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Report of Independent Registered Public Accounting Firm 

To the Board of Directors and Member of Northwestern Mutual Investment Services, LLC 

Opinion on the Financial Statement – Statement of Financial Condition 

We have audited the accompanying statement of financial condition of Northwestern Mutual Investment 
Services, LLC (the “Company”) as of December 31, 2020, including the related notes (collectively referred 
to as the “financial statement”). In our opinion, the financial statement presents fairly, in all material 
respects, the financial position of the Company as of December 31, 2020 in conformity with accounting 
principles generally accepted in the United States of America.   

Basis for Opinion 

The financial statement is the responsibility of the Company’s management. Our responsibility is to 
express an opinion on the Company's financial statement based on our audit. We are a public accounting 
firm registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and are 
required to be independent with respect to the Company in accordance with the U.S. federal securities 
laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB. 

We conducted our audit of this financial statement in accordance with the standards of the PCAOB. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the 
financial statement is free of material misstatement, whether due to error or fraud.   

Our audit included performing procedures to assess the risks of material misstatement of the financial 
statement, whether due to error or fraud, and performing procedures that respond to those risks. Such 
procedures included examining, on a test basis, evidence regarding the amounts and disclosures in the 
financial statement. Our audit also included evaluating the accounting principles used and significant 
estimates made by management, as well as evaluating the overall presentation of the financial statement. 
We believe that our audit provides a reasonable basis for our opinion. 

Significant Transactions with Related Parties 

As discussed in Note 6 to the financial statement, the Company has entered into significant transactions 
with its parent and affiliates, which are related parties.   

February 19, 2021 

We have served as the Company's auditor since at least 1972. We have not been able to determine the 
specific year we began serving as auditor of the Company. 



Northwestern Mutual Investment Services, LLC 

Statement of Financial Condition 
December 31, 2020   
 

The accompanying notes are an integral part of this financial statement. 

 

1 

 

      

 

 

  

Assets

Cash and cash equivalents 76,609,033$       

Due from clearing broker, net 16,281,805         

Due from affiliates, net 31,172,920         

Commissions and fees receivable 21,048,520         

Deferred distribution costs, net 11,111,787         

Prepaid licensing fees 5,940,362           

Accounts receivable and other assets 13,806,848         

Total assets 175,971,275$     

Liabilities and Member's Equity

Commissions payable 37,726,484$       

Due to Member, net 6,028,908           

Compensation and benefits payable 3,432,821           

Deferred tax liability, net 1,617,653           

Accrued expenses and other liabilities 1,398,356           

Total liabilities 50,204,222         

Member's equity 125,767,053       

Total liabilities and Member's equity 175,971,275$     
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1. Organization 

 

Northwestern Mutual Investment Services, LLC (the “Company” or “NMIS”) is a wholly-

owned subsidiary of The Northwestern Mutual Life Insurance Company (the “Member” or 

“NML”). NML is one of the largest life insurance companies in the United States offering 

life, disability and long-term care insurance and annuity products to the personal, business 

and estate markets. 
 

The Company is an introducing broker-dealer and investment advisor registered with the 

Securities and Exchange Commission (“SEC”) and is a member of the Financial Industry 

Regulatory Authority, Inc. (“FINRA”) and the Securities Investor Protection Corporation 

(“SIPC”). Through its registered financial representatives, NMIS offers mutual funds, 

stocks, bonds, variable life insurance, variable and group annuities, referral services and 

other investment products to its clients. Also, NMIS offers investment advisory services to 

other investment advisers.  The Company is the principal underwriter and distributor for 

NML’s variable annuity and variable life insurance products.  
 

2. Summary of Significant Accounting Policies 

 

Basis of Presentation 

The accompanying financial statement is prepared in accordance with accounting 

principles generally accepted in the United States of America (“GAAP”). The preparation 

of the financial statement in conformity with GAAP requires management to make 

estimates or assumptions that affect the reported amounts of assets and liabilities at the date 

of the financial statement. Actual future results could differ from these estimates and 

assumptions. 
 

Credit Losses 

On January 1, 2020, the Company adopted FASB ASC 326-20, Financial Instruments – 

Credit Losses, which replaces the incurred loss methodology with an expected loss 

methodology that is referred to as the current expected credit loss (CECL) methodology.  

For financial assets measured at amortized cost basis the Company estimates expected 

credit losses over the life of the financial assets as of the reporting date based on relevant 

information about past events, current conditions, and reasonable and supportable 

forecasts. This estimate of expected credit losses is recorded as an allowance for credit 

losses and is reported as a valuation adjustment on the balance sheet that is deducted from 

the asset’s amortized cost basis. The impact of adopting the new standard was immaterial 

to the financial statement of the Company as of December 31, 2020. See below and Note 

4 for more information related to our adoption of this standard. 
 

 
  



Northwestern Mutual Investment Services, LLC 

Notes to the Financial Statement  
December 31, 2020 

3 

 

 

Cash and Cash Equivalents 

Cash and cash equivalents represent amounts on deposit with banks, investments in highly 

liquid instruments with original maturities of three months or less and money market 

mutual funds, which are recorded at fair value in the statement of financial condition. 

Money market mutual funds are valued at their net asset value as reported by such funds.  

NMIS may redeem money market mutual funds at any time with one business day 

notification.   
 

Due from Clearing Broker 

The Company clears certain of its customer transactions through another broker-dealer, 

Pershing, LLC (“Pershing”) on a fully disclosed basis. Amounts due from the clearing 

broker relate to the aforementioned transactions and include primarily commissions and 

fees receivable which approximate fair value. Client trades are available for settlement 

between the clearing broker and the Company daily. The majority of the Company’s fee 

transactions are settled within one month, with a few exceptions contractually settled 

within three months. The amount of unsettled credit exposure is limited to the amount owed 

the Company for a very short period of time. It is the Company’s policy to review, as 

necessary, the credit standing of the clearing broker, and the Company has had no historical 

experience with credit loss.  As of December 31, 2020, risk of credit loss is considered 

remote, therefore an allowance for credit losses on amounts due from the clearing broker-

dealer would be immaterial and no allowance was recorded. 

 

Commissions and Fees Receivable 

Commissions and fees receivable are mainly comprised of amounts due from investment 

advisors and trade creditors for ongoing distribution fees and trade commissions, which 

approximate fair value. The Company’s fees and commissions are settled within three 

months with counterparties and the clearing broker. The amount of unsettled credit 

exposure is limited to the amount owed the Company for a very short period of time.  It is 

the Company’s policy to review, as necessary, the credit standing of the clearing broker, 

and the Company has no historical experience with credit loss with counterparties or the 

clearing broker. As of December 31, 2020, risk of credit loss is considered remote, 

therefore an allowance for credit losses on commissions and fees receivable would be 

immaterial and no allowance was recorded.  

 

Prepaid Licensing Fees 

Prepaid licensing fees are comprised of annual licensing and registration fees the Company 

is required to pay in advance to FINRA.  
 

Accounts Receivable and Other Assets 

Accounts receivable and other assets include servicing receivables, amounts due from 

investment advisors, trade creditors, and other prepaid expenses, and approximates fair 

value. Amounts owed to the Company related to these transactions are settled within a  
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maximum of six months, with most settling in less than three months. The amount of 

unsettled credit exposure is limited to the amount owed the Company for a very short  

period of time.  It is the Company’s policy to review, as necessary, the credit standing of 

counterparties and the clearing broker, and the Company has had no historical experience 

with credit loss. As of December 31, 2020, risk of credit loss is considered remote, 

therefore an allowance for credit losses on accounts receivable and other assets would be 

immaterial and no allowance was recorded.   

 

Accounts receivable and other assets also includes investment securities which are reported 

at fair value.  Investment securities primarily result from failed execution of client trades, 

at which time NMIS assumes direct responsibility for them. Failed executions are generally 

liquidated shortly thereafter. All investment securities are recorded on a trade basis, 

whereby they are measured and reported at fair value. See Note 3 for additional disclosures 

surrounding investment securities. 
 

Commissions Payable 

Commissions payable represent amounts earned by the Company but not yet paid to 

registered financial representatives. 
 

Compensation and Benefits Payable 

Current amounts due to employees but not yet paid comprise compensation and benefits 

payable. 
 

Business Risks and Uncertainties; Concentrations of Credit Risk 

Mutual fund, variable annuity and variable life product commissions and other fees are 

vulnerable to adverse market performance and related client behavior.  These commissions 

and fees may also be adversely affected by changes in the regulatory environment.  

 

The Company is engaged in various trading and brokerage activities in which 

counterparties primarily include broker-dealers, banks, and other financial institutions.  In 

the event counterparties do not fulfill their obligations, the Company may be exposed to 

risk.  The risk of default depends on the creditworthiness of the counterparty or issuer of  

the instrument.  It is the Company’s policy to review, as necessary, the credit standing of 

each counterparty. See Note 8 for additional disclosures surrounding contingencies and 

commitments.      

 

3. Fair Value 

 

Fair value is the price that would be received to sell an asset or paid to transfer a liability 

in an orderly transaction between market participants at the measurement date. Fair value 

measurements are generally based upon observable and unobservable inputs. Observable  

inputs reflect market data obtained from independent sources while unobservable inputs 

reflect the Company’s view of market assumptions in the absence of observable market  
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information. Assets and liabilities measured at fair value can be categorized into three 

levels based on the reliability of the inputs to the valuation techniques. 

 

Level 1 – Fair value is based on quoted market prices in active markets that are accessible 

to the Company for identical assets or liabilities. 
 

Level 2 – Fair value is based on significant inputs, other than Level 1 inputs, that are 

corroborated by observable market data. Level 2 inputs include quoted market prices in 

active markets for similar assets or liabilities and other market observable inputs. 
 

Level 3 – Fair value is based on one or more significant unobservable inputs.  

 

The Company attempts to utilize valuation techniques that maximize the use of observable 

inputs and minimizes the use of unobservable inputs. Categorizations are based on each 

investment’s lowest level of input that is significant to the fair value measurement. The 

assessment of the significance of a particular input to the fair value measurement requires 

judgment, and considers factors specific to the asset or liability, such as the relative impact 

on the fair value as a result of a particular input.  
 

The Company’s cash and cash equivalents and investment securities are the only assets or 

liabilities measured at fair value on the statement of financial condition at December 31, 

2020. The carrying values of other financial instruments including accounts receivable and 

accounts payable approximate fair value because of the short-term nature of these 

instruments. The table below presents the fair value measurement categories utilized by the 

Company. The categorization of an asset or liability within the level hierarchy is based 

upon the pricing transparency of the asset or liability and does not necessarily correspond 

to management’s perceived risk of that investment. 

 

 
 

  
 

December 31, 2020

Level Level Level

1 2 3 Total

Assets

Cash and cash equivalents 76,609,033$  -$             -$             76,609,033$     

Investment securities
1

47,573          -               -               47,573             

Liabilities

Investment securities
2

(456,622)       -               -               (456,622)          

Total 76,199,984$  -$             -$             76,199,984$     

1   Reported in accounts receivable and other assets in the statement of financial condition

2   Reported in accrued expenses and other liabilities in the statement of financial condition
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The Company reviews the fair value categories each reporting period. Changes in the 

observability of the valuation attributes may result in a reclassification of certain assets or 

liabilities. No such reclassifications occurred during the year ended December 31, 2020. 

 

4. Deferred Distribution Costs 
 

Upon retirement or separation from the Company, certain of the Company’s registered 

financial representatives receive a one-time, lump-sum payment in lieu of actual future 

commissions to which they may otherwise be entitled over a five year period subsequent 

to retirement or separation. The Company retains a portion of future commission overrides 

payable to the successor financial representative up to an agreed-upon annual limit as a 

means of recovering the deferred distribution costs.  
 

Lump-sum payments are deferred and amortized as commission expense over a period of 

five years using the straight-line amortization method. The Company is compensated for  

these distribution costs through both annual asset-based and transaction-based fees. 

Because the related revenues are earned and recognized over time, the deferral and 

amortization of these lump-sum payments provides a matching of these expenses with the 

related revenues.  

 

For deferred distribution costs, the Company estimates expected credit losses over the five 

year life of the financial assets as of the reporting date using relevant available information 

relating to past events, current conditions, and reasonable and supportable forecasts. 

Historical credit loss experience provides the basis for the estimation of expected credit 

losses. The Company also reevaluates the current assumption of expected revenues related 

to the payment of deferred distribution costs with considerations of market and other 

economic factors, advisor recruiting and retention, advisory productivity, changes to 

distribution arrangements, and business strategy.  If this assessment indicates that a credit 

loss exists, an allowance for credit losses is recorded.  

 

At December 31, 2020, deferred distribution costs reported in the statement of financial 

condition included $21,710,764 of deferred lump-sum payments, which were reported net 

of accumulated amortization of $10,508,977 and allowance for credit losses of $90,000.  
 

5. Related Party Transactions 
 

A significant portion of the Company’s revenues and expenses relate to transactions with 

NML and its affiliates. 

 

Administrative Support Services  

Under the terms of a master services agreement with NMIS, NML provides data processing 

and other administrative services to NMIS. The unpaid balance due to NML for these 

services was $6,649,189 at December 31, 2020 and is reported within due to Member in 

the statement of financial condition. 
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Employee Benefits 

Also, pursuant to the terms of the master services agreement with NMIS, NML allows 

NMIS employees to participate in various employee benefit plans sponsored by NML, 

including bonus, deferred compensation and employee welfare plans. NMIS reimburses 

NML for its share of the cost of these benefits. NMIS employees are also allowed to 

participate in various retirement plans sponsored by NML. The unpaid balance due to 

NMIS for these benefits was $135,621 at December 31, 2020 and is reported as a reduction 

of due to Member in the statement of financial condition.   

 

Distribution and Underwriting 

Under the terms of the distribution and underwriting agreement with NML, NMIS selects, 

trains and supervises financial representatives who are engaged in the distribution of 

NML’s variable annuity and variable life insurance products.  

 

Additionally, pursuant to the terms of the distribution and underwriting agreement with 

NML, NMIS provides underwriting services, including training and supervision, related to 

variable annuity and variable life insurance products   The unpaid balance due to NMIS for 

these services was $1,228,488 at December 31, 2020 and is reported as a reduction of due 

to Member in the statement of financial condition.  
 

Dual Employee Cost Sharing 

Under the terms of a dual employee cost sharing agreement with NML, employees provide 

NMIS with various departmental administration services. The net unpaid balance due to 

NML related to these services was $117,750 at December 31, 2020 and is reported within 

due to Member in the statement of financial condition. 
 

Field and Paymaster Services 

Northwestern Mutual Wealth Management Company (“NMWMC”), a wholly-owned 

subsidiary of NML, is a federally chartered savings bank regulated by the Office of the 

Comptroller of the Currency. NMWMC is organized for the limited purpose of providing 

trust, investment advisory and financial planning services to NML’s clients and the general 

public. Under the terms of a master services agreement with NMWMC, NMIS provides 

recruitment, training, support services, compliance and supervision, research and 

development, marketing and sales assistance, financial management and paymaster 

services that support NMWMC’s trust, investment advisory and financial planning services 

operations. The unpaid balance due to NMIS related to these services was $21,951,960 at 

December 31, 2020 and is reported within due from affiliates in the statement of financial 

condition.  
 

Brokerage Services 

Also, pursuant to the terms of the master services agreement with NMWMC, NMIS 

provides systems support, brokerage, custody, recordkeeping and related services for 

investment advisory programs sponsored by NMWMC. The unpaid balance due to NMIS  
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related to these services was $8,739,055 at December 31, 2020 and is reported within due 

from affiliates in the statement of financial condition. 

 

Meetings and Research 

NMWMC provides NMIS with meetings services and research and investment advice as 

part of the master services agreement.  The unpaid balance due to NMWMC related to 

these services was $506,128 at December 31, 2020 and is reported within due from 

affiliates in the statement of financial condition.   
 

Custodial Trust Services 

Under the terms of a custodial agreement with NMIS, NMWMC provides custodial trust 

services for individual retirement accounts of NMIS clients. NMWMC further subcontracts 

certain of these custodial trust services to NMIS.  The unpaid balance due from NMWMC 

related to this agreement was $888,486 at December 31, 2020 and is reported within due 

from affiliates in the statement of financial condition.   
 

6. Income Taxes 
 

The Company is organized as a Wisconsin single member limited liability company and is 

thereby a disregarded entity for federal income tax purposes. The Company’s taxable 

income or losses are included in NML’s consolidated federal income tax returns. Under a 

written tax-sharing agreement, NML collects from or refunds to the Company federal 

income taxes determined as if the Company filed a separate federal income tax return.  

 

Generally, the Company is not liable for state income taxes because of its disregarded entity 

status. However, some states do not accept the disregarded entity status, in those states, the 

Company pays and files on a separate company basis.     
 

Federal income taxes due to NML were $626,078 at December 31, 2020 and are reported 

within due to Member in the statement of financial condition.  
 

The Company accounts for deferred tax assets and liabilities, which represent the financial 

statement impact of cumulative temporary differences between the tax and financial 

statement bases of assets and liabilities.  
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The significant components of the net deferred tax liabilities at December 31, 2020 were 

as follows. 

 

 
 

Deferred tax assets are valued based upon the expectation of future realization on a more 

likely than not basis. A valuation allowance is established for that portion of deferred tax 

assets which cannot meet this realization standard. Based on all available evidence, a 

valuation allowance is not needed as of December 31, 2020. 
 

Management is required to determine whether a tax position of the Company is more likely 

than not to be sustained upon examination by the applicable taxing authority, including  

resolution of any related appeals or litigation processes, based on the technical merits of 

the position.  The Company has no known uncertain tax positions as defined in the 

accounting standards and has correspondingly not recorded a related provision at 

December 31, 2020.  

 

NML’s consolidated federal income tax returns, which include the Company, are closed 

for 2013 and prior years, and for 2016, as to further assessment of tax. Tax returns for 

2014-2015 are in appeals with the IRS. No issues with the IRS impact the Company. 
 

7. Net Capital Requirements 

 

The Company is subject to the SEC Uniform Net Capital Rule 15c3-1, which requires 

NMIS to maintain a minimum level of net capital equal to the greater of $250,000 or 2% 

of combined aggregate debit items, as defined. At December 31, 2020, the Company had 

net capital of $31,475,802, which exceeded the minimum requirement of $250,000 by 

$31,225,802. 
 

8. Contingencies and Commitments 
 

NMIS and Pershing are parties to a fully disclosed clearing agreement through February 

29, 2024 whereby Pershing provides securities execution, clearing and settlement services  

for NMIS. Termination of the clearing agreement by the Company prior to March 1, 2024 

would result in significant termination fees as provided for in the clearing agreement.  
 

Deferred tax assets:

Advisory liabilities 536,672$        

Employee benefit liabilities 179,150          

      Gross deferred tax assets 715,822          

Deferred tax liabilities:

Deferred transition costs (2,333,475)     

      Net deferred tax liabilities (1,617,653)$   
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In the normal course of its business, the Company indemnifies and guarantees certain 

service providers, such as clearing and custody agents, trustees and administrators, 

against specified potential losses in connection with their acting as an agent of, or 

providing services to, the Company or its affiliates. The Company also indemnifies some 

clients against potential losses incurred in the event specified third-party service 

providers, including sub-custodians and third-party brokers, improperly executed 

transactions. The maximum potential amount of future payments that the Company could 

be required to make under these indemnifications cannot be estimated. However, the 

Company believes that it is unlikely it will have to make material payments under these 

arrangements and has not recorded any contingent liability in the financial statement for 

these indemnifications.  

 

The Company is engaged in securities related litigation and other regulatory matters in the 

normal course of its operations. The status of these legal actions and other regulatory 

matters is actively monitored by management. If management believed, based on available 

information, that an adverse outcome upon resolution of a given legal action or other 

regulatory matter was probable and the amount of that adverse outcome was reasonable to 

estimate, a loss would be recognized, and a related liability recorded. No such material 

liabilities were recorded by the Company at December 31, 2020. 

 

Legal actions and other regulatory matters are subject to inherent uncertainties, and future 

events could change management’s assessment of the probability or estimated amount of 

potential losses from pending or threatened legal actions and other regulatory matters.  

 

Based on available information, it is the opinion of management that the ultimate resolution 

of pending or threatened legal actions, both individually and in the aggregate, will not result 

in losses having a material effect on the Company’s financial condition at December 31, 

2020. 
 

9. Subsequent Events  

 

Company management has evaluated events subsequent to December 31, 2020 through 

February 19, 2021, the date this financial statement was issued.  There have been no events 

occurring subsequent to the close of the Company’s books or accounts for the 

accompanying statement of financial condition that would have a material effect on the 

financial condition of the Company.   
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