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PRUDENTIAL FINANCIAL IS ONE OF THE LARGEST FINANCIAL SERVICES FIRMS IN THE U.S.,
with more than 15 million customers, and operations in over 30 countries. We have more
than a trillion dollars in insurance in force worldwide, and over $430 billion in assets under
management. Since 1875, we have been helping individuals and institutions achieve their
financial goals. In that time our Rock symbol has become one of the most recognized, respected
and trusted images of financial strength in the world.

We offer clients a wide array of financial products and services. These include life insurance, disability
insurance, long term care insurance, annuities, securities brokerage, pension and retirement services.
We also offer mutual funds, banking and trust services, asset management, real estate brokerage
franchises and relocation services. We serve individual and institutional clients worldwide through
a variety of channels, including one of the largest proprietary distribution forces in the industry.

We conduct our principal businesses through three divisions: the Insurance Division, the
Investment Division and the International Insurance and Investments Division. We refer to the
businesses that comprise our three operating divisions and our Corporate and Other operations,
collectively, as our “Financial Services Businesses” (FSB).

We are an experienced company committed to serving a lifetime of needs for our customers by
providing products and services designed to help them achieve their financial goals. That’s why,
128 years after our founding, people worldwide look to Prudential for the expertise they need
to grow and protect their wealth.




Message from the Chalrman

Fellow Shareholders:

Prudential Financial’s life as a public company began
with a historic and very successful IPO in 2001. In 2003,
our second full year under public ownership, we con-
tinued our positive momentum, delivering solid financial
results and created substantial value for shareholders.

On a before-tax adjusted operating income basis—a
financial measure we use to analyze operating perfor-
mance*—our Financial Services
Businesses (FSB) earned $2.0 billion.
Based on after-tax adjusted operating
income, earnings per share of Common
Stock were $2.54, an increase of 23 per-
cent over the previous year.

On a generally accepted accounting
principles (GAAP) basis, our FSB gener-
ated net income of $1.0 billion, or $1.98
in earnings per share of Common Stock.
Again, a substantial year-over-year
increase.

Throughout 2003, we continued to
demonstrate efficient capital manage-
ment that sustained our already strong
balance sheet and capital position. We
repurchased $1 billion in Common
Stock, while maintaining the firm’s
financial flexibility. A buyback of $1.5
billion was approved by the Board of
Directors for 2004. In November, we
raised our dividend to $0.50 per share of
Common Stock, a 25-percent increase,
which was an important expression of
our commitment and ability to distribute
income to investors.

Our financial strength is reflected in
our credit ratings. In November,
Standard & Poor’s affirmed all ratings on Prudential
Financial, including its positive outlook on Prudential
Insurance. In early 2004, A.M. Best upgraded
Prudential Insurance’s financial strength rating to A+
(Superior) from A (Excellent).

Prudential’s overall appeal—as measured by
investors—is expressed in our stock price. Shares of
Prudential Financial Common Stock rose 31.6 percent
over the 12-month period, significantly outperforming
the broad market, which rose 26.4 percent as measured
by the S&P 500. It was the second consecutive year that
Prudential has outperformed the S&P 500.
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“Our goal is to be a
worldwide financial
services leader in
both the growth
and protection of
our clients’ assets.

ART RYAN
Chairman and
Chief Executive Officer

Growing our core domestic
businesses through acquisition

In May of 2003, Prudential Financial finalized the acqui-
sition of American Skandia. This transaction propelled
us into the top-10 of annuity providers, and established
Prudential Financial as a leading distributor of variable
annuities through independent financial planners in the
United States. The company is now poised to become a
leader in the annuity market by vir-
tually any measure.

In November, we announced an
agreement to acquire CIGNA
Corp.’s retirement business, When
complete, this transaction will posi-
tion Prudential Financial as one of
the nation’s leading providers of
”» retirement products and services. It
will add significantly to the com-
pany’s assets under management,
further strengthening our position
as a global asset manager.

Making necessary changes
in underperforming
businesses

In July, we combined the retail bro-
kerage business of Prudential
Securities with Wachovia Securities,
and retained a 38-percent owner-
ship in the combined business. This
created the nation’s third-largest
retail financial advisory organiza-
tion. The combined entity offers
greater scale and profit potential,
and it presents significant product
distribution capability.

In May, we also made the difficult decision to divest
our property and casualty companies. We are pleased
that the buyers are fully committed to the property and
casualty business, plan to continue offering auto and
homeowners insurance through Prudential agents, and
offered continued employment to most of our employees.

These two transactions underscore an important
Prudential Financial commitment: We want to be in busi-
nesses that contribute to our return-on-equity goals—and
that present us with an opportunity to achieve market
leadership. If a business does not fit this profile, we will
evaluate it and take necessary actions.

* See footnote (A) on page 3.




Enhancing domestic product and distribution

In July, we reorganized our proprietary mutual funds
under the brand JennisonDryden Funds. This unique
fund family leverages the capabilities of three respected
investment managers with distinctly different invest-
ment disciplines: Jennison Associates, Prudential Fixed
Income and Quantitative Management. As a comple-
ment to JennisonDryden Funds, we offer Strategic
Partners Funds, which feature high-quality investment
managers from throughout the industry. Together,
JennisonDryden and Strategic Partners present extra-
ordinary choice and value for investors and investment
professionals alike.

We also made significant product enhancements in
the domestic life insurance segment, introducing new
Universal Life products and re-pricing our Term port-
folio. As a result, both products now claim a larger
percentage of our sales.

In 2003, we made notable improvements to retail
distribution, growing our third-party channel and
strengthening our own sales force through highly selec-
tive recruitment and rigorous training programs.

In the Group Insurance segment, we continue to seek
controlled growth, retaining and adding business that will
enhance both profitability and scale. The Group
Insurance business delivered strong performance in
2003 and is well positioned for success in the years ahead.

Expanding cur powerful international presence

In 2003, our International Life Insurance business had another
very successful year, accounting for more than 40 percent
of the company’s before-tax adjusted operating income.

Our life planner force, made up of highly trained insur-
ance professionals, grew more than 10 percent with
double-digit increases in our two major markets, Japan
and Korea. Globally, new annualized premiums for the life
planner businesses grew 13 percent on a constant currency
basis, with Japan—our largest life planner market—grow-
ing at 20 percent. Our life planner activities continue to
set high standards for service, generating excellent results
in sales, customer satisfaction and earnings.

Gibraltar Life, our traditional Japanese insurance
business, also had a very solid year. On a constant
currency basis, new annualized premiums increased 18
percent and adjusted operating income was 3 percent
ahead of 2002. Gibraltar’s success reflects our dedication
to quality recruitment, sales training and product

**See footnote (A) on page 5 and footnote (1) on page 16.

enhancement, which has helped stabilize our number of
life advisors and increase productivity.

In the International Investments segment, we con-
tinue to grow assets under management in our major
markets in Mexico and Taiwan, and in our joint ventures
in Italy and Germany. In addition, we announced in
November an agreement to acquire an 80-percent stake
in Hyundai Investment and Securities Company from the
Korean Government. This transaction, which closed in
February 2004, will significantly increase our market
position in Korea and add scale to our overall
International Investments business.

Pesitioning Prudential
to meet its strategic goals

Prudential Financial is making the right moves to be in
the right businesses at the right time. We are striving
toward leadership positions in growing businesses and
exiting those that have underperformed. We are
extremely diligent about managing capital and reducing
expenses. As a result, the company has made significant
strides to achieve three key goals:

¢ To be one of the top three life insurers in the world
* To be a top-10 global asset manager
* To be a leader in distribution

Most important, we have demonstrated our resolve
to achieve our goal of 12 percent return on equity (ROE)
in 2003, based on after-tax adjusted operating income;"*
and we have made substantial progress toward that goal.

Through the efforts of all our employees, Prudential
Financial has proven over the past two years as a public
company that we can deliver for our investors. Now we
must work hard to sustain investor confidence and build
on it. We will continue to deliver outstanding service to
our 15 million valued customers around the world. We
will grow our businesses domestically and internationally,
striving for excellence in each one. We will strengthen
our powerful brand, assuring that more people world-
wide recognize Prudential Financial as a leader in
growing and protecting wealth. I am confident we have
the talent, the resources and the drive to succeed.

-~
'
ARTHUR F. RYAN

Chairman and Chief Executive Officer
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Financial highlights

Financial Services Businesses
In millions, except per share amounts

For the years ended December 31, 2003 2002 2001
RESULTS BASED ON ADJUSTED OPERATING INCOME (A)
Revenues $ 18224 $ 18,219 $ 17,376
Benefits and expenses 16,252 16,481 16,209
Adjusted operating income before income taxes $ 1972 $ (738 $ 167
Operating return on average equity (B) 7.57% 6.35%
GAAP RESULTS
Revenues $ 19,925 $ 19,182 $ 18950
Benefits and expenses 18,337 18,345 18,452
Income from continuing operations before income taxes $ 1,588 $ 837 $ 498
Return on average equity (B) 5.41% 3.95%
EARNINGS PER SHARE OF COMMON STOCK - diluted (C)
Adjusted operating income after income taxes $ 2.54 $ 2.07
Reconciling items:
Realized investment losses, net,
and related charges and adjustments (0.36) (1.50)
Other reconciling items {0.34) {0.06)
Tax benefit on above 0.22 0.87
Income from continuing operations $ 2.06 $ 1.38
Consolidated Information
In millions, unless otherwise noted
As of or for the years ended December 31, 2003 2002 2001
GAAP RESULTS
Total revenues $ 27,907 $ 26,303 $ 26,678
Income (loss) after income taxes:
Continuing operations $ 1,308 $ 269 $ (89)
Discontinued operations $ (44) $ (75) $ (65)
Net income (loss):
Financial Services Businesses $ 1,025 $ 679 $ 302
Closed Block Business 239 (485) (436)
Consolidated net income (loss) $ 1,264 $ 194 $ (154
FINANCIAL POSITION
Total investments $ 181,041 $ 183,208 $ 165,970
Total assets $ 321,274 $ 292,616 $ 292,901
Attributed equity:
Financial Services Businesses $ 20,340 $ 20,562 $ 19,646
Closed Block Business 952 768 807
Total stockholders’ equity $ 21,292 $ 21,330 $ 20,453
Assets under management (in billions) $ 432 $ 378 $ 388
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Financial Services Businesses Financial Services Businesses (A) Adjusted operating income

Adjusted Cperating Income® and Adjusted Operating Revenues® is alnzn'GA/’l*f' mde{asure that
. . . d GAAP ReV S excludes realized investment
Income from Continuing Cperations an enue gains, net of losses, and related

(pre-tax, in millions) (in billions) charges and adjustments; results
of divested businesses and
discontinued operations; life

Adjusted operating income [l Adiusted operating revenues insurance sales practices
Income from continuing remedies and costs;
o operations (GAAP) Bl Revenues (GAAP) demutualization costs and

expenses; and the related tax
effects thereof. Revenues and
benefits and expenses shown as
3 components of adjusted
i operating income are presented
E on the same basis and exclude
these items as well. See the
Notes to Consolidated

$2,000— $20—

$15— Financial Statements for a
; reconciliation of results
] based on adjusted operating
: income to GAAP results.
$10—

(B) Operating return on
average equity is calculated
by dividing adjusted operating
3 g income after income taxes
$5— t 1 . by average attributed equity
‘ I B ; for the Financial Services
Businesses excluding unrealized
gains and losses on investments.
An alternative measure to
operating return on average
Ll 02 03 equity is return on average
equity. Return on average
equity is calculated by dividing
income from continuing
Assets Under Management Financial Services Businesses :’&f{;jgj;ﬁf{jﬁ‘iﬁgm
(in billions) Operating Return on Average Equity® Financial Services Businesses.
and Return on Average Equity® Both income amounts above
give effect to the direct
equity adjustment for the
) i earnings per share calculation.
. Operatlng return on average equity The Financial Services
Businesses and Closed Block
Business were established
in connection with
demutualization and, as
8%— a result, operating return
on average equity and return
on average equity are not
presented for 2001.

. Return on average equity

(C) Earnings per share of
Common Stock information
reflects results attributable
to the Financial Services
Businesses. The Financial
Services Businesses and
Closed Block Business were
established in connection
with demutualization and, as
a result, earnings per share
of Common Stock information
is not presented for 2001,

0} 02 03
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Growing Our Domestic

IN 2003 WE ESTABLISHED A SERIES OF STRATEGIES
which were critical to increasing the strength of our
domestic businesses and meeting our 2005 financial goals.

~Maintain an opportunistic, but disciplined,
approach to acquisitions and joint ventures.

—Continue efforts to improve the way we hire,
train and retain quality agents for our agency
distribution system.

—Expand sales through third-party distribution.
—Create innovative products while keeping
our existing product array competitive.

In each of these key areas, we made significant strides.

Growth through acquisitions

Last year Prudential Financial strengthened our com-
petitive position by acquiring American Skandia, a
leading annuities provider. Then, in mid-November, we
announced the largest acquisition in our history—a
definitive agreement to purchase CIGNA Corp.’s retire-
ment business.

The American Skandia acquisition moved us into a
top-10 spot in the annuity marketplace. The combined
Prudential/American Skandia entity recorded more than
$500 million in net sales for the year. Further, in acquir-
ing American Skandia, we have added considerably to
our ability to sell products through independent finan-
cial planners.

The acquisition of CIGNA’s retirement business is
expected to close in the first half of 2004, This acqui-
sition will immediately provide us with the scale we
believe is crucial to succeed in the retirement business.
The combined entity will have almost $120 billion in
assets based on account values. The acquisition will add
about $50 billion to our assets under management. It
will double both our defined contribution recordkeep-
ing assets to $56 billion based on account values as of
the announcement of the deal—and our participant
base, to about 2 million.

With its strong middle-market focus, direct distribu-
tion capabilities, total retirement outsourcing and defined
benefit administration, CIGNA will add important and
complementary capabilities to our retirement business.

Quality agents

In 2003, we continued to focus on building and retain-
ing a high-quality distribution sales force. Qur rigorous
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Business

“We are expanding
our distribution
channels to
allow U.S. retail

customers to
access us through

the distribution
method of
their choice.”

VIVIAN BANTA
Vice Chairman,
Insurance Division

selection process focuses on prospects with significant
work experience. In fact, first-year agents averaged 13
years of work experience prior to joining our company.
The results have been excellent; our new agents® pro-
ductivity has risen dramatically over the last three years.
At the end of 2003, the average weekly new business
commission for current hires (those brought on in the
same calendar year) was over $500, a significant increase
over $280 in 2000.

In 2003 we merged several agencies, which allowed
us to focus resources on growing markets, while also
lowering the agencies’ overall fixed costs. Last year, the
prestigious Million Dollar Round Table—which repre-
sents the top 1 percent of the world’s life insurance
agents—announced that Prudential was No. 2 among
U.S.-domiciled insurance companies with 178 first-time
members. Worldwide, Prudential led all life insurers
with a total of 263 first-time members.

Third-party distribution
for our life business

During the past few years, we aggressively grew our
third-party distribution channels. In 2003, those efforts
bore fruit in terms of sales: 33 percent of our core life
insurance sales came via third-party channels, up from




Term Life Sales
Gross Annualized Sales
(in millions)

$lio

$46

2002 2003

***See footnote (2) on page 16

Third-Party

Distribution
Gross Annualized Sales of Retail
Products (in millions)

$9,239

200 2002 2003

26 percent in 2002. In addition, out of eight “key accounts,” which
are networks of brokerage agencies that have relationships with insur-
ance companies, six grew life insurance sales with Prudential by more
than S0 percent in 2003. We believe third-party distribution will
remain a key driver of sales growth.

Better prices, better products, better positioning

In 2003 we took several steps to position our products more
competitively in the marketplace.

In individual life insurance, we reworked our pricing on Term
products to make them more attractive to consumers looking for
basic, affordable insurance protection.

In annuities, the Income Appreciation Benefit was added to our
Strategic Partners Annuity in order to offer clients the opportunity to
secure income in retirement. We are one of the few companies that
has a complete array of living benefit options on our annuity platform.

We introduced two new products at the end of June: Prulife®
Survivorship Universal Life Protector and PruLife® Survivorship
Universal Life Plus, which provide proceeds payable at the death
of the second insured. The breadth of our product offerings helps our
customers effectively manage their retirement and insurance portfolios.

We continued to exercise pricing discipline throughout the year on
both group life and disability products. These actions supported our
objective in the Group Life business: to win and retain business that
can be profitable and achieve our target margins over the long term.
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“We seek growth
internally and through
acquisition, joint
venture or other
forms of business
combination or
investment. Our
principal acquisition
focus is in our
current business
lines, both
domestically and
internationally.”

JOHN STRANGFELD
Vice Chairman,
Investment Division

Growing and Protecting Your Wealth

In mid-2003 we reorganized our mutual funds by introducing
the JennisonDryden fund family. Each of the three managers that
make up JennisonDryden brings with it a distinct perspective.
Jennison Associates emphasizes a disciplined approach to equity
investing based on fundamental research by experienced analysts.
Prudential Fixed Income employs a team approach to credit sec-
tor analysis and is one of the largest managers of fixed-income
portfolios in the United States. Quantitative Management uses
advanced computer analytics to invest according to proven long-
term principles. By repositioning our mutual fund offerings around
the JennisonDryden name, we are providing products that offer
a compelling marketing case for third-party distribution channels.

In 2003, we introduced a new planning platform for use by our

agents and financial planners to help them meet their clients’ key
financial needs and goals. This state-of-the-art process—called
Prudential Financial Solutions—is designed to support all levels
of client needs, from basic analysis of a targeted financial need to
comprehensive fee-based financial planning.
Our domestic activities are keeping us on track to meet our goals.
In the United States, we are well positioned in the faster-
growing markets, such as annuities, retirement and asset
management. We have an outstanding mix of businesses for both
growing and protecting our clients’ wealth.




Growing In Line with Real Estate Demand

In 2003, U.S. sales of existing homes exceeded promoting our brand.“For Sale” signs prominently
6 million units nationwide, surpassing the record featuring our Rock logo are on display every day
set in 2002. The Prudential Real Estate Affiliates, Inc. in neighborhoods across North America.
had the best performance in its 15-year history, Prudential Relocation, the world’s second-largest
reporting a 25-percent increase in its network relocation company, increased its client base to
sales volume.The network itself expanded and nearly 1,000 corporate and government clients
now has more than 50,000 sales professionals. and continued its global expansion by adding
Prudential Real Estate plays an important role in offices in Tokyo, Taipei, Shanghai and Singapore.
Real Estate Real Estate
Sales Volume Transactions
in billi h & sal
(in billions) $153.6 (purchases & sales)
$123.2 578,000
486,000 520,000 gass

-
Prudential

Real Estate |

2001 2002 2003 2001 2002 2003

Our Commitment to Yolunteerism

Investing in our communities goes beyond donating
dollars. At Prudential, we take a “hands-on” approach.
For example, our annuai Giobal Volunteer Day
encourages employees to take part in volunteer
opportunities across the country and around the world.
This initiative is part of our commitment to: helping
employees achieve a healthy worl/life balance by
volunteering in their communities and spending time
with their families. Each year, our employees create and
lead service projects:that are personally meaningful to
them.This year, 32,500 volunteers invested their time
and good works in 944 projects in |7 different countries,
including alf 50 states across America. In the nine years
since its inception, Prudential Global Yolunteer Day
succeeds not-only in building ties to the communities
we serve, but also building morale within the company.
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Strengthening Our Global Franchise

INTERNATIONAL MARKETS
continue to represent a major
growth opportunity for Prudential
Financial. Today the cornerstone of
our international business is
International Life Insurance, which
has had remarkable success in the
last decade.

While we will continue to invest
in the life insurance business, we
are now also expanding into asset
management and private client
activities in a number of countries.

Looking to the future, we
believe the combination of insur-
ance and investments places usin a
strong position to grow our client
base and earnings in major markets
around the world.

Japan

Prudential of Japan is the leading
life planner business in the country.
It relies on its life planner distribu-
tion force—made up of well-
educated, highly trained, commis-
sion-compensated career agents.
Prudential of Japan markets life
insurance to affluent clients using a
consultative sales method based on
a thorough analysis of client needs.
Through challenging economic con-
ditions, the company has continued
to outperform its competitors.

Our other insurance company in
Japan, Gibraltar Life, represents
one of our best international acqui-
sitions, In 2001, we acquired the
bankrupt Kyoei Life Insurance Co.,
Ltd.—the 11th-largest insurer in
Japan in terms of assets—and
renamed it Gibraltar Life. We are
currently focused on recruiting,
training and improving the pro-
ductivity of Gibraltar’s sales
professionals, who are called Life
Advisors.
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Importantly, Gibraltar contin-
ued to strengthen its relationship
with some of its key customer
bases—most notably a half-century-
old relationship serving teachers in
Japan, through a strong affiliation
with the Japan Educational Mutual

Korea

In 2003, for the sixth year in a row,
Prudential’s highly successful 13-
year-old life insurance operation in
Korea was voted the No. 1 life
insurer by the Korea Productivity

“We plan to focus on a limited number of
countries, prioritize the affluent market,
and develop business platforms based on

life insurance and investment management.”

RODGER LAWSON
Vice Chairman,

International Insurance & Investments Division

Aid Association. Gibraltar now has
customer relationships with almost
50 percent of the approximately
1 million teachers in Japan.

Life Planner Growth

4,989

S

4,505
4,104 foul
2001 2002 2003

Center, a nonprofit quality man-
agement organization. Prudential of
Korea is ranked ninth in the world
in terms of Million Dollar Round
Table membership, with 553 mem-
bers, making it the highest ranked
of all our international operations.
In several other independent rank-
ings, Prudential of Korea is ranked
as one of the country’s most trusted
insurance companies in terms of
business quality and customer satis-
faction. This strong performance
derives from its highly motivated
field force of life planners, and is
reflected in high policy persistency.

In our investment management
business, Prudential signed a definitive
agreement to purchase an 80-percent
stake in Hyundai Investment and
Securities, in November of 2003. The
transaction, which closed in early
2004, strengthens Prudential’s invest-
ment management capabilities and
makes us the largest foreign asset
manager in Korea.




Taiwan

Three of Prudential’s international
businesses—insurance, asset manage-
ment and private client activities—are
represented in Taiwan. Prudential’s
life insurance operation follows the
life planner approach used in other
countries: highly trained life planners
focused on selling protection prod-
ucts based on customer needs. In
addition, in Taiwan Prudential owns
a successful asset management oper-
ation, Prudential Financial Securities
Investment Trust Enterprise, which
manages 15 investment funds and a
discretionary asset management pro-
gram. Prudential also provides separate
private client services under the
Dryden Wealth Management name.

China

China’s vast market for investment
products is just beginning to open,
and Prudential has received prelim-
inary approval to establish a
joint-venture fund management
firm in the People’s Republic of
China. Everbright Securities, a
member of the China Everbright
Group, will sell mutual funds to
Chinese investors. The new com-
pany, Everbright-Prumerica Fund
Management Co. Ltd., will be
based in Shanghai. Everbright-
Prumerica will focus its early efforts
on better educating Chinese
investors in the benefits of long-
term financial planning.

Mexico

Prudential operates a successful
investment management company
in Mexico that sells and manages a
family of Mexican-domiciled
mutual funds to individual and

institutional clients. Since Prudential
entered the market, assets under
management have grown substan-
tially. The unit manages 10 funds
with assets of $1.1 billion, and now
has 16 branch offices throughout
Mexico. In 2003, the unit success-
fully acquired and integrated
Operadora Finamex, a fund man-
agement company in Mexico.
Including our joint venture with
Afore XXI, a government-spon-
sored pension plan, Prudential now
serves the investment needs of more
than 2 million Mexican investors.

ltaly

Prudential and Banca Populare di
Bergamo-Credito Varesino entered
a joint asset-management venture
in 2002. Last year, top quartile
1-year performance for 14 of its
19 funds helped the unit rank
No. 1 in attracting new assets among
asset managers in Italy.

Life Planner

Policies In-Force
(in thousands)

2,010

1,719

2002 2003

Spirit of
Community

The Prudential Spirit

of Community Awards
honor young people in
middle level and high
school grades for
outstanding volunteer
service to their
communities. Created in
1995 by Prudential
Financial in partnership
with the National
Association of Secondary
School Principals, the
awards constitute the
United States’ largest
youth recognition
program based solely on
volunteering. Over the
past nine years, the
program has honored
more than 55,000 young
volunteers at the local,
state and national level.
Among their many
projects, this year’s
participants created
activity programs for
homeless children, raised
money to help those
with chronic and
terminal diseases, and
refurbished computers
for underprivileged
families. In 2003, ten
national honorees were
announced and lauded for
their exemplary work in
community service.

Prudential Financial 2003 Annual Report




Germany

Prudential’s joint venture with Sal. Oppenheim
manages and distributes mutual funds through
Oppenheim’s wholesale distribution arm. In
2003, the unit ranked seventh in retail client
assets under management in Germany.

Targeting institutions
and high-end clients

In 2003, we renamed Prudential’s international
private client business Dryden Wealth
Management Ltd., after Prudential founder
John Dryden. We restructured the business,
moving away from the traditional retail U.S.
stock-broking model and creating a new private
wealth management business overseas.

Dryden serves affluent investors in Europe
and Asia, offering international clients local and
offshore discretionary investment management
and advisory expertise.

Expanding January 15,2003 April 14,2003

Our Markets Prudential-Bache International Prudential Relocation
agreed to acquire Teather & acquired Asian Relocation

We are helping Greenwood’s private client Management Pte Ltd.,a

our business business unit, a private client Singapore-based relocation

around the world investment firm in the United firm. Enhances

with a number !(ingdom, expam!ing our Prud-e'ntial Relocation’s

of acquisitions |r3vestment buSI.nes.s .for mob.nhty management

! high-net-worth individuals services presence to

mergers and in the UK. the largest in Asia.

joint ventures.
March 24,2003 May 1,2003
Prudential Real Estate Acquired American
Investors formed a joint Skandia, one of the
venture with Grupo largest distributors
O’Donnell de Mexico, of variable annuities
S.de R.L.de C.V, a full-service through independent
industrial real estate developer financial planners in the
in Mexico. Builds on PREI’s United States. Moved us
successful real estate investment to a top-10 spot in the
activities in the region. annuity marketplace.
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After a recent merger with Prudential
Real Estate Investors, TMW Immobilien
AG—a high-end wealth management com-
pany—became one of two separate fund
management groups under the Prudential
Real Estate Investors umbrella in Europe.
For over 20 years, TMW Immobilien AG has
specialized in cross-border real estate invest-
ments from Europe into the United States as
well as from Germany and other European
countries. The merger greatly increases our
presence in the European market.

L]
Our international strategy is working. As
we move forward, we plan to grow in life
insurance and investments—both within
those countries where we already do busi-
ness, and in new markets as opportunities
present themselves.

November 25, 2003

July 1,2003

Combined our retail
brokerage unit with
Wachovia Corporation’s
retail brokerage business.
Wachovia is a leading
provider of financial services
to retail, brokerage and
corporate customers

throughout the United States.

The new firm,Wachovia
Securities, LLC, is the third-
largest full-service retail
brokerage firm in the U.S.

August 20, 2003
Prudential Real Estate
Investors formed a joint
venture with Corporacion
Geo S.A. de C.V. to develop

residential properties in
Mexico. Increases PREI’s
presence in the Mexican
market and provides

PRE! clients with a favorable
investment opportunity.

November 18,2003
Signed an agreement
to acquire the
retirement business
of CIGNA Corp. Positions
us as one of the leading
providers of retirement
products and services in
the United States and
strengthens our standing
as a global asset manager.

Signed a definitive agreement
with the Korean Deposit
Insurance Corporation and the
Korean Financial Supervisory
Commission to acquire an
80-percent stake in Hyundai
Investment and Securities Co.,,
Ltd., and its subsidiary, Hyundai
Investment Trust Management
Co., Ltd. The transaction

closed in February 2004.

The Hyundai Company provides
trust products and brokerage
services to retail and institutional
investors. Its subsidiary is
Korea’s third-largest investment
management company. It makes
us the largest foreign-owned
asset manager in Korea.
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Our Capital Strength

OUR CAPITAL POSITION IS A FUNDAMENTAL STRENGTH OF
Prudential Financial. It fuels investment opportunity. It
supports our solid credit ratings. It underlies the products and
services we offer. How we deploy our capital is a key factor in

“We continue to seek

reaching our goals. In addition to acquisitions and divestitures, opportunities to improve
we continue to pursue a multifaceted capital management strategy. capital efficiency. We
Expense reductions. We are several years into an aggressive Iso impl .
expense-reduction campaign. In 2003, we realized approxi- aré a S(? implementing
mately $200 million in expense savings. strategies to improve
Returning value to shareholders. In 2003 we repurchased our perfcrmance
$1 billion in Common Stock and raised our dividend by 25 percent by reduci »
to $0.50 per share. Y ucing expenses.
We remain in a very favorable position to meet our com- MARK GRIER
mitments to policyholders and shareholders. We also maintain Vice Chairman,

. Financial Managem
the flexibility to pursue further acquisitions and other invest- inanciat Management

ments to help grow our businesses.

Recognition in
the Public Eye

At Prudential Financial, we understand it’s
our people who drive our progress. That's
why we are committed to a workplace that
provides opportunity and is ripe with

innovation.
We are achieving our goal by attracting
and retaining talented individuals for our Most Admired
team through challenging work assignments Companies Top 30
and competitive compensation packages. Insurance, Life and Companies for
We insist on the highest standards of Health category Executive Women
management excellence and ethics. And we Fortune Working Woman
are dedicated to creating an inclusive work America’s 50 Best Top 50
environment that values diversity as a Companies for Companies
competitive business advantage. We believe Minorities for Diversity
this is exactly the right combination to make Fortune Diversitylnc.
us the be§t at what we do. ) _ Working Mother- Top 50 Diversity
Our diverse employees, in the Unlted. Top 10 Companies Employers
States and over 30 countries, are delivering Working Mother The Black Collegian
world-class financial services to a worldwide .
market. VWe're proud of our employees and Top '00 Companies 50 Best ]
honored that they chose us as their employer. Providing ” Cor.npames for
We're also proud that others are Oppo.rtum.t 1es Latl'nas to Worl
o ; o for Hispanics for in the U.S.
recognizing our accomplishments in this area. Hispanic Latina Style
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l Prudenti

Prudential Officers and Directors

Executive Officers

Arthur F. Ryan
Chairman, Chief Executive
Officer, and President

Vivian L. Banta
Vice Chairman,
Insurance Division

Mark B. Grier
Vice Chairman,
Financial Management

Rodger A. Lawson
Vice Chairman, International
Insurance & Investments Division

John R. Strangfeld Jr.
Vice Chairman,
Investment Division

Robert C. Golden
Executive Vice President,
Operations and Systems

Richard J. Carbone
Senior Vice President and
Chief Financial Officer

John M. Liftin
Senior Vice President and
General Counsel

Sharon C. Taylor
Senior Vice President,
Human Resources

Board of Directors

Franklin E. Agnew
Business Consultant

Frederic K. Becker
President

Wilentz, Goldman & Spitzer, PA.

Gilbert F. Casellas
President
Casellas & Associates, LLC

James G. Cullen

Retired President and
Chief Operating Officer
Bell Atlantic Corpotation

Allan D. Gilmour

(eff. uncil 12/31/03)
Vice Chairman and
Chief Financial Officer
Ford Motor Company

William H. Gray III
President and

Chief Executive Officer
The College Fund/UNCF

Jon F. Hanson
Chairman
The Hampshire Companies

Glen H. Hiner

Retired Chairman and
Chief Executive Officer
Owens Corning

al @ Financial

.

i

Constance J. Horner
Guest Scholar
The Brookings Institution

Karl J. Krapek

{eff. as of 1/1/04)

Retired President and COO
United Technologies
Corporation

Arthur F, Ryan
Chairman of the Board,
CEO and President
Prudential Financial, Inc.

Ida F.S. Schmertz
Founder and Chair
Microleasing LLC

Richard M. Thomson
Retired Chairman and

Chief Executive Officer

The Toronto Dominion Bank

James A. Unruh
Founding Principal
Alerion Capital Group, L.L.C.

Stanley C. Van Ness
Partner

Herbert, Van Ness,
Cayci and Goodell

Bringing Resources to Communities

Each year The Prudential Foundation funds hundreds

‘ of community organizations with a focus on education,
affordable housing, job initiatives and youth development.
Grants are organized around three distinct programs.
The Ready to Learn program funds initiatives that
strengthen public education at the elementary school level.
The Ready to Work program focuses on initiatives that
increase employment opportunities by strengthening job
skills, and by promoting economic development. The
Ready to Live program promotes community well-being
through initiatives that build healthy families and develop
young people. In addition to The Prudential Foundation,
Prudential’s Social Investment Program provided

nearly $58 million in loans in 2003 to individuals and
neighborhoods across the country, including support

for affordable housing and economic development.
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(1) We measure this goal based on after-tax adjusted operating income
and attributed equity of our Financial Services Businesses. Adjusted
operating income, which is not measured in accordance with generally
accepted accounting principles (GAAP), excludes net realized
investment gains (losses). A significant element of realized losses is
impairments and losses from sales of credit-impaired securities, the
timing of which depends largely on market credit cycles and can vary
considerably across periods. The timing of other sales that would
result in gains or losses is largely subject to our discretion and
influenced by market opportunities. The fluctuating effects of these
transactions could distort trends in the underlying profitability of our
businesses. Adjusted operating income also excludes the results of
divested businesses, which are not relevant to our ongoing operations,
and certain other items, described elsewhere herein. Because we do
not predict future realized investment gains (losses), we cannot
provide a measure of our goal based on income from continuing
operations of the Financial Services Businesses, which is the GAAP
measure most comparable to adjusted operating income.

(2) Includes distribution by Wachovia Securities.
All facts and figures as of December 31, 2003, unless otherwise noted.

“Prudential Financial,” “The Rock,” and Prudential @Financial
are registered service marks of The Prudential Insurance Company
of America.

Strategic Partners variable annuities are issued by Pruco Life
Insurance Company (in New York, issued by Pruco Life Insurance
Company of New Jersey).

PruLife® SUL Protector and PruLife® SUL Plus are issued by Pruco
Life Insurance Company in all states except New York, where
they are issued by Pruco Life Insurance Company of New Jersey.

Both Pruco Life companies are located at 213 Washington Street,
Newark, Nj 07102.

Prudential Real Estate brokerage services are offered by the franchisees
of The Prudential Real Estate Affiliates, Inc. Most franchisees are
independently owned and operated. Equal Housing Opportunity.

Securities products and services are distributed by Prudential
Investment Management Services LLC, Three Gateway Center,
Newark, NJ 07102, and Pruco Securities, LLC, 751 Broad Street,
Newark, NJ 07102.

All are Prudential Financial companies, and each is responsible
for its own financial condition and contractual obligations.
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. “Prudential Financial” refers to Prudential Financial, Inc., the ultimate holding company for all of our
companies. “Prudential Insurance” refers to The Prudential Insurance Company of America, before and after its
demutualization on December 18, 2001 (the “date of demutualization”). “Prudential,” the “Company,” “we” and
“our” refer to our consolidated operations before and after demutualization. The “Plan of Reorganization” refers to
Prudential Insurance’s Plan of Reorganization, dated as of December 15, 2000 and as amended from time to time
thereafter, relating to Prudential Insurance’s demutualization. The consolidated financial statements of Prudential
Insurance for financial statement periods prior to the demutualization in December 2001 became the historical
Consolidated Financial Statements of Prudential Financial.

Financial Services Businesses and Closed Block Business

Effective with the date of demutualization, we established the Financial Services Businesses and the Closed Block
Business. The Financial Services Businesses refer to the businesses in our three operating divisions and our Corporate
and Other operations. The Insurance division consists of our Individual Life and Annuities and Group Insurance
~ segments. The Inveéstment division consists of our Investment Management, Financial Advisory, Retirement and Other
Asset Management segments. The International Insurance and Investments division consists of our International
. Insurance and International Investments segments. The Common Stock reflects the performance of the Financial
Services Businesses, but there can be no assurance that the market value of the Common Stock will reflect solely the
financial performance of these businesses. The Class B Stock, which was issued in a private placement on the date of
the demutualization, reflects the financial performance of the Closed Block Business, as defined in Note 19 to the
Consolidated Financial Statements.

We allocate all of our assets, liabilities and earnings between the Financial Services Businesses and Closed Block
Business as if they were separate legal entities, but there is no legal separation between these two businesses. Holders
of both the Common Stock and the Class B Stock are common stockholders of Prudential Financial and, as such, are
subject to all the risks associated with an investment in Prudential Financial and all of its businesses. The Common
Stock and the Class B Stock will be entitled to dividends, if and when declared by Prudential Financial’s Board of
Directors from funds legally available to pay them, as if the businesses were separate legal entities. See Note 12 to the
Consolidated Financial Statements for a discussion of liquidation rights of the Common Stock and the Class B Stock,
dividend restrictions on the Common Stock if we do not pay dividends on the Class B Stock when there are funds
legally available to pay them and conversion rights of the Class B Stock.
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SELECTED FINANCIAL DATA

We derived the selected consolidated income statement data for the years ended December 31, 2003, 2002 and
2001 and the selected consolidated balance sheet data as of December 31, 2003 and 2002 from our Consolidated
Financial Statements included elsewhere herein. We derived the selected consolidated income statement data for the
years ended December 31, 2000 and 1999 and the selected consolidated balance sheet data as of December 31, 2001,
2000 and 1999 from consolidated financial statements not included herein.

On May 1, 2003 we completed our acquisition of Skandia U.S. Inc., which included American Skandia, Inc.
Results for 2003 included results of American Skandia from the date of acquisition.

On July 1, 2003, we completed an agreement with Wachovia to combine each company’s respective retail
securities brokerage and clearing operations forming Wachovia Securities. We have a 38% ownership interest in the
joint venture, while Wachovia owns the remaining 62%. The transaction included our securities brokerage operations
but did not include our equity sales, trading and research operations. As part of the transaction we retained certain
assets and liabilities related to the contributed businesses, including liabilities for certain litigation and regulatory
matters. We account for our 38% ownership of the joint venture under the equity method of accounting; periods prior
to July 1, 2003, continue to reflect the results of our previously wholly owned securities brokerage operations on a fully
consolidated basis. Accordingly, operating results for 2003 reflect our securities brokerage operations on a
consolidated basis for the first six months of 2003 and earnings from the joint venture on the equity basis for the
remaining six month period. Results for 2002 and prior years reflect our securities brokerage operations on a
consolidated basis. ‘

In April 2001, we completed the acquisition of Gibraltar Life, which has adopted a November 30 fiscal year end.
Consolidated balance sheet data as of December 31, 2003, 2002 and 2001 includes Gibraltar Life assets and liabilities
as of November 30 and consolidated income statement data for 2001 includes Gibraltar Life results from April 2, 2001,
the date of its reorganization, through November 30, 2001. Consolidated income statement data for 2002 and 2003
includes Gibraltar Life results for the twelve months ended November 30, 2002 and 2003, respectively. '

We have made several dispositions that materially affect the comparability of the data presented below. In the
fourth quarter of 2003, we completed the sale of our property and casualty insurance companies that operate nationally
in 48 states outside of New Jersey, and the District of Columbia, to Liberty Mutual Group (“Liberty Mutual™), as well
as our New Jersey property and casualty insurance companies to Palisades Group. Results for 2003 include a pre-tax
loss of $491 million related to the disposition of these businesses. In the fourth quarter of 2000, we terminated the
capital markets activities of Prudential Securities. This business had pre-tax income of $287 million in 2003 (including
the gain from a $332 million settlement of an arbitration award), a pre-tax loss of $36 million in 2002, a pre-tax loss of
$159 miltion in 2001, a pre-tax loss of $620 million in 2000, and pre-tax income of $23 million in 1999. The loss from
these operations in 2000 included charges of $476 million associated with our termination and wind-down of these
businesses. In 2000, we sold Gibraltar Casualty Company, a commercial property and casualty insurer that we placed
in wind-down status in 1985. We incurred losses of $81 million in 2003 and $79 million in 2002 under a stop-loss
agreement we entered into at the time of sale. Gibraltar Casualty had no impact on results in 2001 and incurred pre-tax
losses of $6 million in 2000, and $72 million in 1999.

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 an indirect, wholly owned subsidiary of Prudential
Financial. “Demutualization costs and expenses” amounted to $588 million in 2001, $143 million in 2000, and $75
million in 1999. “Demutualization costs and expenses™ in 2001 include $340 million of demutualization consideration
paid to former Canadian branch policyholders. ‘ :

You should read this selected consolidated financial information in conjunction with “Management’s Discussion

and Analysis of Financial Condition and Results of Operations” and our Consolidated Financial Statements included
elsewhere herein.
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Year Ended December 31,

2003 2002 2001 2000 1999
(in millions, except per share and ratio information)
Income Statement Data:
Revenues:
Premiums . ...ttt i $ 13233 $ 13053 $ 11,94 $ 9966 $ 9,499
Policy charges and fee i INCOME ...t 2,001 1,780 2,027 1,639 1,516
Net investment iNCOME . ..ottt ettt et e et ettt 8,681 8,819 9,087 9,421 9,300
Realized investment gains (JOSSES), BEL . . . .\ oottt ie it iie e annns 270 (1,365) . (674) (265) 924
Commissions and other inCOME .. .. .. vv ettt iiiiine i ennanns 3,722 4,016 4334 5,287 5,095
© TOAL FEVEIIUES & o oo vttt ettt e e e e e 27,907 26,303 26,678 26,048 26,334
Beneﬁts and expenses: ' -
Policyholders’ benefits .. ........vivriiininr ittt 13,424 13,378 12,457 10,473 10,203
Interest credited to policyholders’ accountbalances ........................ 1,830 1,846 1,804 1,751 1,811
Dividends to policyholders . ............. e 2,602 2,644 2,722 2,724 2,571
General and administrative €Xpenses .. ..........ceuiveennninrereennns 7,602 8,355 9,228 9,788 9,452
Capital markets restructuring ... — — — 476 —
Loss on disposition of property and casualty insurance operations ............. 491 — — — —_
Demutualization costs and Xpenses .. .. ..ot — — 588 143 75
Total benefits and eXpenses . ... ........uuuininiiiiiii i 25,949 26,223 26,799 25,355 24,112
Income (loss) from continning operations before income taxes .................... 1,958 80 (121) 693 2,222
Income tax expense (benefit) ........ ... e 650 (189) (32) 386 1,035
Income (loss) from continuing operatibns ..................................... 1,308 269 89 307 1,187
Income (loss) from discontinued operations, net of taxes .. ................. e (44) (75) (65) 91 (374)
NetInCOME (L0SS) &\ vttt et e ettt e e e e vt e e e e $ 1264 3 194 $ (154 $ 398 $ 813
Basic income from continuing operations per share—Common Stock(1) ............ $ 207 $ 138 $ 007
Diluted income from continuing operations per share—Common Stock(1) .......... $§ 206 $ 138 $ 007
Basic net income per share—Common Stock(1) ....... ... ... e $ 199 $ 125 § 007
Diluted net income per share—Common Stock(1) ........... ... i $ 198 §$ 125 § 007
Basic and diluted net income (loss) per share—Class B Stock(1) .................. $ 8950 $(264.000) $ 1.50
Dividends declared per share—Common Stock . .........c... .o, $ 050 $ 040
Dividends declared per share—Class BStock .............. oot $ 963 $ 963
Ratio of earnings to fixed charges(2) ........ ... .. i 1.79 1.04 1.22 1.79
As of Décember 31,
2003 2002 2001 2000 1999
B (in millions)
Balance Sheet Data: - ° . ’ B
Total investments excluding policyloans . ...ttt $172,889 $174,381 $157.400 $140,588 $151,445
Separate 8CCOUNT ASSELS . . ..o vttt ettt ettt et e 106,680 70,555 77,158 82,217 82,131
TOtal ASSEIS L .ttt ittt e e e 321,274 292,616 292,901 272,619 285,073
Future policy benefits, policyholders’ account balances and unpaid claims and claim
AAJUSHMENE EXPEISES. . . .\ttt t e ettt e et e 146,223 140,168 133,732 104,130 - 102,928
Separate account liabilities ...... ... ... .. i 106,680 70,555 77,158 - 82,217 82,131
ShoTterm dEDt ... e e 4,739 3,469 5,405 11,131 10,858
Long-term debt . .o o i it e e 5,610 4757 5,304 © 2,502 5,513
Total D ItES v e v vt vt e e s ih e v e e et e e e e e 299,982 270,596 271,758 252,011 265,782
Guaranteed beneficial interest in Trust holding solely debentures of Parent(3) ........ —_ 690 690 — —
Equity ..o 21,292 21,330 20,453 20,608 19,291

(1) Earnings per share data for 2001 reflects earnings for.the period from December 18, 2001, the date of demutualization, through December 31,
2001 only. Net mcome during this period was $38 million and $3 million for the Financial Services Businesses and Closed Block Business,

respectively.

@

For purposes of this computation, earnings are defined as income from continuing operations before incorme taxes excluding undistributed income

from equity method investments, fixed charges and interest capitalized. Fixed charges are the sum of gross interest expense, interest credited to
policyholders’ account balances and an estimated interest component of rent expense. Due to the Company’s loss in 2001, the ratio coverage was
less than 1:1 and is therefore not presented. Additional earnings of $156 miltion would have been required in 2001 to achieve a ratio of 1:1.

3

Prudential Financial debentures are reported as “Long-term debt.”

Prudential Financial 2003 Annual Report
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Overview

Demutualization and Related Transactions

On the date of demutualization, Prudential Insurance converted from a mutual life insurance company owned by
its policyholders to a stock life insurance company and became an indirect, wholly owned subsidiary of Prudential
Financial. On that date, eligible policyholders, as defined in the Plan of Reorganization, received shares of Prudential
Financial’s Common Stock or the right to receive cash or policy credits, which are increases in policy values or
increases in other policy benefits, upon the extinguishment of all membership interests in Prudential Insurance.

Also on the date of demutualization, Prudential Financial completed an initial public offering of its Common
Stock and completed the sale, through a private placement, of its Class B Stock, a separate class of common stock. The
Common Stock reflects the performance of the Financial Services Businesses and the Class B Stock reflects the
performance of the Closed Block Business, which are discussed below.

Financial Services Businesses and Closed Block Business

Financial Services Businesses

We refer to the businesses in our three operating divisions and our Corporate and Other operations, collectively, as
our Financial Services Businesses. The Insurance division consists of our Individual Life and Annuities and Group
Insurance segments. The Investment division consists of our Investment Management, Financial Advisory, Retirement,
and Other Asset Management segments. The International Insurance and Investments division consists of our
International Insurance and International Investments segments. We also have Corporate and Other operations, which
includes our real estate and relocation services business, as well as corporate items and initiatives that are not allocated
to business segments. Corporate and Other operations also include businesses that have been or will be divested and
businesses that we have placed in wind-down status.

We attribute financing costs to each segment based on the amount of financing used by each segment. The net
investment income of each segment includes eamings on the amount of equity that management believes is necessary
to support the risks of that segment.

We seek growth internally and through acquisition, joint ventures or other forms of business combination or
investment. Our principal acquisition focus is in our current business lines, both domestic and international.

Closed Block Business

In connection with the demutualization, we ceased offering domestic participating products. The liabilities for our
individual in force participating products were segregated, together with assets, in a regulatory mechanism referred to
as the “Closed Block,” as required by the Plan of Reorganization. The Closed Block is designed generally to provide
for the reasonable expectations for future policy dividends after demutualization of holders of policies included in the
Closed Block by allocating assets that will be used exclusively for payment of benefits, including policyholder
dividends, expenses and taxes with respect to these products. See Note 8 to the Consolidated Financial Statements for
more information on the Closed Block. We selected the amount and type of Closed Block assets and Closed Block
liabilities included in the Closed Block so that the Closed Block assets initially had a lower book value than the Closed
Block liabilities. We expect that the Closed Block assets will 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 expenses, taxes, and
policyholder benefits to be paid to, and the reasonable dividend expectations of, policyholders of the Closed Block
policies. We also segregated for accounting purposes the assets that we need to hold outside the Closed Block to meet
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capital requirements related to the policies included within the Closed Block. No policies sold after demutualization
will be added to the Closed Block, and its in force business is expected to ultimately decline as we pay policyholder
benefits in full. We also expect the proportion of our business represented by the Closed Block to decline as we grow
other businesses.

Also concurrently with our demutuahzatlon Prudential Holdings, LLC, a wholly owned subsidiary of Prudential
Financial that owns the capital stock of Prudential Insurance, issued $1.75 billion in senior secured notes (the “IHC

- debt”). The net proceeds from the issuances of the Class B Stock and IHC debt, except for $72 million used to purchase

a guaranteed investment contract to fund a portion of the bond insurance cost associated with that debt, were allocated
to the Financial Services Businesses. However, we expect that the IHC debt will be serviced by the net cash flows of
the Closed Block Business over time, and we include interest expenses associated with the IHC debt when we report
results of the Closed Block Business.

The Closed Block Business consists principally of the Closed Block, assets held outside the Closed Block that
Prudential Insurance needs to hold to meet capital requirements related to the Closed Block policies, invested assets
held outside the Closed Block that represent the difference between the Closed Block assets and Closed Block
liabilities and the interest maintenance reserve, deferred policy acquisition costs related to Closed Block policies, the
principal amount of the IHC debt and related hedging activities and certain other related assets and liabilities.

For periods prior to demutualization, the results of the Closed Block Business are those of our former Traditional
Participating Products segment. Upon the establishment of the Closed Block Business, we transferred $5.6 billion of
net .assets previously associated with the former Traditional Participating Products segment, which were in excess of
the amounts necessary to support the Closed Block Business, to the Financial Services Businesses. Consequently,
income from continuing operations before income taxes of the Closed Block Business includes returns on these net
assets for periods prior to the demutualization.

Revenues and Expenses

We earn our revenues principally from insurance premiums; mortality, expense, and asset management fees from
insurance and investment products; and investment of general account and other funds. We earn premiums primarily
from the sale of individual life insurance and group life and disability insurance. We earn mortality, expense, and asset
management fees from the sale and servicing of separate account products including variable life insurance and
variable annuities. 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, general business expenses, dividends to policyholders,
commissions and other costs of selling and servicing the various products we sell and interest credited on general
account liabilities.

Profitability

Our profitability depends principally on our ability to price and manage risk on insurance products, our ability to
attract and retain customer assets and our ability to manage expenses. Specific drivers of our profitability include:

* our ability to manufacture and distribute products and services and to introduce new products that gain market
acceptance on a timely basis;

* our ability to price our insurance products at a level that enables us to earn a margin over the cost of providing
benefits and the expense of acquiring customers and administering those products;

» our mortality and morbidity experience on individual and group life insurance, annuity and group disability
insurance products;

¢ our persistency experience, which affects our ability to recover the cost of acquiring new business over the lives
of the contracts;
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* - our cost of administering insurance contracts and providing asset management products and services;
* our returns on invested assets, net of the amounts we credit to policyholders’ accounts;

* our ability to earn commissions and fees from the distribution and servicing of mutual funds, annuities, defined
contribution and other investment products at a 1eve1 that enables us to earn a margin over the expense of
providing such services; :

* the performance of our investment in Wachovia Securities;

 the amount of our assets under management and changes in their fair value, which affect the amount of asset
management fees we receive; and

* our ability to generate favorable investment results through asset-liability management and strategic and tactical
asset allocation. '

In addition, factors such as regulation, competition, interest rates, taxes, foreign exchange rates, securities market
conditions and general economic conditions affect our profitability. In some of our product lines, particularly those in
the Closed Block Business, we share experience on mortality, morbidity, persistency and investment results with our
customers, which can offset the-impact of these factors on our profitability from those products.

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. Our Common Stock reflects the
performance of our Financial Services Businesses, but there can be no assurance that the market value of the Common
Stock will reflect solely the performance of these businesses.

Executive Summary

Prudential Financial is one of the largest financial services firms in the U.S., offering clients a wide array of
financial products and services, including individual life insurance, annuities, group life and disability insurance and
pension and retirement services. We also offer mutual funds, asset management, real estate and relocation services and,
through our investment in Wachovia Securities, securities brokerage services. We serve individual and institutional
customers in over 30 countries through a variety of channels, including one of the largest proprietary distribution forces
in the life insurance industry. ’

The significant developments and events in 2003 reflected our efforts to effectively redeploy capital to seek
enhanced returns. These developments included:

+ The acquisition of American Skandia, completed May 1, 2003, for a total purchase price of $1.184 billion, the
results of which are included in our Individual Life and Annuities segment.

+ The combination of our retail securities brokerage and clearing operations with those of Wachovia, forming a
joint venture, Wachovia Securities, in which we retained a 38% ownership interest.

» The sale of our property and casualty insurance business.
¢ The repurchase of 29.1 rmlhon shares of Common Stock during the year, at a total cost of $1 0 bxlhon
"« A 25% increase in our Common Stock d1v1dend to 50 cents per share.
It is our intention to continue strategies to redeploy capital to enhance returns in 2004, with specific focus on the
following:

« Completion of the previously announced acquisition of CIGNA’s retirement business, expected to close in the
first half of 2004.
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* Integration of Hyundai Investment and Securities Co., Ltd., a Korean asset management firm of which we
- acquired 80% in early 2004.

"« Continuation of our share repnrchase program. In early 2004, Prudential Financial’s Board of Directors
authorized a new stock repurchase program under which we are authonzed to purchase up to $1.5 billion of
outstanding Common Stock in 2004. :

Our Common Stock (NYSE:PRU) reflects the performance of our Financial Services Businesses, which consist of
our Insurance, Investment, and International Insurance and Investments divisions as well as our Corporate and Other
operations. Our Class B Stock, which is not traded on any exchange, reflects the performance of our Closed Block
Business, which includes our in force participating life insurance and annuity policies and assets that are being used for
the payment of benefits and policyholder dividends on these policies, as well as other assets and equity that support
- these pohcres .

We analyze performance of the segments of the Financial Services Business usifig a hon- GAAP measure caHed
adjusted operating income. See “—Consolidated Results of Operations” for a definition of adjusted operating income
and a drscussron of its use as a measure of operating performance.

Shown below are the segments provrdmg the largest contnbutron to our adjusted operatrng income in 2003, their
comparable contributions in prior years, the adjusted operating income of our remaining segments and a reconciliation
of adjusted operating income of our segments to income (loss) from continuing operations before income taxes. See
Note 19 to the Consolidated Financial Statements for further information on the presentation of segment resuits.

Year ended
December 31,
2003 2002 2001
(in millions)
Adjusted operating income before income taxes for segments of the Financial Services Businesses:
International INSUIANCE ... o .ut ittt ittt e ettt e et e e e e ettt et e e e e e $ 819 $757 %611
* Individual Life and Annuities ...l S e s 619 390 389
S S DI L S 192 141 110
GIoup INSUTANCE . . .ttt et et e e e 169 155 70
Investment Management ... ... ... .ottt i s e 162 139 141
Financial AQVISOIY ... ..ottt et et et et e et e et e e (111 43y (140)
Remaining segments and Corporate and Other- ......................................................... ' 122 199 (14)
Items excluded from adjusted operating income: ~ ° ‘ .
Realized investment losses, niet; and related ¢charges-and adjustments .. ievcvernne.nn. S e (199) (866) (139)
Divested businesses, sales practices remedies and costs and-demutualization costs and €Xpenses .........o..ovee i (185) (35 (530)
Income from continuing operations before income taxes for Financial Services Businesses . ..................... ... 1,588 . 837 498
Income (loss) from continuing operations before income taxes for Closed Block Business .......... e 370 (757) (619)

Income (loss) from continuing operations before iNCOME TAXES .. ... evur ittt ettt aeine et eaneraneenenes $1,958 § 80 -$(121)

Resuits for 2003 presented above reflect the following:

* Continued strong perfor