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OATH OR AFFIRMATION

I, J. Douglas Townsend , swear (or affirm} that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertammg to the firm of
Jackson National Life Distributors, LLC , , as

of December 31 ,20__06  are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as th a customer, except as follows:

)
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%"- J‘:...m
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Uy '-. oY ..'0 .
1\7 .'-.(,B L-\?'.v.o /( /\/’/_\
Togcane® N 1 y
OF co\O Signature
Vice President, Controller
MyCu'nmsion Expires 07/09/2008
Title
Notary Public

hIS report *¥ contains (check all applicable boxes):

(a) . Facing Page.

(b} Statement of Financial Condmon

{¢) Statement of Income {(Loss).

{d) Statement of Changes in Financial Condition. ‘

{e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprictors’ Capnal

() Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(i) - A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation, :

(1) An Qath or Affirmation.

(m) A copy of the SIPC Supplementai Report,

(n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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JACKSON NATIONAL LIFE DISTRIBUTORS LLC
(A Wholly Owned Subsidiary of Jackson National Life Insurance Company)

Index to Financial Statements and Supplementary Inf?rmation
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Statement of Operauons
Statement of Changes in Mcmber s Equity

Statement of Cash Flows
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: ‘Supplementary Information
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~ Schedute I - Computatlon of Net Capital under Rule 15¢3-1 of the Securities and Exchange

Schedule.ll — Statement Regarding Rule 15¢3-3 of the Securities and Exchange Commission

-Independent Auditors’ Report on Intemal Control Reqmred by Rule 17a-5 of the Securities
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KPMG LLP

Suite 2700

707 Seventeenth Street

Danver, CO 80202 .

Independent Auditors’ Report

The Board of Managers and Member

Jackson National Life Distributors, LLC.
!

We have audited the accompanying statement of financial condition of Jackson National Life Distributors,
LLC. (the Company) (a wholly owned subsidiary of Jackson National Llfe Insurance Company and an
indirect wholly owned subsidiary of Prudential plc) as of December 31, 2006 and the related statements of
operations, changes in member’s equity, and cash flows for the year then cnded that you are filing pursuant
to Rule 17a-5 under the Securities Exchange Act of 1934, These ﬁnanmal statements are the responsibility
of the Company’s management. Qur responsibility is to express an oplmon on these financial statements
based on our audit.

We conducted our audit in accordance with auditing standards generally|accepted in the United States of
America. Those standards require that we plan and perform the audit to obtam reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedurcs that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on theleffectivencss of the Company’s.
internal control over financial reporting. Accordingly, we express no sucill opinion. An audit also includes
exan‘umng, on a test basis, evidence supporting the amounts and dlsclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe lhat our audll provides a reasonable
basis for our opinion. '

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Jackson National Life Distributors, LLC. as of December 31, 2006, and the results of
its operations and its cash flows for the year then ended in conformity wnlh accounting principles generally
accepted in the United States of America. f

'
F

Our audit was conducted for the purpose of forming an opinion on the ba51c financial statements taken as a
whole. The information contained in Schedules I and 11 is presented for purposes of additional analysis and
is not a required part of the basic financial statements, but is suppler’ncntary information required by
Rule 17a-5 under the Securities Exchange Act of 1934. These s'upplcmcntal schedules are the
responsibility of the Company’s management. Such information has | been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated, in all
material respects, in relation to the basic financial statements taken as a whole.

KPMe P

Denver, Colorado
February 9, 2007

KPMG LLP a U.S. limited lisbility partnership, is the U.S.
member firm of KPMG International, a Swiss coopaerative..




JACKSON NATIONAL LIFE DISTRIBUTORS, L;LC.
(A Wholly Owned Subsidiary of Jackson National Life [nsuran?:e Company)

Statement of Financial Condition
December 31, 2006

Assets . [

Cash and cash equivalents ' 5 944,979
Fees receivable : t 1 , . 3,728,836

C - $ 4673815

Liabilities and Member’s Equity

Liabilities:

Payable to affiliate _ ‘ $ 3,687,119
3,687,119
Member’s ecluity: :
Capital contribution. ; 300,000
Retained earnings 686,696
Total member’s equity 986,696 -
$ 4673815

See accompanying notes to financial stalements.
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JACKSON NATIONAL LIFE DISTRIBUTORS, L:LC.
(A Wholly Owned Subsidiary of Jackson National Life Insurance Company)

Statement of Operations ;
Year ended December 31, 2006 X

Revenues:

I
- ) !
t

Service fee income and expense reimbursement, from affiliate $ 137,127,791
- 12b-1 fee income . - . G 36,255,759
Interest income RN . : J 18,068
Total revenues ‘ 173,401 6 18
Expenses: 7 o

‘Commissions expense 64,449,782
Compensation and benefits 31,192,862
Marketing 33,885,836
Printing ‘ 7,569,623
Travel and entertainment - 10,542,734
" Literature distribution 3,634,978
Occupancy expenses 9,843,701
Other expenses 12,148,046
Total expenses 173,267:562

Pretax income 134,056 .

Income tax benefit (65,944)
Net income $ 200,000

See accompanying notes to financial statements.
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l : JACKSON NATIONAL LIFE DISTRIBUTORS, LL.C. .

N {A Wholly Owned Subsidiary of Jackson National Life Insurance Company) .
' I - ' Statement of Changes in Member’s Equity

| S Year ended December 31, 2006

l Common stock - Total

Shares . -~ - . . Capital ;. -Retained - .. member's
: outstanding Amount 7~ contribution " . earnings equity
l Balances, December 31,2005 ‘ 5000 $° 500008 295000 $ | 486,696 -5 786,696
: Co - T N

} : Conversion to limited liability company (5.000) ' - (5,000 Y000 b - . -
Vo - Net income - - e A e e ,."200,000 " 200,000
l Balances, December 31,2006 . - - § T Vs 300000-°8 | 686,696 'S © 986,696 .
" = ——— SR —

. . i

l See accompanying notes to financial statements. . !
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JACKSON NATIONAL LIFE DISTRIBUTORS, LJLC
(A Wholly Owned Subsidiary of Jackson National Life 1nsuran(!:e Company)

Statement of Cash Flows
Year ended December 3 l, 2006

Cash flows from opcratmg activities: ,
Net income ' - ] ' L $
Adjustments to reconcile net income to net cash prov1ded by operalmg activities:

Changes in assets and liabilities:
 Increase in fees receivable :
Decrease in income taxes payable . P

" Increase in payable to affiliate '

i

200,000

(1,226,033)
(70,682)"
1,183,565

Net cash provided by operating activities

86,850

Increase in cash and cash equivalents

Cash and cash equivalents, beginning of year

86,850
858,129

Cash and cash equivalents, end of year : : $

944,979

Supplemental cash flow information:
Income taxes paid, net of refunds ‘ $

4,738

See accompanying notes to financial statements.
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Organization and Significant Accounting Policies

(a)

(b)

(c)

(d)

(e)

JACKSON NATIONAL LIFE DISTRIBUTORS, LLC.
{A Wholly Owned Subsidiary of Jackson National Life Insurance Company)

Notes to Financial Statements

December 31, 2006

r §

Organization

Jackson National Life Distributors, LLC. (the Company), a registered broker-dealer under the
Securittes Exchange Act of 1934, serves as the principal distributor and sales and marketing
organization for the Jackson National Life Insurance Company (Jackson) insurance and annuity
products, which are regulated under federal securities laws. The Company is a wholly owned
subsidiary of Jackson which, in turn, is an indirect wholly owned subsidiary of- Prudential plc.
Effective May 31, 2006, the Company converted from a C corporauon to a Limited Liability
Company (LI.C). Jackson is the sole member of the Company and i 1s entitled to elect and remove the
Managers of the Company and is also entitled to 100% of the net proﬁts or losses of the Company.
Jackson has no liability for any debt, obligation or liability of the Company, excepl to the extent
expressly assumed. Effective with that conversion, the $5,000 attnbuted to outstanding cemmon
stock was converted to contributed capltal |

Basis of Presentation

P L ,
The accompanying financial statements have been prepared using the accrual method of accounting,.

Cash and Cash Eguivalents |

Cash and cash equivalents consist of cash on hand and in banks mcludlng money market, demand
deposits, commercial paper, and certificates of deposit with maturities of three months or less and
money market mutual funds.

1
i
Income Taxes i
b

Federal and state income taxes on net taxable earnings of a LLC are payable by the member in
accordance with the Internal Revenue Code. Accordmgly, no provnsnon has been made for United
States federal or state income taxes in the accompanying financial statements subsequent to the
May 31, 2006 conversion from a Corporation to a LL.C.

Use of Estimates

The accompanying financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America which requnres management of the Company to
make estimates and assumptions relating to the.reported amount of assets and liabilities, as well as
the disclosure of contingent assets and liabilities at the date of ithe, financial statements and the
reported amounts of revenues and expenses during the.year. Actual results could differ from those
estimates. -~ - ’

>
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3)

4)

5

Service Fee Income and Expense Reimbursement from Affiliate |

The Company has a cost allocation agreement with Jackson whereby the Company assists in making
arrangements with broker-dealers for the distribution of Jackson insuraﬁce and annuity products and in
promoting the sale thercof through such broker-dealers. Pursuant:-to the agreement, the Company is
required to perform various services including technical assistance, trammg, and recrviting of qualified
representatives. For services provided under this agreemcm and for reimbursement of expenses incurred,
the Company was compensated $137,127,791 for 2006." - . j

Jackson provides personnel, services, and office spabe to.the Compan;r under the'agreement which is
considered by managemenl to be reasonable to both" parties. The Company reimbursed Jackson for
administrative expenses, primarily rcpresenung salanes émployee beneﬁts and other promotional
expenses, which are initially paid by Jackson in the amount of $173, 201 ,618 for 2006. Because of this

" agreement, it is possible that the terms of these transactions are not the |same as those that would result

from transactions among wholly unrelated parties. The monthly reimbursement to Jackson is not required
to be paid until the Company receives the monthly 12b-1 fee income discussed in note 3.

12b-1 Fee Income - _ '

t

In conjunction with its services as the principal distributor and sales an%i marketing organization for the
Jackson insurance and annuity products, the Company has entered into a Distribution Agreement with INL
Series Trust (the Trust), an open end management investment companyi registered under the Investment .

Company Act of 1940, pursuant to a Distribution Plan adopted by thc Trust under the Securities and =

Exchange Commission Rule 12b-1. The Company receives a monthly fee from the Trust based upon the
average daily net assets attributable to the Class A Shares of select Funds in the Trust.

Regulatory Pronouncements

In October 2003, the NASD issued Notice to. Members 03-63 (NTM 03- 63) which outlines the
SEC guidance on the recording of expenses and liabilities by broker-dcalers On July 11, 2003, the
Securities and Exchange Commission (SEC) Division of Market Regulatlon issued a letter to clarify its

- position under ‘SEC Rules 15¢3-1, 17a-3, 17a-4, and 17a-5 regardmg the treatment of broker-dealer

expenses and liabilities. The letter addresses situations in which an affiliated party has agreed to pay
expenses related to the business of the broker-dealer and réquired the broker-dealer to either record the -
expenses borne by the affiliate or to adjust the broker-dealer’s net capnal to reflect these expenses. The
Company is in compliance with NTM 03-63 as a result of the cost allocatlon agreement referred to in
note 2.

Income Taxes

Prior to conversion to a limited liability company, the Company filed|its federal and state income tax
returns on a separate-entity basis. Federal and state income tax expense is charged to' the Company by
Jackson under the cost allocation agreement discussed in note 2. As meals and entertainment are incurred
on behalf of Jackson, the Company properly excluded the non—deductlblcwpomon of such expenses from its
provision for income 'taxes. Deferred tax: assets and liabilities, if any, were recogmzed for the future 1ax
consequences attributable .to differences between the financial statemenl carrying amounts of existing
assets and liabilities and their respective tax bases. Deferred tax assets and liabilities were measured using
enacted tax rates expected to apply to taxable income in the years in wlnch those temporary differences are
expected to be recovered or settled.
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L Incomc tax benefit of the Company for the period from January 1, 2006 t

May 31, 2006 is comprised of

SV ,4..__,._0__._‘ .

+. ‘the following:
. Current: ' : . _
Federal e L -$.1.-(37.457)
State - o . K (28 487) ;;
Tow . - i -8 | (s o)
S P : J r

The total income tax provision differs from the ‘amount computed by applymg the' slalutory federal income

“tax rate of 15% for the period from January 1, 2006 to May 31, 2006 for the followmg reasons:

Expected income tax expense ! 5,553
State income tax expense I 4,683
True-up of prior year tax liabilities | (76,180)
' Total income tax benefit $ | (65944
!
l

‘Net Capital Requirements

The Company is subject to the Securities' and Exchange Commission’s Uniform Net Capitﬁl Rule

" (Rule 15¢3-1) which requires that the ratio of aggregate indebtedness ‘lo net capital shall not;exceed

15-t0-1. On December 31, 2006, the Company’s ratio of aggregate indebtedness to net capltal was
3.98-to-1 and net capital was $926,079, which was $680 271 in excess of the minimum capital required of

. $245,808. {

|
|
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JACKSON NATIONAL LIFE DISTRIBUTORS LLC

!

Schedule 1

(A Wholly Owned Subsidiary of Jackson National Life Insurance Company)

Computation of Net Capital under Rule 15¢3-1
_ of the Securities and Exchange Commission

December 31, 2006 ,

Net capital:
Total member’s equity qualified for net capltal
Deductions for non-allowable assets

Net capital before haircuts on securities positions

Haircuts on securities positions

Net capital

: Aggregate indebtedness

Total aggregate indebtedness

Computation of basic net capital requirement;

6-2/3% of total aggregate indebtedness (or $5,000, if greater)
Excess net capital

Excess net capital at 1,000%

Ratio: Aggregate indebtedness to rlet capital -

$. 986,696

T @117
944,979

. (18,900)
S 926079
- 3.687.119
$ 3,687,119
g 245:808

_$ 680,271

398%

Note:  The computation of net capital under Rule 15¢-1 as of December 31, 2906 computed by the
Company, in its Form X-17a-5, Part 1L, filed with NASD Regulallon Inc. on January 25, 2007
does not dlffer from the above calculation which is based upon audlted financial statements.

See accompanying independent auditors’ report.
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* JACKSON NATIONAL LIFE DISTRIBUTORS, iLLC.
(A Wholly Owned Subsidiary of Jackson National Life Insurance Company)
Statement Regarding Rule 15(:3—?; of the
Securities and Exchange Commission
Decembf_:l:_'3“l, 2006 ) ‘ .
The Company is cx'.q'm[.at from Rule 15¢3-3 of the Sécuritiqs and _EJ_(cha(_lge'Comr!nissibn‘ under - : = :
-, paragraph (k)(1) of that rule. . A 1 " '
. _ o , i o ¥ .--“-,_;r .
See accompanying independent auditors’ report. '
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KPMG LLP

Suite 2700

707 Seventeenth Street
Denver, CO 80202

~ Independent Auditors’ Report on Internal Control Required by
Rule 17a-5 of the Securities Exchange Act of 1934 for a Broker-Dealer Claiming
an Exemption from Rule 15¢3-3 of the Securities and Exclllange Commission

5

The Board of Managers and Member
Jackson National Life Distributors, LLC.: .

In planning and performing our audit of the financial statements of Jackson National Life Distributors,
LLC. (the Company) {a wholly owned subsidiary of Jackson National Llfc Insurance Company: and an
indirect wholly owned subsidiary of Prudential plc), as of and for the year ended December 31, 2006, in

|
accordance with auditing standards generally accepted in the United States of America, we considered the -

Company’s internal control over financial reporting as a basis for deSIgnmg our auditing procedures for the
purpose of expressing our opinion on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control. Accordmgly, we do not express an opinion
on the effectiveness of the Company’s internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Confnmission (SEC), we have made a
study of the practices and procedures followed by the Company inqluding consideration of control
activities for safeguarding securities. This study included tests of such practices and procedures that we
considered relevant to the objectives stated in rule 17a-5(g) in making the periodic computations of

aggregate indebtedness (or aggregate debits) and net capital under rule 17a-3(a)(11) and for detérmining -

compliance with the excmptlve provisions of rule 15¢3-3. Because the Ciompany does not carry securities

accounts for customers or perform custodial functions relatmg to customer securities, we did not review the

practices and procedures followed by the Company in any of the followmg

i
1. Making quarterly securities examinations, counts verifications, and comparisons and recordation of

differences required by rle 17a-13 . !

2. Complying with the requirements for prompt payment for securfitics under Section § of Federal

Reserve Regulation T of the Board of Governors of the Federal Reserve System

l

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulflllmg this responsibility, estimates
and judgments by management are required to assess the expected bcneﬁts and related costs of controls
and of the practices and procedures referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the SEC’s above- mentloned objectives. Two of the
objectives of internal control and the practices and procedures are to prov1de management with reasonable
but not absolute assurance that assets for which the Company has rcsponsnblhty are safeguarded against
loss from -unauthorized use or disposition and that transactions are executed in accordance with
management’s authorization and recorded properly to’ permit the prcparatlon of financial statements in

_conformity with accounting principles generally accepted in the United States of America. Rule 17a-5(g)
* lists additional objectives of the practices and procedures listed in the precedmg paragraph.

KPMG LLP, a U.S. limited liability partnershin, is tha U.5.
maember firm of KPMG International, a Swiss cooperative.
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effectiveness of their design and operation may detenorate

|
Because of inherent limitations in internal control and the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any evaluatlon of them to future periods is
subject to the risk that they may become inadequate because of changes in conditions or that the

- ..

A control def' iciency exists when the design or operation of a control icloes .not allow management or
employees, in the normal course of perfornnng their assigned functions, to prevent or detect misstatements
on a timely basis. A significant deficiency is'a control deficiency, or combmauon of control deficiencies,
that adversely affects the entity’s ability to initiate, authorize, - record, process or report financial data
reliably in conformity with accounting principles generally accepted in the United States of America such
that there is more than a remote likelihood that a mlsstatement of the entlly s financial statements that is

more than mconsequenual will not be prevented or detected by the entity *s'internal control.
!

A material weakness is'a significant deficiency or combination of sngmﬁcant deficiencies, that results in
more than a remote likelihood that a material misstatement of the fmanmal’statements will not be prevented

or detected by the entity’ s mtemal control. ‘

Our consideration of internal.control was for the limited purpose deecrlbed in the first and - second
paragraphs and would not necessarily identify all deficiencies in mlernal control that might be material
weaknesses. We did not identify any deficiencies in internal control and c!omrol activities for safeguarding
securities that we consider to be material weaknesses, as defined above. |

!

We understand that practices and procedures that accomplish the obje'ctives referred to in the second
paragraph of this report are considered by the SEC to be adequate for 1ts|purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes. Based
on this understanding and on our study, we believe that the Compan§’s practices and procedures, as
described in the second paragraph of this report, were adequate at December 31, 2006, to meet the SEC’s
objectives.

This report is intended solely for the mformatlon and use of the Board of Managers management the SEC,
and other regulatory agencies that rely on rule 17a-5(g) under the Securmes Exchange Act of 1934 in their
regulation of registered brokers and dealers, and is not intended to be and should-not be used by anyone
other than these specified parties.

KPMG P |

Denver, Colorado
February 9, 2007
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