 5143

4,967

176

(1 )
4 )
$ 171

88.7 %
75.7 %
86.6 %
11.0 %
34.1 %
15.0 %
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Total group
insurance

(1)Ratio of policyholder benefits to earned premiums, policy charges and fee income.
Benefits ratios reflect the impacts of our annual reviews and updates of assumptions and other refinements.
(2)Excluding these impacts, the group life, group disability and total group insurance benefits ratios were 88.7%,
78.9% and 86.9% for 2017, respectively, 88.5%, 82.9% and 87.5% for 2016, respectively, and 89.2%, 79.2% and
87.5% for 2015, respectively.
Ratio of general and administrative expenses (excluding commissions) to gross premiums plus policy charges and
fee income.

3)

Adjusted Operating Income

2017 to 2016 Annual Comparison. Adjusted operating income increased $33 million, including favorable comparative
net impacts from our annual reviews and update of assumptions and other refinements. Results for 2017 included a
$55 million net benefit from these updates while results for 2016 included a $41 million net benefit. The net benefit in
both periods was primarily driven by favorable experience related to our group disability business. Excluding the
effect of these items, adjusted operating income increased $19 million, primarily reflecting favorable underwriting
results in our group disability business and a higher contribution from net investment spread results, partially offset by
higher expenses. The underwriting results in our group disability business reflect increased new business and
favorable claim experience, while the underwriting results in our group life business remained relatively flat in
comparison to the prior year period.
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2016 to 2015 Annual Comparison. Adjusted operating income increased $44 million, primarily reflecting favorable
comparative net impacts from our annual reviews and update of assumptions and other refinements. Results for 2016
included a $41 million net benefit from these updates, while results for 2015 included a $28 million net benefit.
Excluding the effect of these items, adjusted operating income increased $30 million primarily reflecting more
favorable underwriting results in our group life business, a higher contribution from net investment spread results, and
lower expenses, partially offset by less favorable underwriting results in our group disability business. The
underwriting results in our group life business reflected a favorable impact from a reserve refinement and more
favorable experience, while the underwriting results in our group disability business reflected the impact of lower
claim resolutions on long-term contracts and higher benefits resulting from other claims-related charges, partially
offset by the impacts of fewer new claims and increased new business.

Revenues, Benefits and Expenses

2017 to 2016 Annual Comparison. Revenues increased $128 million. Excluding an unfavorable comparative impact of
$37 million resulting from our annual reviews and update of assumptions and other refinements, revenues increased
$165 million. The increase reflected $135 million of higher premiums and policy charges and fee income, primarily
driven by the increase in new business in both our group life and group disability businesses, as well as higher
premiums on experience-rated contracts in our group life business with corresponding offsets in benefits and
expenses. Net investment income increased $29 million primarily driven by higher income from non-coupon
investments.

Benefits and expenses increased $95 million. Excluding a favorable comparative impact of $51 million resulting from
our annual reviews and update of assumptions and other refinements, benefits and expenses increased $146 million.
This increase primarily reflected higher policyholders’ benefits and changes in reserves, driven by higher benefits on
group life experience-rated contracts, as discussed above, higher benefit payments in our group disability business and
our non-experience rated group life contracts, and higher general and administrative expenses.

2016 to 2015 Annual Comparison. Revenues increased $200 million. Excluding a favorable comparative impact of
$42 million resulting from our annual reviews and update of assumptions and other refinements, revenues increased
$158 million. The increase reflected $140 million of higher premiums and policy charges and fee income primarily
driven by the increase in new business in both our group life and group disability businesses, as well as higher
premiums on existing experience-rated contracts in our group life business. Net investment income increased $21
million driven by higher prepayment income and income from non-coupon investments.

Benefits and expenses increased $156 million. Excluding an unfavorable comparative impact of $29 million resulting
from our annual review and update of assumptions and other refinements, benefits and expenses increased $127
million. Policyholders’ benefits, including the change in reserves, increased $120 million, driven by the impact of new
business for both our group life and group disability businesses, the impact of lower claim resolutions on long-term
contracts in our group disability business, and higher benefits on existing experience-rated contracts in our group life
business, partially offset by a decrease in general and administrative expenses.

Sales Results
The following table sets forth the Group Insurance segment’s annualized new business premiums, as defined under
“—Segment Measures” above, for the periods indicated.

Year ended December 31,

2017 2016 2015

(in millions)
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Annualized new business premiums(1):

Group life $287 $316 $204
Group disability 153 119 69
Total $440 $435 $273

Amounts exclude new premiums resulting from rate changes on existing policies, from additional coverage under
(1)our Servicemembers’ Group Life Insurance contract and from excess premiums on group universal life insurance
that build cash value but do not purchase face amounts.

2017 to 2016 Annual Comparison. Total annualized new business premiums increased $5 million primarily driven by

sales to new clients in our group disability business, partially offset by lower sales in our group life business, which
included a large client sale in 2016.
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2016 to 2015 Annual Comparison. Total annualized new business premiums increased $162 million as we continued
to grow through sales to new and existing clients in both our group disability business and our group life business,
which included a large client sale in 2016, while maintaining pricing and underwriting discipline.
Investment Management Division
Investment Management
Operating Results

The following table sets forth the Investment Management segment’s operating results for the periods indicated.

Year ended December 31,
2017 2016 2015

(in millions)

Operating results(1):

Revenues $3,355 $2,961 $2.,944
Expenses 2,376 2,174 2,165
Adjusted operating income 979 787 779
Realized investment gains (losses), net, and related adjustments 4 ) (6 ) (4 )
Equity in earnings of operating joint ventures and earnings attributable to noncontrolling 95 45 50
interests

Income (loss) before income taxes and equity in earnings of operating joint ventures $1,070 $826  $825

Certain of our Investment Management segment’s investment activities are based in currencies other than the U.S.
dollar and are therefore subject to foreign currency exchange rate risk. Effective January 1, 2016, the financial
results of our Investment Management segment include the impact of an intercompany arrangement with our
Corporate and Other operations designed to mitigate the impact of exchange rate changes on the segment’s U.S.
dollar-equivalent earnings. For more information related to this intercompany arrangement, see “—Results of
Operations—Impact of Foreign Currency Exchange Rates,” above.

ey

Adjusted Operating Income

2017 to 2016 Annual Comparison. Adjusted operating income increased $192 million. The increase primarily
reflected higher asset management fees, net of related expenses, driven by an increase in average assets under
management as a result of net fixed income inflows, market appreciation, and a favorable fee rate modification within
certain real estate funds that occurred in the third quarter of 2016. Also contributing to the increase were higher other
related revenues, net of associated expenses, driven by higher strategic investing results due to favorable investment
performance, higher net performance-based incentive fees, and an increase in commercial mortgage agency loan
originations. These increases were partially offset by higher expenses.

2016 to 2015 Annual Comparison. Adjusted operating income increased $8 million. The increase primarily reflected
higher asset management fees, net of related expenses, driven by an increase in average fixed income assets under
management as a result of net inflows, market appreciation, and a favorable fee rate modification within certain real
estate funds that occurred in the third quarter of 2016, partially offset by a decline in average equity assets under
management as a result of net outflows and market volatility experienced in the first half of 2016. The increase was
also partially offset by lower other related revenues, net of associated expenses, primarily related to lower strategic
investing results and lower equity fund-related incentive fees, net of expenses.
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Revenues and Expenses

The following table sets forth the Investment Management segment’s revenues, presented on a basis consistent with the
table above under “—Operating Results,” by type.
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Year ended December 31,
2017 2016 2015
(in millions)

Revenues by type:

Asset management fees by source:

Institutional customers $1,147 $1,046 $923
Retail customers(1) 800 707 764
General account 470 474 448
Total asset management fees 2,417 2,227 2,135
Other related revenues by source:

Incentive fees 197 108 88
Transaction fees 27 19 20
Strategic investing 88 25 30
Commercial mortgage(2) 127 103 103
Total other related revenues(3) 439 255 241
Service, distribution and other revenues(4) 499 479 568
Total revenues $3,355 $2,961 $2,944

Consists of fees from: individual mutual funds and variable annuities and variable life insurance separate account
(l)assets; funds invested in proprietary mutual funds through our defined contribution plan products; and third-party
sub-advisory relationships. Revenues from fixed annuities and the fixed-rate accounts of variable annuities and

variable life insurance are included in the general account.

Includes mortgage origination and spread lending revenues from our commercial mortgage origination and

servicing business.

Future revenues will be impacted by the level and diversification of our strategic investments, the commercial real

estate market, and other domestic and international markets.

Includes payments from Wells Fargo under an agreement dated as of July 30, 2004, implementing arrangements

with respect to money market mutual funds in connection with the combination of our retail securities brokerage

(4)and clearing operations with those of Wells Fargo. The agreement extends for ten years after termination of the
Wachovia Securities joint venture, which occurred on December 31, 2009. The revenue from Wells Fargo under
this agreement was $80 million in 2017, $84 million in 2016 and $78 million in 2015.

3)

2017 to 2016 Annual Comparison. Revenues increased $394 million. Total asset management fees increased $190
million primarily as a result of net inflows within fixed income, market appreciation, and the impact of a favorable fee
rate modification within certain real estate funds. Other related revenues increased $184 million primarily due to an
increase in gross performance-based incentive fees related to certain fixed income funds, higher strategic investing
results driven by favorable investment performance, and an increase in commercial mortgage agency loan
originations. Service, distribution and other revenues increased $20 million reflecting higher net investment income
and other revenue related to certain consolidated funds.

Expenses increased $202 million, primarily reflecting higher compensation attributable to higher earnings, as well as
an increase in non-compensation related expenses.

2016 to 2015 Annual Comparison. Revenues increased $17 million. Total asset management fees increased $92
million, primarily as a result of net inflows and market appreciation within fixed income as well as from a favorable
fee rate modification within certain real estate funds that occurred in the third quarter of 2016. Other related revenues
increased $14 million, primarily due to higher performance-based incentive fees related to certain fixed income hedge
funds. Partially offsetting these increases was an $89 million decrease in service, distribution and other revenues
reflecting lower service and other fees as well as the deconsolidation of certain collateralized loan obligations.
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Expenses increased $9 million, as a result of business growth, higher compensation related to favorable fixed income
results and higher performance-based incentive fees (included in noncontrolling interest), partially offset by the
deconsolidation of certain funds, as discussed above.

Assets Under Management

The following table sets forth assets under management by asset class and source as of the dates indicated.
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Assets Under Management (at fair value):

Institutional customers:
Equity

Fixed income

Real estate

Institutional customers(1)
Retail customers:

Equity

Fixed income

Real estate

Retail customers(2)
General account:

Equity

Fixed income

Real estate

General account

Total assets under management

ey

contracts.

Consists of: individual mutual funds and variable annuities and variable life insurance separate account assets;
funds invested in proprietary mutual funds through our defined contribution plan products; and third-party
sub-advisory relationships. Fixed annuities and the fixed-rate accounts of variable annuities and variable life

2

December 31,
2017 2016 2015

(in billions)

$68.0  $593  $59.9
3794 3322 2899
42.1 40.0 39.3

489.5 4315  389.1

1324 1124 121.4
111.5 945 73.7
1.7 2.3 22
2456  209.2 197.3

5.8 6.4 7.4
412.5 391.3 367.5
1.9 1.7 1.8

4202 3994  376.7
$1,155.3 $1,040.1 $963.1

Consists of third-party institutional assets and group insurance

insurance are included in the general account.

The following table sets forth the component changes in assets under management by asset source for the periods

indicated.

84

167



Edgar Filing: PRUDENTIAL FINANCIAL INC - Form 10-K

Table of Contents

December 31,
2017 2016 2015

(in billions)
Institutional Customers:

Beginning assets under management $431.5 $389.1 $370.0
Net additions (withdrawals), excluding money market activity:

Third-party 11.6 53 21.2
Third-party via affiliates(1) 2.4 0.8 4.8 )
Total 14.0 6.1 16.4
Market appreciation (depreciation)(2) 429 24.2 2.6
Other increases (decreases)(3) 1.1 12.1 0.1
Ending assets under management $489.5 $431.5 $389.1
Retail Customers:

Beginning assets under management $209.2 $197.3 $186.1
Net additions (withdrawals), excluding money market activity:

Third-party 4.1 0.4 0.8
Third-party via affiliates(1) 20 )Y©O5 )92
Total 2.1 0.1 ) 10.0
Market appreciation (depreciation)(2) 34.6 9.1 1.4
Other increases (decreases)(3) 03 )29 0.2 )
Ending assets under management $245.6 $209.2 $197.3
General Account:

Beginning assets under management $399.4 $376.7 $377.4
Net additions (withdrawals), excluding money market activity:

Third-party 0.0 0.0 0.0
Affiliated 3.9 8.9 (1.1 )
Total 3.9 8.9 (1.1 )
Market appreciation (depreciation)(2) 15.1 13.3 (1.5 )
Other increases (decreases)(3) 1.8 0.5 1.9
Ending assets under management $420.2 $399.4 $376.7

Represents assets that our Investment Management segment manages for the benefit of other reporting segments
(1)within the Company. Additions and withdrawals of these assets are attributable to third-party product inflows and
outflows in other reporting segments.
(2)Includes income reinvestment, where applicable.
Includes the effect of foreign exchange rate changes, net money market activity primarily related to cash collateral
received or released in conjunction with our Annuities’ living benefits hedging program, and the impact of acquired
(3)business. The impact from foreign currency fluctuations, which primarily impact the general account, resulted in
gains of $4.7 billion, gains of $2.7 billion and losses of $1.7 billion for the years ended December 31, 2017, 2016
and 2015, respectively.

Strategic Investments
The following table sets forth the strategic investments of the Investment Management segment at carrying value

(including the value of derivative instruments used to mitigate equity market and currency risk) by asset class and
source as of the dates indicated.
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December 31,
2017 2016

(in millions)
Co-Investments:
Real estate $185 $165
Fixed income 584 218
Seed Investments:
Real estate 50 46
Public equity 658 441
Fixed income 309 279
Total $1,786 $1,149

The increase in strategic investments was primarily driven by a higher level of investment in collateralized loan
obligations and the funding of new mutual funds.

International Insurance Division
International Insurance
Operating Results

The results of our International Insurance operations are translated on the basis of weighted average monthly exchange
rates, inclusive of the effects of the intercompany arrangement discussed in “—Results of Operations—Impact of Foreign
Currency Exchange Rates” above. To provide a better understanding of operating performance within the International
Insurance segment, where indicated below, we have analyzed our results of operations excluding the effect of the year
over year change in foreign currency exchange rates. Our results of operations, excluding the effect of foreign

currency fluctuations, were derived by translating foreign currencies to U.S. dollars at uniform exchange rates for all
periods presented, including for constant dollar information discussed below. The exchange rates used were Japanese
yen at a rate of 112 yen per U.S. dollar and Korean won at a rate of 1130 won per U.S. dollar, both of which were
determined in connection with the foreign currency income hedging program discussed in “—Results of
Operations—Impact of Foreign Currency Exchange Rates” above. In addition, for constant dollar information discussed
below, activity denominated in U.S. dollars is generally reported based on the amounts as transacted in U.S. dollars.
Annualized new business premiums presented on a constant exchange rate basis in the “Sales Results” section below
reflect translation based on these same uniform exchange rates.

The following table sets forth the International Insurance segment’s operating results for the periods indicated.

86

170



Edgar Filing: PRUDENTIAL FINANCIAL INC - Form 10-K

Table of Contents

Year ended December 31,
2017 2016 2015

(in millions)
Operating results:

Revenues:

Life Planner operations $10,644 $9,986 $9,172
Gibraltar Life and Other operations 10916 11,023 10,192
Total revenues 21,560 21,009 19,364
Benefits and expenses:

Life Planner operations 9,151 8,447 7,587
Gibraltar Life and Other operations 9,211 9,445 8,551
Total benefits and expenses 18,362 17,892 16,138
Adjusted operating income:

Life Planner operations 1,493 1,539 1,585
Gibraltar Life and Other operations 1,705 1,578 1,641
Total adjusted operating income 3,198 3,117 3,226
Realized investment gains (losses), net, and related adjustments 985 992 1,215
Related charges (18 )32 )60 )
Investment gains (losses) on trading account assets supporting insurance liabilities, net 218 4 57
Change in experience-rated contractholder liabilities due to asset value changes 218 ) 4 ) (57 )
Equity in earnings of operating joint ventures and earnings attributable to noncontrolling

: (43 )47 )8
interests

Income (loss) before income taxes and equity in earnings of operating joint ventures $4,122  $4,030 $4,389

Adjusted Operating Income

2017 to 2016 Annual Comparison. Adjusted operating income from our Life Planner operations decreased $46 million
including a net unfavorable impact of $32 million from currency fluctuations, inclusive of the currency hedging
program discussed above. Both periods also include the impact of our annual reviews and update of assumptions and
other refinements, which resulted in a $67 million net charge in 2017, including impacts from unfavorable economic
assumption updates driven by a lower long-term interest rate assumption in Japan, compared to a $38 million net
charge in 2016.

Excluding the effect of these items, adjusted operating income increased $15 million, primarily reflecting the growth
of business in force in our Japan and Brazil operations, improved policyholder experience, and a higher contribution
from net investment results, primarily from higher income on non-coupon investments and higher net prepayment fee
income, partially offset by lower reinvestment rates. These favorable impacts were partially offset by higher expenses,
including legal costs and expenses supporting business growth.

Adjusted operating income from our Gibraltar Life and Other operations increased $127 million including a net
unfavorable impact of $8 million from currency fluctuations, inclusive of the currency hedging program discussed
above. Both periods also include the impact of our annual reviews and update of assumptions and other refinements,
which resulted in a $21 million net benefit in 2017 compared to a $34 million net charge in 2016.

Excluding the effect of these items, adjusted operating income increased $80 million, primarily reflecting the growth
of business in force, including higher earnings from our indirect investment in AFP Habitat which reflected twelve
months of income in the current year compared to ten months of income in the prior year, improved policyholder
experience and more favorable comparative mortality experience. These favorable impacts were partially offset by the
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absence of a gain on the sale of a home office property in Japan in the prior year.

2016 to 2015 Annual Comparison. Adjusted operating income from our Life Planner operations decreased $46 million
including a net unfavorable impact of $97 million from currency fluctuations, inclusive of the currency hedging
program discussed above. Both periods included the impact of our annual reviews and updates of assumptions and
other refinements, which resulted in a $38 million net charge in 2016, including unfavorable economic assumption
updates driven by lower interest rates in Japan and Korea, compared to an $11 million net charge in 2015.
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Excluding the effect of these items, adjusted operating income increased $78 million, primarily reflecting the growth
of business in force and continued strong persistency in Japan, and a larger contribution from non-coupon
investments. These favorable impacts were partially offset by higher expenses, including those supporting business
growth, and less favorable comparative mortality experience.

Adjusted operating income from our Gibraltar Life and Other operations decreased $63 million including a net
unfavorable impact of $169 million from currency fluctuations, inclusive of the currency hedging program discussed
above. Both periods included the impact of our annual reviews and updates of assumptions and other refinements
which resulted in a $34 million net charge in 2016, including unfavorable economic assumption updates driven by
lower interest rates in Japan, compared to a $10 million net charge in 2015.

Excluding the effect of these items, adjusted operating income increased $130 million as the growth of business in
force, including the contribution from the Company’s investment in AFP Habitat in Chile in March of 2016, more
favorable comparative mortality experience and lower net expenses, including a gain on the sale of a home office
property in Japan, were partially offset by a lower contribution from net investment spreads, primarily from lower
income on non-coupon investments.

Revenues, Benefits and Expenses

2017 to 2016 Annual Comparison. Revenues from our Life Planner operations increased $658 million including a net
unfavorable impact of $55 million from currency fluctuations and a net benefit of $15 million from our annual
reviews and update of assumptions and other refinements. Excluding these items, revenues increased $698 million.
This increase was primarily driven by higher premiums and policy charges and fee income of $518 million related to
growth of business in force, as discussed above. Net investment income increased $167 million primarily reflecting
higher income on non-coupon investments and higher net prepayment fee income, partially offset by lower
reinvestment rates.

Benefits and expenses from our Life Planner operations increased $704 million including a net favorable impact of
$23 million from currency fluctuations and a net charge of $44 million from our annual reviews and update of
assumptions and other refinements. Excluding these items, benefits and expenses increased $683 million. Policyholder
benefits, including changes in reserves, increased $427 million primarily driven by business growth. General and
administrative expenses, net of capitalization, increased $201 million primarily due to higher operating expenses,
including legal costs and expenses supporting business growth.

Revenues from our Gibraltar Life and Other operations decreased $107 million, including a net unfavorable impact of
$166 million from currency fluctuations and a net benefit of $13 million from our annual reviews and update of
assumptions and other refinements. Excluding these items, revenues increased $46 million. This increase was
primarily driven by higher premiums and policy charges and fee income related to the growth of business in force, as
discussed above, and higher net investment income.

Benefits and expenses from our Gibraltar Life and Other operations decreased $234 million including a net favorable
impact of $158 million from currency fluctuations and a net benefit of $42 million from our annual reviews and
update of assumptions and other refinements. Excluding these items, benefits and expenses decreased $34 million,
driven by a decrease in policyholder benefits, including changes in reserves, related to improved policyholder
experience and more favorable comparative mortality experience, as discussed above.

2016 to 2015 Annual Comparison. Revenues from our Life Planner operations increased $814 million including a net

favorable impact of $287 million from currency fluctuations. Excluding the impact of currency fluctuations, revenues
increased $527 million. This increase was primarily driven by higher premiums and policy charges and fee income of
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$372 million related to growth of business in force. Net investment income increased $152 million primarily reflecting
investment portfolio growth related to the growth of business in force, partially offset by the impact of lower
reinvestment rates.

Benefits and expenses from our Life Planner operations increased $860 million including a net unfavorable impact of
$384 million from currency fluctuations. Excluding the impact of currency fluctuations, benefits and expenses
increased $476 million. Policyholder benefits, including changes in reserves, increased $370 million primarily driven
by business growth. General and administrative expenses, net of capitalization, increased $76 million primarily due to
higher costs, including those supporting business growth.

Revenues from our Gibraltar Life and Other operations increased $831 million, including a net favorable impact of
$321 million from currency fluctuations. Excluding the impact of currency fluctuations, revenues increased $510
million, driven by a $228 million increase in premiums and policy charges and fee income due to business growth,
and an $118 million increase in net investment income primarily reflecting investment portfolio growth related to the
growth of business in force, partially offset by lower investment spread income, and the gain on the sale of a home
office property in Japan.
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Benefits and expenses from our Gibraltar Life and Other operations increased $894 million including a net
unfavorable impact of $490 million from currency fluctuations. Excluding the impact of currency fluctuations,
benefits and expenses increased $404 million, primarily reflecting a $371 million increase in policyholder benefits,
including changes in reserves, related to business growth and $10 million in general and administrative expenses, net
of capitalization, due to higher costs, including those supporting business growth.

Sales Results

The following table sets forth annualized new business premiums, as defined under “—Results of Operations—Segment
Measures” above, on an actual and constant exchange rate basis for the periods indicated.

Year
ended December 31,
2017 2016 2015

(in millions)
Annualized new business premiums:
On an actual exchange rate basis:

Life Planner operations(1) $1,391 $1,276 $1,117
Gibraltar Life 1,598 1,726 1,548
Total $2,989 $3,002 $2,665
On a constant exchange rate basis:

Life Planner operations $1,374 $1,263 $1,147
Gibraltar Life 1,601 1,706 1,595
Total $2,975 $2,969 $2,742

(1) The amount for the year ended December 31, 2016 has been revised to correct the previously reported amount.

The amount of annualized new business premiums and the sales mix in terms of types and currency denomination of
products for any given period can be significantly impacted by several factors, including but not limited to: the
addition of new products, discontinuation of existing products, changes in credited interest rates for certain products
and other product modifications, changes in premium rates, changes in interest rates or fluctuations in currency
markets (as described below), changes in tax laws, changes in life insurance regulations or changes in the competitive
environment. Sales volume may increase or decrease prior to certain of these changes becoming effective, and then
fluctuate in the other direction following such changes.

Our diverse product portfolio in Japan, in terms of currency mix and premium payment structure, allows us to adapt to
changing market and competitive dynamics, including the extremely low interest rate environment. We regularly
examine our product offerings and their related profitability and, as a result, we have repriced or discontinued sales of
certain products that do not meet our profit expectations. The impact of these actions, coupled with the introduction of
certain new products, has generally resulted in an increase in sales of products denominated in U.S. dollars relative to
products denominated in other currencies.

2017 to 2016 Annual Comparison. The table below presents annualized new business premiums on a constant
exchange rate basis, by product and distribution channel, for the periods indicated.

Year Ended December 31, 2017 Year Ended December 31, 2016
Life  Accident Retirement Annuity Total Life  Accident Retirement Annuity Total
& (1 & (D

175



Edgar Filing: PRUDENTIAL FINANCIAL INC - Form 10-K

Health Health

(in millions)

Life Planner $814 $ 122 $ 352 $8 $1,374 $742 $ 114
Gibraltar Life:

Life Consultants 367 50 113 211 741 352 52
Banks(2) 520 0 33 61 614 518 0
Independent Agency 138 19 66 23 246 128 23
Subtotal 1,025 69 212 295 1,601 998 75
Total $1,839 $ 191 $ 564 $ 381 $2,975 $1,740 $ 189

(1)Includes retirement income, endowment and savings variable universal life.

89

$ 332

117
68

71
256

$ 588

$ 75

212
130
35
377

$ 452

$1,263

733
716
257
1,706
$2,969
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Single pay life annualized new business premiums, which include 10% of first year premiums, and 3-year limited
pay annualized new business premiums, which include 100% of new business premiums, represented 5% and 64%,
(2)respectively, of total Japanese bank distribution channel annualized new business premiums, excluding annuity
products, for the year ended December 31, 2017, and 9% and 53%, respectively, of total Japanese bank distribution
channel annualized new business premiums, excluding annuity products, for the year ended December 31, 2016.

Annualized new business premiums, on a constant exchange rate basis, from our Life Planner operations increased
$111 million. Growth in Life Planner headcount in our Japan operation resulted in an increase in U.S.
dollar-denominated whole life and retirement products and yen-denominated term life and retirement products. The
increase also reflected higher sales in our Brazil operations across various product lines as Life Planner count
continued to grow.

Annualized new business premiums, on a constant exchange rate basis, from our Gibraltar Life operations decreased
$105 million. Life Consultant sales increased $8 million primarily from higher sales of U.S. dollar-denominated
whole life products resulting from the introduction of a new recurring pay life product in the second quarter of 2017.
This increase was partially offset by lower sales of yen-denominated whole life and term life products. Bank channel
sales decreased $102 million primarily from lower sales of yen-denominated term life and whole life products
following the premium rate increases on yen-based products in April of 2017, the suspension of sales of
yen-denominated annuity products in April 2016 in response to the low interest rate environment and lower sales of
U.S. dollar- and Australian dollar-denominated annuity products due to increased competition and product actions.
This decrease was partially offset by higher sales of U.S. dollar-denominated whole life products. Independent
Agency sales decreased $11 million primarily reflecting lower sales of yen-denominated whole life and term life
products after the April 2017 repricing and lower sales of Australian dollar-denominated annuity products. The
decrease was partially offset by higher sales of U.S. dollar-denominated whole life products.

2016 to 2015 Annual Comparison. The table below presents annualized new business premiums on a constant
exchange rate basis, by product and distribution channel, for the periods indicated.

Year Ended December 31, 2016 Year Ended December 31, 2015
Accident Retirement Accident Retirement

Life & (1) Annuity Total Life & ) Annuity Total
Health Health

(in millions)

Life Planner 742 114 332 75 1,263 708 114 264 61 1,147
Gibraltar Life:

Life Consultants 352 52 117 212 733 331 58 126 140 655
Banks(2) 518 0 68 130 716 472 1 40 180 693
Independent Agency 128 23 71 35 257 98 22 69 58 247
Subtotal 998 75 256 377 1,706 901 81 235 378 1,595
Total 1,740 189 588 452 2,969 1,609 195 499 439 2,742

(1)Includes retirement income, endowment and savings variable universal life.
Single pay life annualized new business premiums, which include 10% of first year premiums, and 3-year limited
pay annualized new business premiums, which include 100% of new business premiums, represented 9% and 53%,
(2)respectively, of total Japanese bank distribution channel annualized new business premiums, excluding annuity
products, for the year ended December 31, 2016, and 5% and 51%, respectively, of total Japanese bank distribution
channel annualized new business premiums, excluding annuity products, for the year ended December 31, 2015.
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Annualized new business premiums, on a constant exchange rate basis, from our Life Planner operations increased
$116 million. Growth in Life Planner headcount and productivity in our Japan operation, coupled with the factors
described above, resulted in an increase in sales of U.S. dollar-denominated retirement and whole life products while
sales of yen-denominated term life products remained strong in the corporate market. Lower sales of life protection
products in our Korean operation reflecting pricing actions were partially offset by higher sales in our Brazilian
operation across various product lines as Life Planner count and average premiums continued to grow.

Annualized new business premiums, on a constant exchange rate basis, from our Gibraltar Life operations increased
$111 million. Life Consultant sales increased $78 million as higher sales of U.S. dollar-denominated annuity and
whole life products were partially offset by lower sales of yen-denominated life protection products and Australian
dollar-denominated annuity and retirement income products. Bank channel sales increased $23 million primarily
driven by higher sales of U.S. dollar-denominated whole life, retirement income and annuity products, partially offset
by lower sales of yen-denominated whole life and annuity products and Australian dollar-denominated annuity
products. Independent Agency sales increased $10 million as higher sales of U.S. dollar-denominated whole life and
retirement income products were partially offset by lower sales of Australian dollar-denominated annuity products and
yen-denominated retirement and annuity products.
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Sales Force

The following table sets forth the number of Life Planners and Life Consultants for the periods indicated.
As of December 31,

2017 2016 2015
Life Planners:

Japan 3,941 3,824 3,528
All other countries 3,890 3,856 4,064
Gibraltar Life Consultants 8,326 8,884 8,805
Total 16,157 16,564 16,397

2017 to 2016 Comparison. The number of Life Planners increased by 151, driven by an increase of 117 in Japan as a
result of improved recruiting efforts and fewer terminations. Life Planners increased by 34 in other operations,
primarily in Brazil as a result of improved recruiting efforts, partially offset by a decrease in Korea and Taiwan as a
result of more selective recruiting efforts.

The number of Gibraltar Life Consultants decreased by 558, primarily reflecting more selective recruiting efforts and
retention standards.

2016 to 2015 Comparison. The number of Life Planners increased by 88, driven by an increase of 296 in Japan as a
result of improved recruiting efforts and fewer terminations. Life Planners decreased by 208 in other operations,
primarily in Korea, Poland and Italy, as a result of more selective recruiting efforts and restructurings, partially offset
by an increase in Brazil as a result of recruiting efforts.

The number of Gibraltar Life Consultants increased by 79, primarily reflecting fewer terminations.

Corporate and Other

Our Corporate and Other operations include corporate items and initiatives that are not allocated to business segments
and businesses that have been or will be divested.

Year ended December 31,
2017 2016 2015

(in millions)
Operating results:

Capital debt interest expense $(705 ) $(686 ) $(731 )
Investment income, net of operating debt interest expense 96 1 69
Pension and employee benefits 157 103 173
Other corporate activities(1) 985 )99 ) (@824 )
Adjusted operating income (1,437 ) (1,581 ) (1,313 )
Realized investment gains (losses), net, and related adjustments 407 ) (1,797 ) 961 )
Related charges (26 ) (1 ) 19
Divested businesses 38 (84 ) (66 )

Equity in earnings of operating joint ventures and earnings attributable to
noncontrolling interests
Income (loss) before income taxes and equity in earnings of operating joint ventures $(1,851) $(3,466) $(2,321)

(19 ) (3 )0
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2017 to 2016 Annual Comparison. The loss from Corporate and Other operations, on an adjusted operating income
basis, decreased $144 million. Results for investment income, net of operating debt interest expense, improved $95
million, primarily reflecting lower operating debt interest expense, including efforts in 2016 to reduce leverage
through senior debt maturities and early extinguishment of debt, and higher investment income, driven by the absence
of a non-coupon investment loss incurred in the prior year and higher income on highly liquid assets. Net charges
from other corporate activities decreased $14 million, reflecting the absence of costs incurred in the prior year
associated with the early extinguishment of certain debt, partially offset by increases in other corporate expenses,
including higher costs for employee compensation plans tied to equity market and Company performance, and
increased expenses related to corporate initiatives. Capital debt interest expense increased $19 million, primarily
resulting from a junior subordinated debt issuance in the third quarter of 2017.

Income from pension and employee benefits increased $54 million, primarily reflecting higher income from our
qualified pension plan, including higher expected earnings on plan assets and lower interest costs on plan obligations
driven by a decline in interest rates in 2016.

For purposes of calculating pension income from our qualified pension plan for the year ended December 31, 2018,
we will decrease the discount rate from 4.15% to 3.65% as of December 31, 2017. The expected rate of return on plan
assets and the assumed rate of increase in compensation will remain unchanged at 6.25% and 4.50%, respectively.
Giving effect to the foregoing assumptions and other factors, we expect income from our qualified pension plan in
2018 to be approximately $45 million to $50 million higher than 2017 levels. The increase is driven by higher
expected returns on plan assets due to higher than expected plan fixed income asset growth in 2017 as well as lower
interest costs on the plan obligation due to the lower discount rate.

For purposes of calculating postretirement benefit expenses for the year ended December 31, 2018, we will decrease
the discount rate from 4.05% to 3.60% as of December 31, 2017. The expected rate of return on plan assets will
remain unchanged at 7.00%. Giving effect to the foregoing assumptions and other factors, we expect postretirement
benefit expenses in 2018 to be approximately $30 million to $40 million lower than 2017 levels. The decrease in
expenses is driven by favorable census updates at December 31, 2017, and higher expected returns on plan assets due
to higher than expected asset growth in 2017.

In 2018, pension and other postretirement benefit service costs related to active employees will continue to be
allocated to our business segments. For further information regarding our pension and postretirement plans, see Note
18 to the Consolidated Financial Statements.

2016 to 2015 Annual Comparison. The loss from Corporate and Other operations, on an adjusted operating income
basis, increased $268 million. Net charges from other corporate activities increased $175 million, primarily reflecting
higher costs for employee compensation plans tied to Company stock and equity market returns, increased costs for
enhanced regulatory supervision, costs associated with the early extinguishment of certain debt, higher legal costs, the
absence of a favorable impact from escheatment related matters in the prior year and increased costs related to other
corporate initiatives. The increased charges were partially offset by the absence of certain remediation costs incurred
in the prior year. Results for investment income, net of operating debt interest expense, decreased $68 million,
primarily reflecting lower levels of invested assets resulting from assets transferred to other business segments and
lower net investment income from non-coupon investments. This decrease was partially offset by lower operating debt
interest expense resulting from efforts to reduce leverage through senior debt maturities in late 2015 and early 2016,
and the early extinguishment of certain debt in the second quarter of 2016. Capital debt interest expense decreased $45
million, primarily reflecting the reassignment of capital debt to operating debt and efforts to reduce leverage.

Income from pension and employee benefits decreased $70 million, primarily reflecting lower income from our
qualified pension plan, driven by lower expected returns on plan assets due to lower than expected plan fixed income
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asset growth in 2015, as well as higher interest costs on the plan obligation due to a higher discount rate.

Capital Protection Framework
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“Realized investment gains (losses), net and related adjustments,” which are excluded from adjusted operating income,
included net losses of $154 million, $1,649 million and $673 million for the years ended December 31, 2017, 2016
and 2015, respectively, related to our Capital Protection Framework. The comparative variance between 2017 and the
prior years is primarily attributed to changes in our Individual Annuities risk management strategy implemented in
2016, whereby we terminated the existing intercompany derivative transactions between Corporate and Other
operations and the Individual Annuities business segment related to managing interest rate risk and we now manage
this risk within the Individual Annuities business segment. The net losses in 2016 and 2015, while the intercompany
derivative transactions between Corporate and Other operations and the Individual Annuities business segment were
in place, primarily resulted from our utilization of capital management strategies to manage a portion of our interest
rate risk, and reflect changes in interest rates with respect to the exposures outstanding during the respective periods.
For more information on our Individual Annuities risk management strategy, see “—Individual Annuities.” For more
information on our Capital Protection Framework, see “—Liquidity and Capital Resources—Capital Protection Framework.”

Divested Businesses
Divested Businesses Included in Corporate and Other

Our income includes results from several businesses that have been or will be sold or exited, including businesses that
have been placed in wind down status that do not qualify for “discontinued operations” accounting treatment under U.S.
GAAP. The results of these divested businesses are reflected in our Corporate and Other operations, but are excluded
from adjusted operating income. A summary of the results of the divested businesses reflected in our Corporate and
Other operations is as follows for the periods indicated:

Year ended December 31,
2017 2016 2015

(in millions)
Long-Term Care $ 42 $ (74 ) $ (67 )
Other 4 ) (10 ) 1
Total divested
businesses
income (loss)
excluded from $ 38 $ (84 ) $ (66 )
adjusted
operating
income

Long-Term Care. Results for the year ended December 31, 2017 increased compared to 2016 primarily reflecting net
realized investment gains in 2017 compared to net realized investment losses in 2016, driven by a favorable
comparative change in the market value of derivatives used in duration management, and higher net investment
income. These increases were partially offset by unfavorable policy experience. Results for the year ended December
31, 2016 decreased compared to 2015 primarily reflecting an increase in net realized investment losses, driven by the
unfavorable comparative change in the market value of derivatives used in duration management. This decrease was
partially offset by favorable policy experience and higher net investment income.

Closed Block Division

The Closed Block division includes certain in force traditional domestic participating life insurance and annuity
products and assets that are used for the payment of benefits and policyholder dividends on these policies
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(collectively, the “Closed Block™), as well as certain related assets and liabilities. We no longer offer these traditional
domestic participating policies. See Note 12 to the Consolidated Financial Statements for additional details.

Each year, the Board of Directors of Prudential Insurance determines the dividends payable on participating policies
for the following year based on the experience of the Closed Block, including investment income, net realized and
unrealized investment gains, mortality experience and other factors. Although Closed Block experience for dividend
action decisions is based upon statutory results, at the time the Closed Block was established, we developed, as
required by U.S. GAAP, an actuarial calculation of the timing of the maximum future earnings from the policies
included in the Closed Block. If actual cumulative earnings in any given period are greater than the cumulative
earnings we expected, we record this excess as a policyholder dividend obligation. We will subsequently pay this
excess to Closed Block policyholders as an additional dividend unless it is otherwise offset by future Closed Block
performance that is less favorable than we originally expected. The policyholder dividends we charge to expense
within the Closed Block division will include any change in our policyholder dividend obligation that we recognize
for the excess of actual cumulative earnings in any given period over the cumulative earnings we expected in addition
to the actual policyholder dividends declared by the Board of Directors of Prudential Insurance.
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As of December 31, 2017, the excess of actual cumulative earnings over the expected cumulative earnings was $1,790
million, which was recorded as a policyholder dividend obligation. Actual cumulative earnings, as required by U.S.
GAAP, reflect the recognition of realized investment gains and losses in the current period, as well as changes in
assets and related liabilities that support the Closed Block policies. Additionally, the accumulation of net unrealized
investment gains that have arisen subsequent to the establishment of the Closed Block have been reflected as a
policyholder dividend obligation of $3,656 million at December 31, 2017, to be paid to Closed Block policyholders
unless offset by future experience, with a corresponding amount reported in AOCI.

Operating Results
The following table sets forth the Closed Block division’s results for the periods indicated.

Year ended December 31,
2017 2016 2015

(in millions)
U.S. GAAP results:
Revenues $5,826 $5,669 $6,160
Benefits and expenses 5,781 5,801 6,102
Income (loss) before income taxes and equity in earnings of operating joint ventures  $45 $(132 ) $58

Income (loss) Before Income Taxes and Equity in Earnings of Operating Joint Ventures

2017 to 2016 Annual Comparison. Income (loss) before income taxes and equity in earnings of operating joint
ventures increased $177 million. Results for 2017 primarily reflected a $175 million increase in net realized
investment gains and related activity, primarily due to higher gains from sales of equity securities and fixed maturities,
partially offset by unfavorable changes in the value of derivatives used in risk management activities. Net insurance
activity results increased $92 million, primarily as a result of a decrease in the 2018 dividend scale, partially offset by
the runoff of policies in force and higher benefit payments. Net investment income increased $75 million, primarily
driven by higher income on non-coupon investments and higher prepayment income, partially offset by lower
reinvestment rates. As a result of the above and other variances, a $143 million increase in the policyholder dividend
obligation was recorded in 2017, compared to $48 million reduction in 2016. If actual cumulative earnings fall below
expected cumulative earnings in future periods, earnings volatility in the Closed Block division, which is primarily
due to changes in investment results, may not be offset by changes in the cumulative earnings policyholder dividend
obligation. For a discussion of Closed Block division realized investment gains (losses), net, see “—Realized Investment
Gains and Losses.”

2016 to 2015 Annual Comparison. Income (loss) before income taxes and equity in earnings of operating joint
ventures decreased $190 million. Results for 2016 primarily reflected a $399 million decrease in net realized
investment gains, primarily due to lower gains on equity securities, lower gains from sales of fixed maturities and less
favorable changes in the value of derivatives used in risk management activities. Net investment income decreased
$75 million, primarily due to lower returns on non-coupon investments and lower reinvestment rates, partially offset
by higher prepayment fee income. Net insurance activity results increased $35 million, primarily due to lower benefit
payments. As a result of the above and other variances, a $48 million reduction in the policyholder dividend
obligation was recorded in 2016, compared to a $137 million increase in 2015.

Revenues, Benefits and Expenses
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2017 to 2016 Annual Comparison. Revenues increased $157 million, primarily due to increases of $100 million in net
realized investment gains, $75 million in other revenue and $75 million in net investment income, as discussed above.
Partially offsetting these increases was a decrease in premiums of $94 million, primarily due to run off of policies in
force.

Benefits and expenses decreased $20 million. Policyholders’ benefits, including changes in reserves, decreased $63
million primarily due to the runoff of policies in force, as discussed above. Partially offsetting this decrease was an
increase in dividends to policyholders of $66 million, reflecting an increase in the policyholder dividend obligation
expense due to changes in cumulative earnings.

2016 to 2015 Annual Comparison. Revenues decreased $491 million, primarily due to a $399 million decrease in net
realized investment gains and a $75 million decrease in net investment income, as discussed above.

Benefits and expenses decreased $301 million, primarily due to a $189 million decrease in dividends to policyholders,
reflecting a decrease in the policyholder dividend obligation expense due to changes in cumulative earnings. In
addition, policyholders’ benefits, including changes in reserves, decreased $83 million, primarily due to the runoff of
policies in force.
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Income Taxes

The differences between income taxes expected at the U.S. federal statutory income tax rate of 35% and the reported
income tax (benefit) expense are provided in the following table:

Year Ended December 31,
2017 2016 2015

(in millions)
Expected federal income tax expense (benefit) at federal statutory rate ~ $2,270 $1,997 $2,719

Non-taxable investment income 369 ) (@352 ) 341 )
Foreign taxes at other than U.S. rate 249 ) dA72 ) (51 )
Low-income housing and other tax credits (126 ) (118 ) (116 )
Changes in tax law 2,858 ) O (108 )
Other (106 ) @0 ) 31 )
Reported income tax expense (benefit) $(1,438) $1,335 $2,072
Effective tax rate 222 Y% 234 % 267 %

Effective Tax Rate

The effective tax rate is the ratio of “Total income tax expense (benefit)” divided by “Income before income taxes and
equity in earnings of operating joint ventures.” Our effective tax rate for fiscal years 2017, 2016 and 2015 was (22.2)%,
23.4% and 26.7%, respectively. For a detailed description of the nature of each significant reconciling item, see Note
19 to the Consolidated Financial Statements. The decrease in the effective tax rate from 26.7% in 2015 to 23.4% in
2016 was primarily driven by a decrease in pre-tax net income. The decrease in the effective tax rate from 23.4% in
2016 to (22.2)% in 2017 was primarily driven by the impacts of the Tax Act of 2017 on the date of enactment. Going
forward, we generally expect a lower future effective tax rate than we have reported in recent years. This reduction is
primarily due to applying the lower corporate tax rate under the Tax Act of 2017 to our U.S. businesses’ earnings.

Unrecognized Tax Benefits

The Company’s liability for income taxes includes the liability for unrecognized tax benefits and interest that relate to
tax years still subject to review by the IRS or other taxing authorities. The completion of review or the expiration of
the Federal statute of limitations for a given audit period could result in an adjustment to the liability for income taxes.
The total unrecognized benefit as of December 31, 2017, 2016 and 2015 was $45 million, $26 million and $6 million,
respectively. We do not anticipate any significant changes within the next twelve months to our total unrecognized tax
benefits related to tax years for which the statute of limitations has not expired.

Income Tax Expense vs. Income Tax Paid in Cash

Income tax expense recorded under U.S. GAAP routinely differs from the income taxes paid in cash in any given year.
Income tax expense recorded under U.S. GAAP is based on income reported in our Consolidated Statements of
Operations for the current period and it includes both current and deferred taxes. Income taxes paid during the year

include tax installments made for the current year as well as tax payments and refunds related to prior periods.

For additional information on income tax related items, see “Business—Regulation” and Note 19 to the Consolidated
Financial Statements.

Experience-Rated Contractholder Liabilities,
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Trading Account Assets Supporting Insurance Liabilities and Other Related Investments

Certain products included in the Retirement and International Insurance segments are experience-rated in that
investment results associated with these products are expected to ultimately accrue to contractholders. The majority of
investments supporting these experience-rated products are classified as trading and are carried at fair value. These
trading investments are reflected on the Consolidated Statements of Financial Position as ‘“Trading account assets
supporting insurance liabilities, at fair value” (“TAASIL”). Realized and unrealized gains (losses) for these investments
are reported in “Other income.” Interest and dividend income for these investments is reported in “Net investment
income.” To a lesser extent, these experience-rated products
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are also supported by derivatives and commercial mortgage and other loans. The derivatives that support these
experience-rated products are reflected on the Consolidated Statements of Financial Position as “Other long-term
investments” and are carried at fair value, and the realized and unrealized gains (losses) are reported in “Realized
investment gains (losses), net.” The commercial mortgage and other loans that support these experience-rated products
are carried at unpaid principal, net of unamortized discounts and an allowance for losses, and are reflected on the
Consolidated Statements of Financial Position as “Commercial mortgage and other loans.” Gains (losses) on sales and
changes in the valuation allowance for commercial mortgage and other loans are reported in “Realized investment
gains (losses), net.”

Our Retirement segment has two types of experience-rated products that are supported by TAASIL and other related
investments. Fully participating products are those for which the entire return on underlying investments is passed
back to the policyholders through a corresponding adjustment to the related liability, primarily classified in the
Consolidated Statements of Financial Position as “Policyholders’ account balances.” The adjustment to the liability is
based on changes in the fair value of all of the related assets, including commercial mortgage and other loans, which
are carried at amortized cost, less any valuation allowance. Partially participating products are those for which only a
portion of the return on underlying investments is passed back to the policyholders over time through changes to the
contractual crediting rates. The crediting rates are typically reset semiannually, often subject to a minimum crediting
rate, and returns are required to be passed back within ten years.

In our International Insurance segment, the experience-rated products are fully participating. As a result, the entire
return on the underlying investments is passed back to policyholders through a corresponding adjustment to the
related liability.

Adjusted operating income excludes net investment gains (losses) on TAASIL, related derivatives and commercial
mortgage and other loans. This is consistent with the exclusion of realized investment gains (losses) with respect to
other investments supporting insurance liabilities managed on a consistent basis. In addition, to be consistent with the
historical treatment of charges related to realized investment gains (losses) on investments, adjusted operating income
also excludes the change in contractholder liabilities due to asset value changes in the pool of investments (including
changes in the fair value of commercial mortgage and other loans) supporting these experience-rated contracts, which
are reflected in “Interest credited to policyholders’ account balances.” The result of this approach is that adjusted
operating income for these products includes net fee revenue and interest spread we earn on these experience-rated
contracts, and excludes changes in fair value of the pool of investments, both realized and unrealized, that we expect
will ultimately accrue to the contractholders.

The following table sets forth the impact on results for the periods indicated of these items that are excluded from
adjusted operating income:

Year ended
December 31,
2017 2016 2015

(in millions)
Retirement Segment:
Investment gains (losses) on:

Trading account assets supporting insurance liabilities, net $118 $(21) $(581)
Derivatives (168 ) (10 ) 138
Commercial mortgages and other loans 7 )>5 4
Change in experience-rated contractholder liabilities due to asset value changes(1)(2) 67 25 490
Net gains (losses) $10 $(1 ) $51
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International Insurance Segment:
Investment gains (losses) on trading account assets supporting insurance liabilities, net  $218 $4  $57

Change in experience-rated contractholder liabilities due to asset value changes 218) 4 ) B7 )
Net gains (losses) $0 $0 $0
Total:

Investment gains (losses) on:

Trading account assets supporting insurance liabilities, net $336 $(17) $(524)
Derivatives (168 ) (10 ) 138
Commercial mortgages and other loans 7 )5 4
Change in experience-rated contractholder liabilities due to asset value changes(1)(2) (151 ) 21 433
Net gains (losses) $10 $(1 ) $51
96
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Decreases to contractholder liabilities due to asset value changes are limited by certain floors and therefore do not
reflect cumulative declines in recorded asset values of $18 million, $10 million and $15 million as of December 31,
(1)2017, 2016 and 2015, respectively. We have recovered and expect to recover in future periods these declines in
recorded asset values through subsequent increases in recorded asset values or reductions in crediting rates on
contractholder liabilities.
Included in the amounts above related to the change in the liability to contractholders as a result of
commercial mortgage and other loans are a decrease of $21 million, an increase of $4 million and a
decrease of $64 million for the years ended December 31, 2017, 2016 and 2015, respectively. As
2) prescribed by U.S. GAAP, changes in the fair value of commercial mortgage and other loans held for
investment in our general account, other than when associated with impairments, are not recognized in
income in the current period, while the impact of these changes in fair value are reflected as a change in the
liability to fully participating contractholders in the current period.

The net impacts for the Retirement segment of changes in experience-rated contractholder liabilities and investment
gains (losses) on trading account assets supporting insurance liabilities and other related investments reflect timing
differences between the recognition of the mark-to-market adjustments and the recognition of the recovery of these
adjustments in future periods through subsequent increases in asset values or reductions in crediting rates on
contractholder liabilities for partially participating products. These impacts also reflect the difference between the fair
value of the underlying commercial mortgage and other loans and the amortized cost, less any valuation allowance, of
these loans, as described above.

Valuation of Assets and Liabilities
Fair Value of Assets and Liabilities

The authoritative guidance related to fair value measurement establishes a framework that includes a three-level
hierarchy used to classify the inputs used in measuring fair value. The level in the hierarchy within which the fair
value falls is determined based on the lowest level input that is significant to the measurement. The fair values of
assets and liabilities classified as Level 3 include at least one significant unobservable input in the measurement. See
Note 20 to the Consolidated Financial Statements for an additional description of the valuation hierarchy levels as
well as for the balances of assets and liabilities measured at fair value on a recurring basis by hierarchy level presented
on a consolidated basis.

The table below presents the balances of assets and liabilities measured at fair value on a recurring basis, as of the
periods indicated, and the portion of such assets and liabilities that are classified in Level 3 of the valuation hierarchy.
The table also provides details about these assets and liabilities excluding those held in the Closed Block division. We
believe the amounts excluding the Closed Block division are most relevant to an understanding of our operations that
are pertinent to investors in Prudential Financial because substantially all Closed Block division assets support
obligations and liabilities relating to the Closed Block policies only. See Note 12 to the Consolidated Financial
Statements for further information on the Closed Block.
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As of December 31, 2017 As of December 31, 2016

PFI excluding PFI excluding

Closed Block Cl.ose.d Block Closed Block Cl.ose.d Block
.. Division .. Division

Division Division

Total at Total Total at Total Total at Total Total at Total
Fair ValueLevel 3(1) Fair Valukevel 3(1)Fair ValueLevel 3(1) Fair Valukevel 3(1)

(in millions)
Fixed maturities, available-for-sale $305,518 $7,557 $41,262 $2,139 $282,515 $5,501  $38,904 $ 1,356
Trading account assets:

Fixed maturities 23,516 1,563 200 1 23,143 747 160 0
Equity securities 2,659 443 139 66 2,267 429 124 58
All other(2) 1,226 8 0 0 1,760 1 0 0
Subtotal 27,401 2,014 339 67 27,170 1,177 284 58
Equity securities, available-for-sale 3,834 273 2,340 17 7,176 253 2,572 12
Commercial mortgage and other 593 0 0 0 519 0 0 0
loans

Other long-term investments(3) 270 136 2 0 146 7 3 0
Short-term investments 5,328 8 436 0 6,383 1 799 0
Cash equivalents 7,721 0 577 0 7,108 0 1,198 O
Other assets 14 13 0 0 0 0 0 0
i:sztt‘;tal excluding separate account 55 <79 10001 44956 2223 331,017 6939 43,760 1426
Separate account assets(3) 280,393 2,122 0 0 262,017 1,849 0 0
Total assets $631,072 $12,123 $44,956 $ 2,223 $593,034 $8,788  $43,760 $ 1,426
Future policy benefits $8,720 $8,720 $0 $0 $8,238 $8,238 $0 $0
Other liabilities(2) 688 50 0 0 368 22 1 0
Notes issued by consolidated

variable interest entities (“VIEs”) 1196 1196 0 0 1.839 1.839 0 0
Total liabilities $10,604 $9,966 $0 $0 $10,445 $10,099 $1 $0

The amount of Level 3 assets taken as a percentage of total assets measured at fair value on a recurring basis for
(1)PFI excluding the Closed Block division and for the Closed Block division totaled 1.9% and 4.9%, respectively, as
of December 31, 2017 and 1.5% and 3.3% as of December 31, 2016.
“All other” and “Other liabilities” primarily include derivatives. The amounts classified as Level 3 exclude the impact
of netting.
Prior period amounts are presented on a basis consistent with the current period presentation, reflecting the
3) adoption of ASU 2015-07.

2)

The determination of fair value, which for certain assets and liabilities is dependent on the application of estimates and
assumptions, can have a significant impact on our results of operations and may require the application of a greater
degree of judgment depending on market conditions, as the ability to value assets and liabilities can be significantly
impacted by a decrease in market activity or a lack of transactions executed in an orderly manner. The following
sections provide information regarding certain assets and liabilities which are valued using Level 3 inputs and could
have a significant impact on our results of operations.

Fixed Maturity and Equity Securities
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Fixed maturity securities included in Level 3 in our fair value hierarchy are generally priced based on
internally-developed valuations, indicative broker quotes or third-party pricing services, where management believes
valuations are based on unobservable inputs. For certain private fixed maturity and equity securities, the
internally-developed valuation model uses significant unobservable inputs and, accordingly, such securities are
included in Level 3 in our fair value hierarchy. Level 3 fixed maturity securities for PFI excluding the Closed Block
division included approximately $6.5 billion of public fixed maturities as of December 31, 2017 with values primarily
based on indicative broker quotes, and approximately $2.6 billion of private fixed maturities, with values primarily
based on internally-developed models or third-party pricing services. Significant unobservable inputs used included:
issue specific spread adjustments, material non-public financial information, management judgment, estimation of
future earnings and cash flows, default rate assumptions, liquidity assumptions and indicative quotes from market
makers. These inputs are usually considered unobservable, as not all market participants have access to this data.
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The impact our determination of fair value for fixed maturity and equity securities has on our results of operations is
dependent on our classification of the security as either trading, available-for-sale, or held-to-maturity. For

investments classified as trading, the impact of changes in fair value is recorded within “Other income.” For investments
classified as available-for-sale, the impact of changes in fair value is recorded as an unrealized gain or loss in AOCI, a
separate component of equity. Investments classified as held-to-maturity are carried at amortized cost.

Separate Account Assets

Separate account assets included in Level 3 primarily include corporate securities and commercial mortgage loans.
The valuation of corporate securities is determined as described above for fixed maturity and equity securities. See
Note 20 to the Consolidated Financial Statements for additional information on the valuation of commercial mortgage
loans. Separate account liabilities are reported at contract value and not at fair value.

Variable Annuity Living Benefit Features

Future policy benefits classified in Level 3 primarily include liabilities related to guarantees associated with the living
benefit features of certain variable annuity contracts offered by our Individual Annuities segment, including GMAB,
GMWB and GMIWB. These benefits are accounted for as embedded derivatives and carried at fair value with changes
in fair value included in “Realized investment gains (losses), net.” The fair values of the GMAB, GMWB and GMIWB
liabilities are calculated as the present value of future expected benefit payments to customers less the present value of
future rider fees attributable to the embedded derivative feature. This methodology could result in either a liability or
contra-liability balance, based on capital market conditions and various policyholder behavior assumptions. Since
there is no observable active market for the transfer of these obligations, the valuations are calculated using
internally-developed models with option pricing techniques. These models utilize significant assumptions that are
primarily unobservable, including assumptions as to lapse rates, NPR, utilization rates, withdrawal rates, mortality
rates and equity market volatility. Future policy benefits classified as Level 3 for PFI excluding the Closed Block
division were a net liability of $8.7 billion as of December 31, 2017. For additional information, see “—Results of
Operations by Segment—U.S. Individual Solutions Division—Individual Annuities.”

Notes Issued by Consolidated VIEs

As discussed in Note 5 to the Consolidated Financial Statements, notes issued by consolidated VIEs represent notes
issued by certain asset-backed investment vehicles, primarily collateralized loan obligations, which we are required to
consolidate. The creditors of these VIEs do not have recourse to the Company in excess of the assets contained within
the VIEs. We have elected the fair value option for the majority of these notes, and have based the fair value on the
corresponding bank loan collateral.

For additional information about the key estimates and assumptions used in our determination of fair value, see Note
20 to the Consolidated Financial Statements.

Realized Investment Gains and Losses

Realized investment gains and losses are generated from numerous sources, including the following significant items:
sale of investments;

maturities of foreign-denominated investments;

adjustments to the cost basis of investments for OTTI;

recognition of OTTI in earnings for foreign-denominated securities that are approaching maturity and are in an
unrealized loss position due to foreign currency exchange rate movements;
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net changes in the allowance for losses, certain restructurings and foreclosures on commercial mortgage and other
loans; and
fair value changes on embedded derivatives and free-standing derivatives that do not qualify for hedge accounting
treatment.

The level of OTTI generally reflects economic conditions and is expected to increase when economic conditions
worsen and to decrease when economic conditions improve. Historically, the causes of OTTI have been specific to
each individual issuer and have not directly resulted in impairments to other securities within the same industry or
geographic region. We may also realize additional credit and interest rate-related losses through sales of investments
pursuant to our credit risk and portfolio management objectives. For additional information regarding OTTI policies
for fixed maturity and equity securities, see Note 2 to the Consolidated Financial Statements.
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We use interest rate and currency derivatives to manage interest and currency exchange rate exposures arising from
mismatches between assets and liabilities, including duration mismatches. We also use derivative contracts to mitigate
the risk that unfavorable changes in currency exchange rates will materially affect U.S. dollar-equivalent earnings
generated by certain of our non-U.S. businesses. In addition, equity-based and interest rate derivatives hedge a portion
of the risks embedded in certain variable annuity products with optional living benefit guarantees. Many of these
derivative contracts do not qualify for hedge accounting; and consequently, we recognize the changes in fair value of
such contracts from period to period in current earnings, although the required accounting for associated assets and
liabilities may or may not be similar.

Accordingly, realized investment gains and losses from our derivative activities can contribute significantly to
fluctuations in net income. For a further discussion of living benefit guarantees and related hedge positions in our
Individual Annuities segment, see “—Results of Operations by Segment—U.S. Individual Solutions Division—Individual
Annuities” above.

Adjusted operating income generally excludes “Realized investment gains (losses), net,” subject to certain exceptions.
These exceptions primarily include realized investment gains or losses within certain of our businesses for which such
gains or losses are a principal source of earnings, gains or losses associated with terminating hedges of foreign
currency earnings and current period yield adjustments and related charges and adjustments. OTTI, interest
rate-related losses and credit-related losses on sales (other than those related to certain of our businesses which
primarily originate investments for sale or syndication to unrelated investors) are excluded from adjusted operating
income. Additionally, adjusted operating income generally excludes realized investment gains and losses from
products that contain embedded derivatives and from associated derivative portfolios that are part of an asset-liability
management program related to the risk of those products. However, the effectiveness of the hedging program will
ultimately be reflected in adjusted operating income over time. For additional details regarding adjusted operating
income, see Note 22 to the Consolidated Financial Statements.

Effective January 1, 2016, the Company classifies fixed maturity prepayment fees and call premiums in “Net
investment income” rather than “Realized investments gains (losses), net.” The impact of this change for the year ended
December 31, 2015 was immaterial.

The following table sets forth “Realized investment gains (losses), net,” by investment type as well as related charges

and adjustments, for the periods indicated:
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Years Ended December
31,
2017 2016 2015

(in millions)
Realized investment gains (losses), net:

PFI excluding Closed Block division $(102) $1,760 $3,192
Closed Block division 534 434 833
Consolidated realized investment gains (losses), net $432  $2,194 $4,025

PFI excluding Closed Block Division:
Realized investment gains (losses), net:

Fixed maturity securities $408 $617  $1,431
Equity securities 565 127 4
Commercial mortgage and other loans 70 54 36
Derivative instruments (1,147) 1,013 1,775
Other 2 G1 HYoGas )
Total $(102) $1,760 $3,192
Related adjustments (500 ) (771 ) (934 )
Realized investment gains (losses), net, and related adjustments (602 ) 989 2,258
Related charges 544 466 ) (679 )

Realized investment gains (losses), net, and related charges and adjustments  $(58 ) $523  $1,579
Closed Block Division:
Realized investment gains (losses), net:

Fixed maturity securities $173  $49 $203
Equity securities 501 249 447
Commercial mortgage and other loans 0 1 1
Derivative instruments (128 ) 162 195
Other 12 Hy@7 H»as
Total $534 $434  $833

PFI excluding Closed Block Division—Realized Investments Gains (Losses)

The following table sets forth net realized gains (losses) on fixed maturity securities, for the periods indicated:
Years Ended December
31,
2017 2016 2015

(in millions)
Gross realized investment gains:

Gross gains on sales and maturities $1,227 $1,229 $1,809
Gross realized investment losses:

Net OTTI recognized in earnings(1) (169 ) (144 ) 97 )
Gross losses on sales and maturities 642 ) 456 ) (273 )
Credit-related losses on sales (8 ) (12 ) (8 )
Total gross realized investment losses (819 ) (612 ) (378 )

Realized investment gains (losses), net—Fixed Maturity Securities $408 $617 $1,431
Net gains (losses) on sales and maturities—Fixed Maturity Securities(2) $585  $773  $1,536
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Excludes the portion of OTTI recorded in “Other comprehensive income (loss),” representing any difference between
(1)the fair value of the impaired debt security and the net present value of its projected future cash flows at the time of
impairment.

Amounts excludes OTTI and credit-related losses through sales of investments due to expected near-term credit
conditions of an underlying issuer.

2)
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2017 to 2016 Annual Comparison

Net gains on sales and maturities of fixed maturity securities were $585 million and $773 million for the years ended
December 31, 2017 and 2016, respectively, primarily driven by sales and maturities of U.S. dollar-denominated
securities within our International Insurance segment. See below for additional information regarding OTTTI of fixed
maturity securities.

Net realized gains on equity securities were $565 million for the year ended December 31, 2017, primarily driven by
net gains on sales of $588 million including $546 million within our International Insurance segment from portfolio
reallocation, offset by OTTI of $23 million. Net realized gains on equity securities were $127 million for the year
ended December 31, 2016, primarily driven by net gains on sales of $188 million, offset by OTTI of $61 million.

Net realized gains on commercial mortgage and other loans for the year ended December 31, 2017 were $70 million,
primarily driven by net gains on originated mortgage servicing rights of approximately $72 million in our Investment
Management business. Net realized gains on commercial mortgage and other loans for the year ended December 31,
2016 were $54 million, primarily driven by net gains on originated mortgage servicing rights of $53 million in our
Investment Management business and a net decrease in the allowance for losses of $5 million. For additional
information regarding our allowance for losses, see “—General Account Investments—Commercial Mortgage and Other
Loans—Commercial Mortgage and Other Loans Quality.”

Net realized losses on derivatives were $1,147 million for the year ended December 31, 2017, compared to net
realized gains of $1,013 million for the year ended December 31, 2016. The net derivative losses for the year ended
December 31, 2017 reflected losses of $869 million on product-related embedded derivatives and related hedges
mainly associated with certain variable annuity contracts; losses of $481 million on foreign currency derivatives used
to hedge foreign-denominated investments as the U.S. dollar weakened against various currencies; and losses of $350
million on equity derivatives in our capital hedge program as the equity indices increased. Partially offsetting these
losses were net gains of $370 million on interest rate derivatives used to manage duration as long-term rates declined;
net gains of $26 million on currency derivatives primarily in Japanese insurance operations used to hedge non-yen
denominated investments as the yen strengthened against various currencies; and net gains of $152 million primarily
representing the fees earned on fee-based synthetic GICs, which are accounted for as derivatives. The net derivative
gains for the year ended December 31, 2016 primarily reflected gains of $523 million on product-related embedded
derivatives and related hedge positions mainly associated with certain variable annuity contracts; gains of $192
million on currency derivatives in Japanese insurance operations used to hedge non-yen denominated investments as
the yen strengthened against various currencies; gains of $172 million on currency derivatives in U.S. operations used
to hedge foreign-denominated investments as the U.S. dollar strengthened against various currencies and gains of
$157 million primarily representing the fees earned on fee-based GICs, which are accounted for as derivatives.

Related adjustments include the portions of “Realized investment gains (losses), net” that are included in adjusted
operating income and the portions of “Other income” and “Net investment income” that are excluded from adjusted
operating income. These adjustments are made to arrive at “Realized investment gains (losses), net, and related
adjustments” which are excluded from adjusted operating income. Results for the years ended December 31, 2017 and
2016 included net negative related adjustments of $500 million and $771 million, respectively. Results for both
periods were primarily driven by settlements on interest rate and currency derivatives.

Charges that relate to “Realized investment gains (losses), net” are also excluded from adjusted operating income and
may be reflected as net charges or net benefits. Results for the year ended December 31, 2017 included a net related
benefit of $544 million, compared to a net related charge of $466 million for the year ended December 31, 2016.
Results for both periods were driven by the impact of derivative activity on the amortization of DAC and other costs
and certain policyholder reserves. Results for the year ended December 31, 2016 were partially offset by a benefit of
$515 million related to the implementation of the revised ALM strategy in the Individual Annuities segment.
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2016 to 2015 Annual Comparison

Net gains on sales and maturities of fixed maturity securities were $773 million for the year ended December 31,
2016. Excluding energy sector losses, net gains of $966 million were primarily from sales and maturities of U.S.
dollar-denominated securities within our International Insurance segment. The net gains for the year ended December
31, 2016 were partially offset by net trading losses of approximately $193 million on sales of securities within the
energy sector. Net gains on sales and maturities of fixed maturity securities were $1,536 million for the year ended
December 31, 2015 primarily due to net gains of $1,363 million on sales and maturities of U.S. dollar-denominated
securities within our International Insurance segment. See below for additional information regarding the OTTI of
fixed maturity securities for the years ended December 31, 2016 and 2015.
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Net realized gains on equity securities were $127 million and $4 million for the years ended December 31, 2016 and
2015, respectively, and included net gains on sales of equity securities of $188 million and $115 million, respectively.
Both periods’ gains were partially offset by OTTI of $61 million and $111 million for the years ended December 31,
2016 and 2015, respectively.

Net realized gains on commercial mortgage and other loans for the year ended December 31, 2016 were $54 million,
primarily driven by servicing revenue of $53 million in our Investment Management business and a net decrease in
the allowance for losses of $5 million. Net realized gains on commercial mortgage and other loans for the year ended
December 31, 2015 were $36 million, primarily driven by servicing revenue of $31 million in our Investment
Management business and a net decrease in the allowance for losses of $5 million. For additional information
regarding our allowance for losses, see “—General Account Investments—Commercial Mortgage and Other
Loans—Commercial Mortgage and Other Loan Quality” below.

Net realized gains on derivatives were $1,013 million and $1,775 million for the years ended December 31, 2016 and
2015, respectively. The net derivative gains for the year ended December 31, 2016 primarily reflected gains of $523
million on product-related embedded derivatives and related hedge positions mainly associated with certain variable
annuity contracts; gains of $192 million on currency derivatives in Japanese insurance operations used to hedge
non-yen denominated investments as the yen strengthened against various currencies; gains of $172 million on
currency derivatives in U.S. operations used to hedge foreign- denominated investments as the U.S. dollar
strengthened against various currencies and gains of $157 million primarily representing the fees earned on fee-based
GICs, which are accounted for as derivatives. The net gains for the year ended December 31, 2015 primarily reflected
gains of $995 million on product-related embedded derivatives and related hedge positions mainly associated with
certain variable annuity contracts; gains of $326 million on interest rate derivatives used to manage duration as
interest rates decreased; gains of $345 million on foreign currency derivatives used to hedge foreign-denominated
investments as the U.S. dollar strengthened against various currencies and gains of $159 million primarily
representing fees earned on fee-based GICs.

Results for the years ended December 31, 2016 and 2015 included net negative related adjustments of $771 million
and $934 million, respectively, primarily driven by settlements on interest rate and currency derivatives.

Results for the year ended December 31, 2016 included net related charges of $466 million, compared to net related
charges of $679 million for the year ended December 31, 2015. Both periods’ results were driven by the impact of
derivative activity on the amortization of DAC and other costs and certain policyholder reserves. Results for the year
ended December 31, 2016 were partially offset by a benefit of $515 million related to the implementation of a new
ALM strategy in the Individual Annuities segment.

PFI excluding Closed Block Division—OTTI

The following tables set forth the composition of OTTI recorded in earnings attributable to PFI excluding the Closed
Block division by investment type and for fixed maturity securities by reason, for the periods indicated:

Years Ended December 31,

2017 2016 2015

(in millions)
Public fixed maturity securities $ 57 $ 56 $ 31

Private fixed maturity securities 112 88 66
Total fixed maturity securities 169 144 97
Equity securities 23 61 111
Other invested assets(1) 19 57 121
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Total(2) $ 211 $262 $329

(1)Primarily includes OTTI related to investments in joint ventures and limited partnerships.
Excludes amounts remaining in OCI from previously impaired investments, representing any difference between

(2)the fair value of the impaired debt security and the net present value of its projected future cash flows at the time of
impairment.
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Years Ended December 31,
2017 2016 2015

(in millions)

Due to foreign exchange rate movements on securities approaching maturity $ 36 $ 4 $0
Due to securities actively marketed for sale 12 29 15
Due to credit events or adverse conditions of the respective issuer(1) 121 111 82
Total fixed maturity securities(2) $169 $144 $97

Represents circumstances where we believe credit events or other adverse conditions of the respective issuers have

caused or will lead to a deficiency in the contractual cash flows related to the investment. The amount of the
(1)impairment recorded in earnings is the difference between the amortized cost of the debt security and the net

present value of its projected future cash flows discounted at the effective interest rate implicit in the debt security

prior to impairment.

Excludes amounts remaining in OCI from previously impaired investments, representing any difference between
(2)the fair value of the impaired debt security and the net present value of its projected future cash flows at the time of

impairment.

2017 to 2016 Annual Comparison

Fixed maturity security OTTI for the year ended December 31, 2017 were concentrated in the energy, industrial other
and utility sectors within corporate securities. These OTTI were related to credit events or other adverse conditions of
the respective issuers as well as securities approaching maturity with losses from foreign currency exchange rate
movements which were primarily hedged with derivatives that had an offsetting realized gain. Fixed maturity security
OTTI for the year ended December 31, 2016 were concentrated in the energy, capital goods and transportation sectors
within corporate securities and were primarily related to securities with liquidity concerns, downgrades in credit,
bankruptcy or other adverse financial conditions of the respective issuers.

Equity security OTTI for the years ended December 31, 2017 and 2016 were primarily driven by the extent and
duration of declines in values.

Other invested assets OTTI for the years ended December 31, 2017 and 2016 were primarily driven by the extent and
duration of declines in values of investments in private equity limited partnerships.

2016 to 2015 Annual Comparison

Fixed maturity security OTTI for the year ended December 31, 2016 were concentrated in the energy, capital goods
and transportation sectors within corporate securities. Fixed maturity security OTTI for year ended December 31,
2015 were concentrated in the industrial other, consumer cyclical and energy sectors within corporate securities. In
both periods, these OTTI were primarily related to securities with liquidity concerns, downgrades in credit,
bankruptcy or other adverse financial conditions of the respective issuers.

Equity security OTTI for the years ended December 31, 2016 and 2015 were primarily due to the extent and duration
of declines in values.

Other invested assets OTTI in for the years ended December 31, 2016 and 2015 were primarily due to the extent and
duration of declines in values of investments in private equity limited partnerships.

Closed Block Division—Realized Investments Gains (Losses) and OTTI
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Net realized gains on fixed maturity securities of $173 million, $49 million and $203 million for the years ended
December 31, 2017, 2016 and 2015, respectively, were primarily due to net gains of $271 million, $131 million and
$249 million on sales and maturities, respectively. These gains were offset by OTTI of $98 million, $78 million and
$44 million for the years ended December 31, 2017, 2016 and 2015, respectively.

Net realized gains on equity securities were $501 million, $249 million and $447 million for the years ended
December 31, 2017, 2016 and 2015, respectively, resulting from net gains on sales, partially offset by OTTI of $4
million, $13 million and $15 million, respectively.

Net realized losses on derivatives were $128 million for the year ended December 31, 2017, compared to net realized
gains of $162 million and $195 million for the years ended December 31, 2016 and 2015, respectively. The net
derivative losses for the year ended December 31, 2017 primarily reflected losses of $139 million on currency
derivatives used to hedge foreign-denominated investments as the U.S. dollar weakened against various currencies.
Partially offsetting the losses was a net gain of $8 million on
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interest rate derivatives used to manage duration as long-term rates declined. The net derivative gains for the year
ended December 31, 2016 primarily reflected gains of $132 million on currency derivatives used to hedge
foreign-denominated investments as the U.S. dollar strengthened against various currencies and gains of $30 million
on interest rate derivatives used to manage duration as interest rates increased. The net derivative gains for the year
ended December 31, 2015 primarily reflected gains of $193 million on currency derivatives used to hedge
foreign-denominated investments as the U.S. dollar strengthened against various currencies.

General Account Investments

We maintain diversified investment portfolios in our general account to support our liabilities to customers as well as
our other general liabilities. Our general account does not include: (1) assets of our derivative operations; (2) assets of
our investment management operations, including investments managed for third parties; and (3) those assets
classified as “Separate account assets” on our balance sheet.

The general account portfolios are managed pursuant to the distinct objectives and investment policy statements of
PFI excluding the Closed Block division and the Closed Block division. The primary investment objectives of PFI
excluding the Closed Block division include:

hedging and otherwise managing the market risk characteristics of the major product liabilities and other obligations
of the Company;

optimizing investment income yield within risk constraints over time; and

for certain portfolios, optimizing total return, including both investment income yield and capital appreciation, within
risk constraints over time, while managing the market risk exposures associated with the corresponding product
liabilities.

We pursue our objective to optimize investment income yield for PFI excluding the Closed Block division over time
through:

the investment of net operating cash flows, including new product premium inflows, and proceeds from
investment sales, repayments and prepayments into investments with attractive risk-adjusted yields; and
the sale of lower-yielding investments, where appropriate, either to meet various cash flow needs or to manage the
portfolio's risk exposure profile with respect to duration, credit, currency and other risk factors, while considering the
impact on taxes and capital.

The primary investment objectives of the Closed Block division include:

providing for the reasonable dividend expectations of the participating policyholders within the Closed Block
division; and

optimizing total return, including both investment income yield and capital appreciation, within risk constraints, while
managing the market risk exposures associated with the major products in the Closed Block division.

Our portfolio management approach, while emphasizing our investment income yield and asset/liability risk
management objectives, also takes into account the capital and tax implications of portfolio activity and our assertions
regarding our ability and intent to hold debt and equity securities to recovery. For a further discussion of our OTTI
policies, including our assertions regarding our ability and intent to hold equity securities to recovery and any
intention or requirement to sell debt securities before anticipated recovery, see “—Fixed Maturity Securities—OTTI of
Fixed Maturity Securities” and “—Equity Securities—OTTI of Equity Securities” below.

Management of Investments
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The Investment Committee of our Board of Directors oversees our proprietary investments, including our general
account portfolios, and regularly reviews performance and risk positions. Our Chief Investment Officer Organization
(“CIO Organization”) develops investment policies subject to risk limits proposed by our Enterprise Risk Management
(“ERM”) group for the general account portfolios of our domestic and international insurance subsidiaries and directs

and oversees management of the general account portfolios within risk limits and exposure ranges approved annually
by the Investment Committee.
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The CIO Organization, including related functions within our insurance subsidiaries, works closely with product
actuaries and ERM to understand the characteristics of our products and their associated market risk exposures. This
information is incorporated into the development of target asset portfolios that manage market risk exposures
associated with the liability characteristics and establish investment risk exposures, within tolerances prescribed by
Prudential’s investment risk limits, on which we expect to earn an attractive risk-adjusted return. We develop asset
strategies for specific classes of product liabilities and attributed or accumulated surplus, each with distinct risk
characteristics. Market risk exposures associated with the liabilities include interest rate risk, which is addressed
through the duration characteristics of the target asset mix, and currency risk, which is addressed by the currency
profile of the target asset mix. In certain of our smaller markets outside of the U.S. and Japan, capital markets
limitations hinder our ability to hedge interest rate exposure to the same extent we do for our U.S. and Japan
businesses and lead us to accept a higher degree of interest rate risk in these smaller portfolios. General account
portfolios typically include allocations to credit and other investment risks as a means to enhance investment yields
and returns over time.

Most of our products can be categorized into the following three classes:

interest-crediting products for which the rates credited to customers are periodically adjusted to reflect market and
competitive forces and actual investment experience, such as fixed annuities and universal life insurance;
participating individual and experience-rated group products in which customers participate in actual investment and
business results through annual dividends, interest or return of premium; and

products with fixed or guaranteed terms, such as traditional whole life and endowment products, guaranteed
investment contracts, funding agreements and payout annuities.

Our total investment portfolio is composed of a number of operating portfolios. Each operating portfolio backs a
specific set of liabilities, and the portfolios have a target asset mix that supports the liability characteristics, including
duration, cash flow, liquidity needs and other criteria. As of December 31, 2017, the average duration of our domestic
general account investment portfolios attributable to PFI excluding the Closed Block division, including the impact of
derivatives, was between 7 and 8 years. As of December 31, 2017, the average duration of our international general
account portfolios attributable to our Japanese insurance operations, including the impact of derivatives, was between
11 and 12 years and represented a blend of yen-denominated and U.S. dollar and Australian dollar-denominated
investments, which have distinct average durations supporting the insurance liabilities we have issued in those
currencies. Our asset/liability management process has enabled us to manage our portfolios through several market
cycles.

We implement our portfolio strategies primarily through investment in a broad range of fixed income assets, including
government and agency securities, public and private corporate bonds and structured securities and commercial
mortgage loans. In addition, we hold allocations of non-coupon investments, which include equity securities and other
long-term investments such as joint ventures and limited partnerships, real estate held through direct ownership and
seed money investments in separate accounts.

We manage our public fixed maturity portfolio to a risk profile directed or overseen by the CIO Organization and
ERM groups and to a profile that also reflects the market environments impacting both our domestic and international
insurance portfolios. The return that we earn on the portfolio will be reflected in investment income and in realized
gains or losses on investments.

We use privately-placed corporate debt securities and commercial mortgage loans, which consist of mortgages on
diversified properties in terms of geography, property type and borrowers, to enhance the yield on our portfolio and to
improve the overall diversification of the portfolios. Private placements typically offer enhanced yields due to an
illiquidity premium and generally offer enhanced credit protection in the form of covenants. Our origination capability
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offers the opportunity to lead transactions and gives us the opportunity for better terms, including covenants and call
protection, and to take advantage of innovative deal structures.

Derivative strategies are employed in the context of our risk management framework to enhance our ability to manage
interest rate and currency risk exposures of the asset portfolio relative to the liabilities and to manage credit and equity
positions in the investment portfolios. For a discussion of our risk management process, see “Quantitative and
Qualitative Disclosures About Market Risk’ below.

Our portfolio asset allocation reflects our emphasis on diversification across asset classes, sectors and issuers. The
CIO Organization, directly and through related functions within the insurance subsidiaries, implements portfolio
strategies primarily through various investment management units within Prudential’s Investment Management
segment. Activities of the Investment Management segment on behalf of the general account portfolios are directed
and overseen by the CIO Organization and monitored by ERM for compliance with investment risk limits.
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Portfolio Composition

Our investment portfolio consists of public and private fixed maturity securities, commercial mortgage and other
loans, policy loans and non-coupon investments as defined above. The composition of our general account reflects,
within the discipline provided by our risk management approach, our need for competitive results and the selection of
diverse investment alternatives available primarily through our Investment Management segment. The size of our
portfolio enables us to invest in asset classes that may be unavailable to the typical investor.

The following tables set forth the composition of the investments of our general account apportioned between PFI
excluding the Closed Block division and the Closed Block division, as of the dates indicated:

Fixed maturities:

Public, available-for-sale, at fair value

Public, held-to-maturity, at amortized cost

Private, available-for-sale, at fair value

Private, held-to-maturity, at amortized cost

Trading account assets supporting insurance liabilities, at fair value
Other trading account assets, at fair value

Equity securities, available-for-sale, at fair value
Commercial mortgage and other loans, at book value
Policy loans, at outstanding balance

Other long-term investments(1)

Short-term investments

Total general account investments

Invested assets of other entities and operations(2)
Total investments

Fixed maturities:

Public, available-for-sale, at fair value

Public, held-to-maturity, at amortized cost

Private, available-for-sale, at fair value

Private, held-to-maturity, at amortized cost

Trading account assets supporting insurance liabilities, at fair value
Other trading account assets, at fair value

Equity securities, available-for-sale, at fair value
Commercial mortgage and other loans, at book value
Policy loans, at outstanding balance

Other long-term investments(1)

Short-term investments

December 31, 2017
PFI Excluding
Closed Block
Division

($ in millions)

Division

$260,430 64.7 % $ 27,448
1,747 0.4 0
44479 11.1 13,814
302 0.1 0
22,097 5.5 0
2,044 0.5 339
3,826 1.0 2,340
46,394 11.5 9,017
7,348 1.8 4,543
7,505 1.9 3,159
6,103 1.5 631
402,275 100.0% 61,291
6,305 0
$408,580 $ 61,291
December 31, 2016
PFI Excludin
Closed Blockg Cl.ose.d Block
.. Division
Division
($ in millions)
$243.201 64.2 % $ 24917
1,772 0.5 0
39,074 10.3 13,987
372 0.1 0
21,840 5.8 0
1,521 0.4 284
7,163 1.9 2,572
42,771 11.2 9,437
7,095 1.9 4,660
7,231 1.9 3,020
6,657 1.8 837

Closed Block

Total

$287,878
1,747
58,293
302
22,097
2,383
6,166
55,411
11,891
10,664
6,734
463,566
6,305
$469,871

Total

$268,118
1,772
53,061
372
21,840
1,805
9,735
52,208
11,755
10,251
7,494
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Total general account investments 378,697 100.0% 59,714 438,411
Invested assets of other entities and operations(2) 5,829 0 5,829
Total investments $384,526 $ 59,714 $444.240
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Other long-term investments consist of investments in joint ventures and limited partnerships, investment real
(1)estate held through direct ownership, certain derivatives and other miscellaneous investments. For additional
information regarding these investments, see “—Other Long-Term Investments” below.
Includes invested assets of our investment management and derivative operations. Excludes assets of our
investment management operations that are managed for third-parties and those assets classified as “Separate
account assets” on our balance sheet. For additional information regarding these investments, see “—Invested Assets of
Other Entities and Operations” below.

2)

The increase in general account investments attributable to PFI excluding the Closed Block division in 2017 was
primarily due to the reinvestment of net investment income, a decrease in U.S. interest rates, credit spread tightening
and the translation impact of the yen strengthening against the U.S. dollar. For information regarding the methodology
used in determining the fair value of our fixed maturities, see Note 20 to the Consolidated Financial Statements.

As of both December 31, 2017 and 2016, 42% of our general account investments attributable to PFI excluding the
Closed Block division related to our Japanese insurance operations. The following table sets forth the composition of
the investments of our Japanese insurance operations’ general account, as of the dates indicated:

December 31,

2017 2016

(in millions)
Fixed maturities:

Public, available-for-sale, at fair value $128,332 $123,285
Public, held-to-maturity, at amortized cost 1,747 1,772
Private, available-for-sale, at fair value 14,538 11,646
Private, held-to-maturity, at amortized cost 302 372
Trading account assets supporting insurance liabilities, at fair value 2,586 2,166
Other trading account assets, at fair value 492 434
Equity securities, available-for-sale, at fair value 1,916 2,654
Commercial mortgage and other loans, at book value 14,268 11,700
Policy loans, at outstanding balance 2,545 2,369
Other long-term investments(1) 2,021 1,186
Short-term investments 244 398
Total Japanese general account investments $168,991 $157,982

(I)Other long-term investments consist of investments in joint ventures and limited partnerships, investment real
estate held through direct ownership, derivatives and other miscellaneous investments.

The increase in general account investments related to our Japanese insurance operations in 2017 was primarily
attributable to the reinvestment of net investment income, net business inflows and the translation impact of the yen
strengthening against the U.S. dollar.

As of December 31, 2017, our Japanese insurance operations had $62.6 billion, at carrying value, of investments
denominated in U.S. dollars, including $5.8 billion that were hedged to yen through third-party derivative contracts
and $43.8 billion that support liabilities denominated in U.S. dollars, with the remainder hedging our foreign currency
exchange rate exposure on U.S. dollar-equivalent equity. As of December 31, 2016, our Japanese insurance operations
had $55.7 billion, at carrying value, of investments denominated in U.S. dollars, including $5.3 billion that were
hedged to yen through third-party derivative contracts and $36.1 billion that support liabilities denominated in U.S.
dollars, with the remainder hedging our foreign currency exchange rate exposure on U.S. dollar-equivalent equity. The
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$6.9 billion increase in the carrying value of U.S. dollar-denominated investments from December 31, 2016, was
primarily attributable to portfolio growth as a result of net business inflows and the reinvestment of net investment

income.
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Our Japanese insurance operations had $11.4 billion and $11.0 billion, at carrying value, of investments denominated

in Australian dollars that support liabilities denominated in Australian dollars, as of December 31, 2017 and 2016,
respectively. The $0.4 billion increase in the carrying value of Australian dollar-denominated investments from

December 31, 2016, was primarily attributable to the translation impact of the Australian dollar strengthening against

the U.S. dollar, portfolio growth as a result of net business inflows and the reinvestment of net investment income. For
additional information regarding U.S. and Australian dollar investments held in our Japanese insurance operations and

a discussion of our yen hedging strategy, see “—Results of Operations by Segment—Impact of Foreign Currency Exchange
Rates” above.

Investment Results

The following tables set forth the investment results of our general account apportioned between PFI excluding the
Closed Block division and the Closed Block division, for the periods indicated. The yields are based on net investment
income as reported under U.S. GAAP and as such do not include certain interest-related items, such as settlements of
duration management swaps which are included in “Realized investment gains (losses), net.” Effective January 1, 2016,
the Company classified fixed maturity prepayment fees and call premiums in “Net investment income” rather than
“Realized investments gains (losses), net.” The impact of this change for the year ended December 31, 2015 was
immaterial.
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Fixed maturities

Trading account assets supporting
insurance liabilities

Equity securities

Commercial mortgage and other loans
Policy loans

Short-term investments and cash
equivalents

Other investments

Gross investment income

Investment expenses

Investment income after investment
expenses

Investment results of other entities and
operations(2)

Total investment income

Fixed maturities

Trading account assets supporting
insurance liabilities

Equity securities

Commercial mortgage and other loans
Policy loans

Short-term investments and cash
equivalents

Other investments

Gross investment income

Investment expenses

Investment income after investment
expenses

Investment results of other entities and
operations(2)

Total investment income

Year Ended December 31, 2017

PFI Excluding
Closed Block
Division and
Japanese
Operations

Yield(1) Amount Yield(1) Amount Yield(1) Amount

($ in millions)

4.61 % $6,464 3.06 % $3,624 3.90 % $10,088

Japanese

Insurance
Operations

1.73 41
5.66 79
4.05 515
4.00 97
1.25 14
6.03 132
3.21 4,502
) (0.12) (184
3.09 % 4,318
0
$4,318

Year Ended December 31, 2016

3.61 695
7.26 247
4.13 1,285
541 250
1.31 158
7.64 498
4.44 9,597
(0.14) (306
4.30 % 9,291
173
$9,464
PFI Excluding
Closed Block
Division and
Japanese
Operations

Yield(1) Amount Yield(1) Amount Yield(1) Amount

($ in millions)

4.63 % $6,043 3.14 % $3,472 395 % $9,515

3.80 721
6.49 232
4.35 1,306
5.49 252
0.67 113
5.96 344
4.31 9,011
(0.14) (248
4.17 % 8,763
82
$8,845

Japanese

Insurance
Operations

1.75 37
4.80 75
4.23 445
4.05 95
0.78 9
5.01 129
3.26 4,262
) (0.12) (165
3.14 % 4,097
0
$4,097

PFI Excluding
Closed Block

Division

3.59

597
4.32
5.00

0.68

5.67
3.90

) (0.13)
377 %

3.40 736
6.80 326
4.10 1,800
4.92 347
1.31 172
7.24 630
3.95 14,099
) (0.13) (490
3.82 13,609
173
$13,782
PFI Excluding
Closed Block
Division

758

307
1,751
347

122

473
13,273
(413

12,860

82

) (177

) (156

Closed
Block
Division

Amount

$1,770
0

50
449
271

25

265
2,830

2,653

0
$2,653

Closed
Block
Division

Amount

$1,696
0

59
476
280

20

203
2,734

2,578

0

)

)

Total(3)

Amount

$11,858
736

376
2,249
618

197

895
16,929
667 )

16,262

173
$16,435

Total(3)

Amount

$11,211
758

366
2,227
627

142

676
16,007
569 )

15,438

82

$12,942 $2,578 $15,520
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Year Ended December 31, 2015

PFI Excluding

Closed Block Japanese PFI Excluding Closed

Division and Insurance Closed Block Block Total(3)
Japanese Operations Division Division
Operations

Yield(1) Amount Yield(1) Amount Yield(1) Amount Amount Amount
($ in millions)

Fixed maturities 4.67 % $5,686 3.23 % $3,190 4.03 % $8,876 $1,692 $10,568
Trading account assets supporting 379 688 166 32 359 720 0 720
insurance liabilities

Equity securities 6.07 197 4.77 69 5.67 266 70 336
Commercial mortgage and other loans ~ 4.62 1,338 4.45 390 4.58 1,728 512 2,240
Policy loans 5.52 250 3.93 84 5.01 334 285 619
Sho.rt—term investments and cash 0.25 38 0.32 s 0.25 43 12 55
equivalents

Other investments 6.17 356 5.32 133 591 489 222 711
Gross investment income 4.33 8,553 3.35 3,903 3.97 12,456 2,793 15,249
Investment expenses (0.15) (239 ) (0.13) (155 ) (0.14) (394 ) (140 ) (534 )

Investment income after investment 1o ¢ g 314 320 9 3748  3.83 % 12062 2.653 14715

expenses

Investlpent results of other entities and 114 0 114 0 114
operations(2)

Total investment income $8,428 $3,748 $12,176 $2,653 $14,829

Yields are based on quarterly average carrying values except for fixed maturities, equity securities and securities
lending activity. Yields for fixed maturities are based on quarterly average amortized cost. Yields for equity

(1)securities are based on quarterly average cost. Yields for fixed maturities, short-term investments and cash
equivalents are calculated net of liabilities and rebate expenses corresponding to securities lending activity. Yields
exclude investment income on assets other than those included in invested assets.

(2)Includes net investment income of our investment management operations and derivative operations.

(3) The total yield was 3.97%, 3.92% and 3.98% for the years ended December 31, 2017, 2016 and 2015, respectively.

The increase in net investment income yield attributable to our general account investments, excluding both the
Closed Block division and the Japanese insurance operations’ portfolio, for 2017 compared to 2016 was primarily the
result of higher yields from non-coupon investments.

The decrease in net investment income yield attributable to our general account investments, excluding both the
Closed Block division and the Japanese insurance operations’ portfolio, for 2016 compared to 2015 was primarily the
result of lower fixed income reinvestment rates and lower yields from non-coupon investments offset by higher fixed
maturity prepayment fees and call premiums.

The decrease in net investment income yield on the Japanese insurance operations’ portfolio for 2017 compared to
2016 was primarily attributable to lower fixed income reinvestment rates, partially offset by higher yields from
non-coupon investments and higher fixed maturity prepayment fees and call premiums.

The decrease in net investment income yield on the Japanese insurance operations’ portfolio for 2016 compared to

2015 was primarily attributable to lower fixed income reinvestment rates and lower yields from non-coupon
investments.
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Both the U.S. dollar-denominated and Australian dollar-denominated fixed maturities that are not hedged to yen
through third-party derivative contracts provide a yield that is substantially higher than the yield on comparable
yen-denominated fixed maturities. The average amortized cost of U.S. dollar-denominated fixed maturities that are not
hedged to yen through third-party derivative contracts was approximately $41.4 billion and $37.7 billion, for the years
ended December 31, 2017 and 2016, respectively. The majority of U.S. dollar-denominated fixed maturities support
liabilities that are denominated in U.S. dollars. The average amortized cost of Australian dollar-denominated fixed
maturities that are not hedged to yen through third-party derivative contracts was approximately $10.2 billion and $9.5
billion, for the years ended December 31, 2017 and 2016, respectively. The Australian dollar-denominated fixed
maturities support liabilities that are denominated in Australian dollars. For additional information regarding U.S. and
Australian dollar investments held in our Japanese insurance operations, see “—Results of Operations—Impact of Foreign
Currency Exchange Rates” above.
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Retail-Related Investments

As of December 31, 2017, PFI excluding the Closed Block division had retail-related investments of approximately
$15 billion consisting primarily of $7 billion of corporate fixed maturities of which 89% were considered investment
grade; $7 billion of commercial mortgage loans with a weighted-average loan-to-value ratio of approximately 49%
and weighted-average debt service coverage ratio of 2.42 times; and $1 billion of real estate held through direct
ownership and real estate-related joint ventures and limited partnerships.

In addition, we held approximately $9 billion of commercial mortgage-backed securities, of which approximately
91% and 9% were rated AAA (super-senior) and AA, respectively, and comprised of diversified collateral pools.
Approximately 30% of the collateral pools were comprised of retail-related investments, with no pools solely
collateralized by retail-related investments. For additional information regarding commercial mortgage-backed
securities, see “—Fixed Maturity Securities—Fixed Maturity Securities Credit Quality” below.

General Account Investments of PFI excluding Closed Block Division

In the following sections, we provide details about our investment portfolio, excluding investments held in the Closed
Block division. We believe the details of the composition of our investment portfolio excluding the Closed Block
division are most relevant to an understanding of our operations that are pertinent to investors in Prudential Financial,
Inc. because substantially all Closed Block division assets support obligations and liabilities relating to the Closed
Block policies only. See Note 12 to the Consolidated Financial Statements for further information on the Closed
Block.

Fixed Maturity Securities
Fixed Maturity Securities by Contractual Maturity Date

The following table sets forth the breakdown of the amortized cost of our fixed maturity securities portfolio by
contractual maturity, as of the date indicated:

December 31, 2017

Amortized % of Total
Cost

($ in millions)
Corporate & government securities:

Maturing in 2018 $6,845 25 %
Maturing in 2019 8,175 3.0
Maturing in 2020 10,106 3.7
Maturing in 2021 11,420 4.1
Maturing in 2022 11,352 4.1
Maturing in 2023 11,787 4.3
Maturing in 2024 12,195 44
Maturing in 2025 11,163 4.0
Maturing in 2026 11,558 4.2
Maturing in 2027 12,945 4.7
Maturing in 2028 5,730 2.1
Maturing in 2029 and beyond 141,010 51.2

Total corporate & government securities 254,286 92.3
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Asset-backed securities 8,389 3.1
Commercial mortgage-backed securities 8,850 32
Residential mortgage-backed securities 3,801 1.4

Total fixed maturities $275,326 100.0 %
112
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Fixed Maturity Securities and Unrealized Gains and Losses by Industry Category
The following table sets forth the composition of the portion of our fixed maturity securities portfolio by industry

category attributable to PFI excluding the Closed Block division and the associated gross unrealized gains and losses,
as of the dates indicated:

December 31, 2017 December 31, 2016
. ,Gross Gross . . ,Gross Gross .
Industry(1) é:i?mzedUnrealized Unrealized f;;llrue éi?mzedUnrealized Unrealized ffjlrue
Gains(2) Losses(2) Gains(2) Losses(2)

(in millions)
Corporate securities:

Finance $25906 $1,646 $ 84 $27.468 $24,324 $1,260 $ 322 $25,262
Consumer non-cyclical 24,812 2,359 140 27,031 22,941 1,918 423 24,436
Utility 22,265 2,196 118 24,343 19,618 1,556 385 20,789
Capital goods 11,232 1,076 52 12,256 10,936 911 236 11,611
Consumer cyclical 11,011 972 77 11,906 10,348 792 143 10,997
Foreign agencies 5,619 996 17 6,598 5,423 1,035 41 6,417
Energy 10,621 998 137 11,482 9,220 774 275 9,719
Communications 6,266 782 77 6,971 6,227 667 121 6,773
Basic industry 6,061 590 37 6,614 5,843 401 114 6,130
Transportation 8,179 777 28 8,928 7,442 625 116 7,951
Technology 4,373 318 33 4,658 3,775 251 66 3,960
Industrial other 3,866 348 23 4,191 3,653 226 92 3,787
Total corporate securities 140,211 13,058 823 152,446 129,750 10,416 2,334 137,832
Foreign government(3) 88,539 15,848 291 104,096 80,309 16,967 344 96,932
Residential

mortgage-backed(4) 3,801 191 10 3,982 4,352 256 13 4,595
Asset-backed 8,389 214 7 8,596 8,182 193 26 8,349
Commercial mortgage-backed 8,850 188 64 8,974 8,883 195 86 8,992
U.S. Government 16,591 3,005 306 19,290 17,090 2,725 924 18,891
State & Municipal 8,945 1,016 6 9,955 8,648 642 82 9,208
Total(5) $275,326 $33,520 $ 1,507 $307,339 $257,214 $31,394 $ 3,809 $284,799
(I)Investment data has been classified based on standard industry categorizations for domestic public holdings and

similar classifications by industry for all other holdings.
Includes $381 million of gross unrealized gains and less than $1 million of gross unrealized losses, as of
(2)December 31, 2017, compared to $380 million of gross unrealized gains and $0 million of gross unrealized losses,
as of December 31, 2016, on securities classified as held-to-maturity.
As of December 31, 2017 and 2016, based on amortized cost, 75% and 76%, respectively, represent Japanese
(3) government bonds held by our Japanese insurance operations with no other individual country representing more
than 11% and 10% of the balance, respectively.
As of December 31, 2017 and 2016, based on amortized cost, more than 99% and 95% were rated A or higher,
respectively.
Excluded from the table above are securities held outside the general account in other entities and operations. For
additional information regarding investments held outside the general account, see “—Invested Assets of Other
(5)Entities and Operations” below. Also excluded from the table above are fixed maturity securities classified as
trading. See “—Trading Account Assets Supporting Insurance Liabilities” and “—Other Trading Account Assets” below fo
additional information.

“)
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The increase in net unrealized gains from December 31, 2016 to December 31, 2017 was primarily due to a decrease
in U.S. interest rates and credit spread tightening.
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Fixed Maturity Securities Credit Quality

The Securities Valuation Office (“SVO”) of the NAIC evaluates the investments of insurers for statutory reporting
purposes and assigns fixed maturity securities to one of six categories called “NAIC Designations.” In general, NAIC
Designations of “1” highest quality, or “2” high quality, include fixed maturities considered investment grade, which
include securities rated Baa3 or higher by Moody’s or BBB- or higher by Standard & Poor’s. NAIC Designations of “3”
through “6” generally include fixed maturities referred to as below investment grade, which include securities rated Bal
or lower by Moody’s and BB+ or lower by Standard & Poor’s. The NAIC Designations for commercial
mortgage-backed securities and non-agency residential mortgage-backed securities, including our asset-backed
securities collateralized by sub-prime mortgages, are based on security level expected losses as modeled by an
independent third-party (engaged by the NAIC) and the statutory carrying value of the security, including any

purchase discounts or impairment charges previously recognized.

As aresult of time lags between the funding of investments, the finalization of legal documents, and the completion of
the SVO filing process, the fixed maturity portfolio includes certain securities that have not yet been designated by the
SVO as of each balance sheet date. Pending receipt of SVO designations, the categorization of these securities by
NAIC Designation is based on the expected ratings indicated by internal analysis.

Investments of our international insurance companies are not subject to NAIC guidelines. Investments of our Japanese
insurance operations are regulated locally by the FSA, an agency of the Japanese government. The FSA has its own
investment quality criteria and risk control standards. Our Japanese insurance companies comply with the FSA’s credit
quality review and risk monitoring guidelines. The credit quality ratings of the investments of our Japanese insurance
companies are based on ratings assigned by nationally recognized credit rating agencies, including Moody’s and
Standard & Poor’s, or rating equivalents based on ratings assigned by Japanese credit ratings agencies.

The following table sets forth our fixed maturity securities portfolio by NAIC Designation or equivalent ratings
attributable to PFI excluding the Closed Block division, as of the dates indicated:

December 31, 2017 December 31, 2016
. ,Gross Gross . . ,Gross Gross .
NAIC Designation(1)(2) éi?mzedUnrealizedUnrealized f]allrue ég:t)rtlzedUnrealizedUnrealized ffallrue

Gains(3) Losses(?))(4)a Gains(3) Losses(3)(4)a

(in millions)

1 $207,791 $27.550 $925  $234.416 $195.279 $26.886 $2.425  $219,740
2 50,751 4,560 335 54976 49286 3,728 1,081 51,933
Subtotal High or Highest 258,542 32,110 1260 289392 244,565 30,614 3,506 271,673
Quality Securities(5)(8)

3 10,201 670 79 10,792 8,546 454 182 8,818

4 4681 501 105 5077 2,878 200 82 2,996

5 1,666 225 57 1,834 879 73 28 924

6 236 14 6 244 346 53 11 388
Subtotal Other

Securities(6)7)(S) 16784 1410 247 17,947 12,649 780 303 13,126
Total fixed maturities $275,326 $33,520 $ 1,507  $307,339 $257.214 $31,394 $ 3,809  $284,799

(1)Reflects equivalent ratings for investments of the international insurance operations.
Includes, as of December 31, 2017 and 2016, 982 securities with amortized cost of $6,022 million (fair value,
(2)$6,217 million) and 918 securities with amortized cost of $4,634 million (fair value, $4,759 million), respectively,
that have been categorized based on expected NAIC Designations pending receipt of SVO ratings.
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Includes $381 million of gross unrealized gains and less than $1 million of gross unrealized losses, as of
(3)December 31, 2017, compared to $380 million of gross unrealized gains and $0 million of gross unrealized losses,
as of December 31, 2016, on securities classified as held-to-maturity.

As of December 31, 2017, includes gross unrealized losses of $156 million on public fixed maturities and $91

million on private fixed maturities considered to be other than high or highest quality and, as of December 31,

2016, includes gross unrealized losses of $149 million on public fixed maturities and $154 million on private fixed

maturities considered to be other than high or highest quality.

On an amortized cost basis, as of December 31, 2017, includes $222,763 million of public fixed maturities and

(5)$35,779 million of private fixed maturities and, as of December 31, 2016, includes $211,753 million of public
fixed maturities and $32,812 million of private fixed maturities.

On an amortized cost basis, as of December 31, 2017, includes $9,975 million of public fixed maturities and
(6)$6,809 million of private fixed maturities and, as of December 31, 2016, includes $7,170 million of public fixed

maturities and $5,479 million of private fixed maturities.

On an amortized cost basis, as of December 31, 2017, securities considered below investment grade based on
(7)lowest of external rating agency ratings, total $17,910 million, or approximately 7% of the total fixed maturities,

and include securities considered high or highest quality by the NAIC based on the rules described above.

“)
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On a fair value basis, as of December 31, 2017 there were approximately $165 million of high or highest
quality securities and $2,829 million of other than high or highest quality securities representing
investments in bonds that were received during the fourth quarter of 2017 when the Company exchanged
shares in a mutual fund for its proportionate share of the underlying bonds in the fund.

®)

The following table sets forth the amortized cost and fair value of asset-backed and commercial mortgage-backed
securities attributable to PFI excluding the Closed Block division by credit quality, as of the dates indicated:

December 31, 2017 December 31, 2016
Commercial Commercial
Asset-Backed Mortgage-Backed Asset-Backed Mortgage-Backed

Securities(2) Securities(2)

Securities(3) Securities(3)

AmortizEdir AmortizedFair AmortizBdir ~ Amortizedair
Cost  Value Cost Value Cost Value Cost Value
(in millions)

Lowest Rating Agency Rating(1)

AAA $7,613 $7,686 $8,002 $8,125 $7,147 $7,200 $7,955 $8,063
AA 419 442 816 818 463 473 877 880

A 40 46 23 22 56 62 42 41
BBB 42 43 9 9 58 58 9 8

BB and below 275 379 0 0 458 556 0 0
Total(4) $8,389 $8,596 $8,850 $8,974 $8,182 $8,349 $8,883 $8,992

(I)The table above provides ratings as assigned by nationally recognized rating agencies as of December 31, 2017,
including Standard & Poor’s, Moody’s, Fitch and Morningstar.

Includes credit-tranched securities collateralized by sub-prime mortgages, auto loans, credit cards, education loans
(2)and other asset types. As of December 31, 2017 and 2016, based on amortized cost, 79% and 76%, respectively,
were collateralized loan obligations rated A or higher.

As of December 31, 2017 and 2016, based on amortized cost, 95% and 93%, respectively, were securities with
vintages of 2013 or later.

Excludes securities held outside the general account in other entities and operations and securities classified as
trading.

3)
“)

Credit Derivative Exposure to Public Fixed Maturities

In addition to the public fixed maturities noted above, as part of investment portfolio repositioning, we may from time
to time sell credit derivatives to manage the credit exposure of our investment portfolio by synthetically creating
investments similar to public fixed maturities.

In a credit derivative, we may sell credit protection on an identified name or a broad-based index, and in return receive
a quarterly premium. The majority of the underlying reference names in single name and index credit derivatives
where we have sold credit protection, as well as all the counterparties to these agreements, are investment grade credit
quality, and our credit derivatives have a remaining term to maturity of thirty years or less. The premium or credit
spread generally corresponds to the difference between the yield on the reference name’s (or index’s underlying
reference names) public fixed maturity cash instruments and swap rates at the time the agreement is executed. Credit
derivative contracts are recorded at fair value with changes in fair value, including the premiums received, recorded in
“Realized investment gains (losses), net.”

As of December 31, 2017 and 2016, PFI excluding the Closed Block division had $1,136 million and $162 million of
notional amounts of exposure where we have sold credit protection through credit derivatives, respectively, reported at
fair value as an asset of $20 million and less than $1 million, respectively. “Realized investment gains (losses), net”
from credit derivatives we sold were a gain of $3 million and $7 million for the years ended December 31, 2017 and
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2016, respectively. The balance at December 31, 2016 excludes a credit derivative related to surplus notes issued by a
subsidiary of Prudential Insurance, with notional amount of $500 million and reported fair value as a liability of $17
million, which was terminated in September 2017. See Note 21 to the Consolidated Financial Statements for
additional information regarding this derivative.

In addition to selling credit protection, we have purchased credit protection using credit derivatives in order to hedge
specific credit exposures in our investment portfolio. As of December 31, 2017 and 2016, PFI excluding the Closed
Block division had $100 million and $141 million of notional amounts, respectively, reported at fair value as a
liability of $1 million and $4 million, respectively. “Realized investment gains (losses), net” from credit derivatives we
purchased were a loss of $2 million and $5 million for the years ended December 31, 2017 and 2016, respectively. See
Note 21 to the Consolidated Financial Statements for additional information regarding credit derivatives and an
overall description of our derivative activities.

OTTI of Fixed Maturity Securities
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We maintain separate monitoring processes for public and private fixed maturities and create watch lists to highlight
securities that require special scrutiny and management. Our public fixed maturity investment managers review all
public fixed maturity holdings on a quarterly basis and more frequently when necessary to identify potential credit
deterioration whether due to ratings downgrades, unexpected price variances and/or company or industry-specific
concerns.

For private placements, our credit and portfolio management processes help ensure prudent controls over valuation
and management. We have separate pricing and authorization processes to establish “checks and balances” for new
investments. We apply consistent standards of credit analysis and due diligence for all transactions, whether they
originate through our own in-house origination staff or through agents. Our regional offices closely monitor the
portfolios in their regions. We set all valuation standards centrally, and we assess the fair value of all investments
quarterly. Our private fixed maturity investment managers formally review all private fixed maturity holdings on a
quarterly basis and more frequently when necessary to identify potential credit deterioration whether due to ratings
downgrades, unexpected price variances and/or company or industry-specific concerns. For additional information
regarding our OTTI policies for fixed maturity securities, see Note 2 to the Consolidated Financial Statements.

OTTI of general account fixed maturity securities attributable to PFI excluding the Closed Block division that were
recognized in earnings were $169 million, $144 million and $97 million for the years ended December 31, 2017, 2016
and 2015, respectively. For a further discussion of OTTI, see “—Realized Investment Gains and Losses” above.

Trading Account Assets Supporting Insurance Liabilities (TAASIL)

The following table sets forth the composition of the TAASIL portfolio attributable to PFI excluding the Closed Block
division, as of the dates indicated:

December 31, December 31,

2017 2016

Amortizeg . Amortizel@ .

Cost or air Cost or air

Value Value

Cost Cost

(in millions)
Short-term investments and cash equivalents $245  $245  $655  $655
Fixed maturities:
Corporate securities 13,816 14,073 13,903 13,997
Commercial mortgage-backed securities 2,294 2311 2,032 2,052
Residential mortgage-backed securities 961 966 1,142 1,150
Asset-backed securities 1,363 1,392 1,333 1,349
Foreign government bonds 1,050 1,057 915 926
U.S. government authorities and agencies and obligations of U.S. states 357 410 330 376
Total fixed maturities(1) 19,841 20,209 19,655 19,850
Equity securities 1,278 1,643 1,097 1,335
Total trading account assets supporting insurance liabilities(2) $21,364 $22,097 $21,407 $21,840

(I)AS a percentage of amortized cost, 92% of the portfolio was considered high or highest quality based on NAIC or
equivalent ratings, as of both December 31, 2017 and 2016.

As a percentage of amortized cost, 80% of the portfolio consisted of public securities as of both December 31,

(2)2017 and 2016.

Other Trading Account Assets
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Other trading account assets consist primarily of certain financial instruments that contain an embedded derivative
where we elected to classify the entire instrument as a trading account asset rather than bifurcate. These instruments

are carried at fair value, with realized and unrealized gains (losses) reported in “Other income” and excluded from
adjusted operating income. Interest and dividend income from these investments is reported in “Net investment income’
and is included in adjusted operating income.

’

The following table sets forth the composition of our other trading account assets attributable to PFI excluding the
Closed Block division, as of the dates indicated:
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December 31, December 31,

2017 2016

Amortizle:(;;gllir Amortizle:(;;gllir

Cost or Cost or

Value Value

Cost Cost

(in millions)
Short-term investments and cash equivalents $0 $0 $1 $1
Fixed maturities(1) 1,568 1,589 1,201 1,058
Equity securities(2) 395 455 412 462
Total other trading account assets $1,963 $2,044 $1,614 $1,521

(I)AS a percentage of amortized cost, 91% and 89% of the portfolio was considered high or highest quality based on
NAIC or equivalent ratings, as of December 31, 2017 and 2016, respectively.

Included in equity securities are perpetual preferred stock securities that have characteristics of both debt and

equity securities.

2)

Commercial Mortgage and Other Loans
Investment Mix

The following table sets forth the composition of our commercial mortgage and other loans portfolio attributable to
PFI excluding the Closed Block division, as of the dates indicated:

December December

31,2017 31,2016

(in millions)
Commercial mortgage and agricultural property loans $45,623 $41,964

Uncollateralized loans 661 636
Residential property loans 196 252
Other collateralized loans 5 9

Total recorded investment gross of allowance(1) 46,485 42,861
Valuation allowance 91 ) (90 )

Total net commercial mortgage and other loans(2) $46,394 $42,771

1) As a percentage of recorded investment gross of allowance, more than 99% of these assets were current as
of both December 31, 2017 and 2016.
Excluded from the table above are commercial mortgage and other loans held outside the general account in other
(2)entities and operations. For additional information regarding commercial mortgage and other loans held outside the
general account, see “—Invested Assets of Other Entities and Operations” below.

We originate commercial mortgage and agricultural property loans using a dedicated investment staff through our
various regional offices in the U.S. and international offices primarily in London and Tokyo. All loans are
underwritten consistently to our standards using a proprietary quality rating system that has been developed from our
experience in real estate and mortgage lending.

Uncollateralized loans primarily represent corporate loans which do not meet the definition of a security under
authoritative accounting guidance.

Residential property loans primarily include Japanese recourse loans. Upon default of these recourse loans, we can
make a claim against the personal assets of the property owner, in addition to the mortgaged property. These loans are
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also backed by third-party guarantors.

Other collateralized loans include consumer loans.

Composition of Commercial Mortgage and Agricultural Property Loans

Our commercial mortgage and agricultural property loan portfolio strategy emphasizes diversification by property
type and geographic location. The following tables set forth the breakdown of the gross carrying values of commercial

mortgage and agricultural property loans attributable to PFI excluding the Closed Block division by geographic region
and property type, as of the dates indicated:
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December 31, December 31,
2017 2016

Gross Gross
Carrying o of Carrying o of
Value Total Value Total

($ in millions)
Commercial mortgage and agricultural property loans by region:
U.S. Regions(1):

Pacific $14,965 32.8 % $13,817 32.9 %
South Atlantic 8,666 19.0 8,066 19.2
Middle Atlantic 57716  12.7 5,476  13.1
East North Central 2440 5.3 2,341 5.6
West South Central 4,671 10.2 4,506 10.7
Mountain 2,027 4.5 1,796 4.3
New England 1,774 3.9 1,774 4.2
West North Central 641 1.4 621 1.5
East South Central 612 1.3 595 1.4
Subtotal-U.S. 41,572 91.1 38,992 929
Europe 2,528 5.5 1,725 4.1
Asia 619 1.4 504 1.2
Other 904 2.0 743 1.8
Total commercial mortgage and agricultural property loans $45,623 100.0% $41,964 100.0%

(1)Regions as defined by the United States Census Bureau.

December 31, December 31,
2017 2016

g;?rs)?ing b of g;(r):;ing % of
Value Total Value Total

($ in millions)
Commercial mortgage and agricultural property loans by property type:

Industrial $8,444 185 % $6,899 16.5 %
Retail 6,595 145 6,562 15.6
Office 10,020 22.0 9,619 229
Apartments/Multi-Family 12,993 28.5 11,488 274
Other 3336 7.3 3,368 8.0
Agricultural properties 2,526 5.5 2279 54
Hospitality 1,709 3.7 1,749 4.2
Total commercial mortgage and agricultural property loans $45,623 100.0% $41,964 100.0%

Loan-to-value and debt service coverage ratios are measures commonly used to assess the quality of commercial
mortgage and agricultural property loans. The loan-to-value ratio compares the amount of the loan to the fair value of
the underlying property collateralizing the loan and is commonly expressed as a percentage. A loan-to-value ratio less
than 100% indicates an excess of collateral value over the loan amount. Loan-to-value ratios greater than 100%
indicate that the loan amount exceeds the collateral value. The debt service coverage ratio compares a property’s net
operating income to its debt service payments. Debt service coverage ratios less than 1.0 times indicate that property
operations do not generate enough income to cover the loan’s current debt payments. A debt service coverage ratio
greater than 1.0 times indicates an excess of net operating income over the debt service payments.
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As of December 31, 2017, our commercial mortgage and agricultural property loans attributable to PFI excluding the
Closed Block division had a weighted-average debt service coverage ratio of 2.45 times and a weighted-average
loan-to-value ratio of 54%. As of December 31, 2017, approximately 97% of commercial mortgage and agricultural
property loans were fixed rate loans. For those commercial mortgage and agricultural property loans that were
originated in 2017, the weighted-average debt service coverage ratio was 2.71 times, and the weighted-average
loan-to-value ratio was 63%.

The values utilized in calculating these loan-to-value ratios are developed as part of our periodic review of the
commercial mortgage and agricultural property loan portfolio, which includes an internal evaluation of the underlying
collateral value. Our periodic review also includes a quality re-rating process, whereby we update the internal quality
rating originally assigned at underwriting based on the proprietary quality rating system mentioned above. As
discussed below, the internal quality rating is a key input in determining our allowance for losses.

For loans with collateral under construction, renovation or lease-up, a stabilized value and projected net operating
income are used in the calculation of the loan-to-value and debt service coverage ratios. Our commercial mortgage
and agricultural property loan portfolio included approximately $1.0 billion and $1.4 billion of such loans as of
December 31, 2017 and 2016, respectively. All else being equal, these loans are inherently riskier than those
collateralized by properties that have already stabilized. As of December 31, 2017, there were no loan-specific
reserves related to these loans. In addition, these unstabilized loans are included in the calculation of our portfolio
reserve as discussed below.

The following table sets forth the gross carrying value of our commercial mortgage and agricultural property loans
attributable to PFI excluding the Closed Block division by loan-to-value and debt service coverage ratios, as of the
date indicated:

December 31, 2017
Debt Service Coverage Ratio

Total
Commercial
1.0x Mortgage
>12x to TO and
<12x % Agricultural
Property
Loans
Loan-to-Value Ratio (in millions)
09%-59.99% $26,217 $672 $204 $ 27,093
60%-69.99% 11,882 488 112 12,482
70%-79.99% 5,436 410 29 5,875
80% or greater 73 43 57 173

Total commercial mortgage and agricultural property loans $43,608 $1,613 $402 $ 45,623

The following table sets forth the breakdown of our commercial mortgage and agricultural property loans attributable
to PFI excluding the Closed Block division by year of origination, as of the date indicated:

December 31,

2017

Gross

Carrying o of

Value Total
Year of Origination ($ in millions)
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2017

2016

2015

2014

2013

2012

2011

2010 & Prior

Total commercial mortgage and agricultural property loans

119

$8,091
7,301
7,400
6,742
6,662
3,487
2,676
3,264

17.7 %
16.0
16.2
14.8
14.6
7.6

59

7.2

$45,623 100.0%
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Commercial Mortgage and Other Loans by Contractual Maturity Date
The following table sets forth the breakdown of our commercial mortgage and other loans portfolio by contractual

maturity, as of the date indicated:
December 31, 2017

Gross

Carrying % of Total

Value

($ in millions)
Vintage
Maturing in 2018 $1,762 3.8 %
Maturing in 2019 2,859 6.2
Maturing in 2020 3,996 8.6
Maturing in 2021 3,785 8.1
Maturing in 2022 3,805 84
Maturing in 2023 2928 6.3
Maturing in 2024 4,868 10.5
Maturing in 2025 4,625 9.9
Maturing in 2026 4,402 9.5
Maturing in 2027 4,299 9.2
Maturing in 2028 2,206 4.7
Maturing in 2029 and beyond 6,860 14.8

Total commercial mortgage and other loans $46,485 100.0 %
Commercial Mortgage and Other Loans Quality

The portfolio is reviewed on an ongoing basis; and if certain criteria are met, loans are assigned one of the following
“watch list” categories: 1) “Closely Monitored” includes a variety of considerations such as when loan metrics fall below
acceptable levels, the borrower is not cooperative or has requested a material modification, or at the direction of the
portfolio manager, 2) “Not in Good Standing” includes loans in default or there is a high probability of loss of principal,
such as when the loan is in the process of foreclosure or the borrower is in bankruptcy. Our workout and special
servicing professionals manage the loans on the watch list.

We establish an allowance for losses to provide for the risk of credit losses inherent in the lending process. The
allowance includes loan-specific reserves for loans that are determined to be impaired as a result of our loan review
process and a portfolio reserve for probable incurred but not specifically identified losses for loans which are not on
the watch list. We define an impaired loan as a loan for which we estimate it is probable that amounts due according
to the contractual terms of the loan agreement will not be collected. The loan-specific portion of the valuation
allowance is based on our assessment as to ultimate collectability of loan principal and interest. Valuation allowances
for an impaired loan are recorded based on the present value of expected future cash flows discounted at the loan’s
effective interest rate, or based on the fair value of the collateral if the loan is collateral dependent. The portfolio
reserve for incurred but not specifically identified losses considers the current credit composition of the portfolio
based on the internal quality ratings mentioned above. The portfolio reserves are determined using past loan
experience, including historical credit migration, loss probability and loss severity factors by property type. These
factors are reviewed and updated as appropriate. The valuation allowance for commercial mortgage and other loans
can increase or decrease from period to period based on these factors.

The following table sets forth the change in valuation allowances for our commercial mortgage and other loans
portfolio, as of the dates indicated:
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I;E CeBgceémber

20173 1,2016

(in millions)
Allowance, beginning of year $90 $ 95
Addition to (release of) allowance for losses 1 (6 )
Charge-offs, net of recoveries 0O O
Change in foreign exchange 0 1
Allowance, end of period $91 $ 90
Loan-specific reserve $5 $ 6
Portfolio reserve $86 $ 84

The allowance for losses as of December 31, 2017 remained relatively flat compared to December 31, 2016.
Equity Securities

Investment Mix

The equity securities attributable to PFI excluding the Closed Block division consist principally of investments in
common and preferred stock of publicly-traded companies, as well as mutual fund shares. The following table sets

forth the composition of our equity securities portfolio and the associated gross unrealized gains and losses, as of the
dates indicated:

December 31, 2017 December 31, 2016
Gross Gross . Gross Gross .
Cost UnrealizedUnrealize{lalr Cost UmrealizedUnrealize£alr
. alue . alue
Gains Losses Gains Losses
(in millions)
Mutual funds(1) $762 $ 156 $0 $918 $3,193 $ 545 $ 2 $3,736
Other common stocks 1,841 1,076 20 2,897 2,207 1,229 16 3,420
Non-redeemable preferred stocks 11 1 1 11 9 0 2 7

Equity securities, available-for-sale, at fair $2.614 $1233 § 21 $3.826 $5.409 $ 1.774 $ 20 $7.163
value(2)

As of December 31, 2016, includes cost of $2.6 billion (fair value, $3.1 billion) of shares in a mutual fund that
(l)invests primarily in high yield bonds. During the fourth quarter of 2017, the Company exchanged shares in this

fund with a fair value of approximately $3 billion for its proportionate share of the underlying bonds in the fund.
These bonds are reported within “Fixed maturities, available-for-sale, at fair value” as of December 31, 2017.
Amounts presented exclude investments in private equity and hedge funds and other investments which are
reported in “Other long-term investments.”

2

OTTI of Equity Securities

For those equity securities classified as available-for-sale, we record unrealized gains (losses) to the extent that cost is
different from estimated fair value. All securities with unrealized losses are subject to our review to identify OTTI in
value. For additional information regarding our OTTI policies for equity securities, see Note 2 to the Consolidated
Financial Statements.

OTTI of equity securities attributable to PFI excluding the Closed Block division that were recognized in earnings
were $23 million, $61 million and $111 million for the years ended December 31, 2017, 2016 and 2015, respectively.
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For a further discussion of OTTI, see “—Realized Investment Gains (Losses)”” above.
Other Long-Term Investments

The following table sets forth the composition of “Other long-term investments” attributable to PFI excluding the
Closed Block division, as of the dates indicated:
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13)16 Cembf‘)recember
2017 31, 2016

(in millions)
Joint ventures and limited partnerships:

Private equity $2.798 $ 2,619
Hedge funds 1,761 1,708
Real estate-related 331 451
Real estate held through direct ownership(1) 1,875 1,677
Other(2) 740 776
Total other long-term investments $7,505 $ 7,231

(I)AS of December 31, 2017 and 2016, real estate held through direct ownership had mortgage debt of $799 million
and $659 million, respectively.
Primarily includes leveraged leases, member and activity stock held in the Federal Home Loan Banks of New York
(2)and Boston and certain derivatives. For additional information regarding our holdings in the Federal Home Loan
Banks of New York and Boston, see Note 14 to the Consolidated Financial Statements.

OTTI of Other Long-Term Investments

For joint ventures and limited partnerships, the carrying value of these investments is written down or impaired to fair
value when a decline in value is considered to be other-than-temporary. For additional information regarding our
OTTI policies for joint ventures and limited partnerships as well as wholly-owned investment real estate and other
investments, see Note 2 to the Consolidated Financial Statements.

OTTI on joint ventures and limited partnerships attributable to PFI excluding the Closed Block division that were
recognized in earnings were $16 million, $57 million and $121 million for the years ended December 31, 2017, 2016
and 2015, respectively. For a further discussion of OTTI, see “—Realized Investment Gains (Losses)” above.

Invested Assets of Other Entities and Operations

“Invested Assets of Other Entities and Operations” presented below includes investments held outside the general
account and primarily represents investments associated with our investment management operations and derivative
operations. Our derivative operations act on behalf of affiliates primarily to manage interest rate, foreign currency,
credit and equity exposures. Assets within our investment management operations that are managed for third parties
and those assets classified as “Separate account assets” on our balance sheet are not included.

I?,)le Cembﬁrecember
2017 31, 2016

(in millions)
Fixed maturities:

Public, available-for-sale, at fair value $608 $ 237
Private, available-for-sale, at fair value 1 3
Other trading account assets, at fair value 3,369 3,959
Equity securities, available-for-sale, at fair value 8 13
Commercial mortgage and other loans, at book value(1) 634 571
Other long-term investments 1,644 1,032
Short-term investments 41 14
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(I)Book value is generally based on unpaid principal balance, net of any allowance for losses, or at fair value, when
the fair value option has been elected.

Other Trading Account Assets

Other trading account assets are primarily related to assets associated with consolidated variable interest entities for
which the Company is the investment manager, as well as our derivative operations used to manage interest rate,
foreign currency, credit and equity exposures. The assets of the consolidated variable interest entities are generally
offset by liabilities for which the fair value option has been elected. For further information on these consolidated
variable interest entities, see Note 5 to the Consolidated Financial Statements.
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Commercial Mortgage and Other Loans

Our investment management operations include our commercial mortgage operations, which provide mortgage
origination, investment management and servicing for our general account, institutional clients, the Federal Housing
Administration and government-sponsored entities such as Fannie Mae and Freddie Mac.

The mortgage loans of our commercial mortgage operations are included in “Commercial mortgage and other loans.”
Derivatives and other hedging instruments related to our commercial mortgage operations are primarily included in
“Other long-term investments.”

Other Long-Term Investments

Other long-term investments primarily include strategic investments made as part of our investment management
operations. We make these strategic investments in real estate, as well as fixed income, public equity and real estate
securities, including controlling interests. Certain of these investments are made primarily for purposes of
co-investment in our managed funds and structured products. Other strategic investments are made with the intention
to sell or syndicate to investors, including our general account, or for placement in funds and structured products that
we offer and manage (seed investments). As part of our investment management operations, we also make loans to
our managed funds that are secured by equity commitments from investors or assets of the funds. Other long-term
investments also include certain assets in consolidated investment funds where the Company is deemed to exercise
control over the funds.

Liquidity and Capital Resources
Overview

Liquidity refers to the ability to generate sufficient cash resources to meet the payment obligations of the Company.
Capital refers to the long-term financial resources available to support the operations of our businesses, fund business
growth, and provide a cushion to withstand adverse circumstances. Our ability to generate and maintain sufficient
liquidity and capital depends on the profitability of our businesses, general economic conditions and our access to the
capital markets and the alternate sources of liquidity and capital described herein.

Effective and prudent liquidity and capital management is a priority across the organization. Management monitors
the liquidity of Prudential Financial and its subsidiaries on a daily basis and projects borrowing and capital needs over
a multi-year time horizon through our periodic planning process. We believe that cash flows from the sources of funds
available to us are sufficient to satisfy the current liquidity requirements of Prudential Financial and its subsidiaries,
including under reasonably foreseeable stress scenarios. We have a capital management framework in place that
governs the allocation of capital and approval of capital uses. We also employ a Capital Protection Framework to
ensure the availability of capital resources to maintain adequate capitalization on a consolidated basis and competitive
RBC ratios and solvency margins for our insurance subsidiaries under various stress scenarios.

Prudential Financial is a Designated Financial Company under Dodd-Frank. As a Designated Financial Company,
Prudential Financial is subject to supervision and examination by the Federal Reserve Bank of Boston and to stricter
prudential regulatory standards, which include or will include requirements and limitations (many of which are the

subject of ongoing rule-making) relating to capital, leverage, liquidity, stress-testing, overall risk management,

resolution and recovery plans, credit exposure reporting, early remediation, management interlocks and credit
concentration. They may also include additional standards regarding enhanced public disclosure, short-term debt

limits and other related subjects. In addition, the Financial Stability Board has identified the Co