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OATH OR AFFIRMATION

Margaret Horn swear or affirm that to the bcst of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Prudential Annuities Distributors Inc

of December 31 2008 are true and correct further swear or affirm that

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

classified solely as that of customer except as follows
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Report of Independent Auditors

To the Board of Directors and Stockholder of

Prudential Annuities Distributors Inc

In our opinion the accompanying statement of financial condition presents fairly in all material

respects the financial position of Prudential Annuities Distributors Inc the Company at

December 31 2008 in conformity with accounting principles generally accepted in the United

States of America This financial statement is the responsibility of the Companys management

Our responsibility is to express an opinion on this financial statement based on our audit We
conducted our audit of this statement in accordance with auditing standards generally accepted in

the United States of America which require that we plan and perform the audit to obtain

reasonable assurance about whether the financial statement is free of material misstatement An

audit includes examining on test basis evidence supporting the amounts and disclosures in the

statement of financial condition assessing the accounting principles used and significant

estimates made by management and evaluating the overall statement of financial condition

presentation We believe that our audit of the statement of financial condition provides

reasonable basis for our opinion

The Company is member of group of affiliated companies and as disclosed in Note to the

statement financial condition has extensive transactions and relationships with members of the

group Because of these relationships it is possible that the terms of these transactions are not

the same as those that would result from transactions among wholly unrelated parties

February 24 2009



Prudential Annuities Distributors Inc
Statement of Financial Condition

December 31 2008

dollars in thousands

Assets

Cash and cash equivalents

Accounts receivable

Prepaid commissions

Prepaid expenses and other assets

Total assets

Liabilities and Stockholders Equity

Liabilities

Due to affiliates

Accounts payable accrued expenses and other liabilities

Income taxes payable

Total liabilities

Commitments and contingent liabilities Note

6921

101

5713

167

12902

5686
90

242

6018

Stockholders equity

Contributed capital

Accumulated deficit

Total stockholders equity

Total liabilities and stockholders equity

The accompanying notes are an integral part of this financial statement

6996

112

6884

12902



Prudential Annuities Distributors Inc
Notes to Statement of Financial Condition

December 31 2008

dollars in thousands

Organization and Nature of Business

Prudential Annuities Distributors Inc the Company with its principal offices in Shelton

Connecticut is wholly-owned subsidiary of Prudential Annuities Inc which is an indirect wholly-

owned subsidiary of Prudential Financial Inc Prudential The Company is registered broker-

dealer subject to the rules and regulations of the Securities and Exchange Commission SEC
and the Financial Industry Regulatory Authority Inc FINRA

The Company is the principal underwriter and broker-dealer for SEC registered life and annuity

products issued by an affiliated company Prudential Annuities Life Assurance Corporation

PALAC In addition the Company and Prudential Investment Management Services LLC

PIMS an affiliate are co-distributors and underwriters of the Strategic Partners Mutual Funds
Inc SPM Funds As per the terms set forth in the underwriting and distribution agreement the

SPMF Funds are required to pay to the Company the portion of the distribution and shareholder

servicing fees attributable to Class formerly Class shares and Class shares which is used

to offset associated distribution and service fee expense

As more fully described in Note as of November 19 2007 the Company became principal

underwriter and distributor of registered variable annuities issued by three affiliates Prudential

Insurance Company of America PICA Pruco Life Insurance Company PLAZ and Pruco Life

Insurance Company of New Jersey PLNJ

Effective June 2006 the Company entered into wholesaling and marketing support agreements

with Allstate Life Insurance Company Allstate Life Insurance Company of New York and Allstate

Distributors LLC the underwriter Under the terms of the agreements the underwriter shall pay
the Company as the wholesaler for servicing contracts marketing allowance of 125 basis points

of all premium paid under variable contracts issued to customers

As more fully described in Note the Company has arrangements with PALAC relating to the

receipt of commission revenue and management and administrative fee income In addition the

Company has various agreements with Prudential companies relating to reimbursement of

expenses including services of officers the use of telecommunications office space travel

wholesaler compensation systems and equipment The accompanying Statement of Financial

Condition may not be indicative of the financial condition if the Company had been operated as an

unaffiliated entity

Summary of Significant Accounting Policies

The preparation of financial statements in conformity with generally accepted accounting principles

requires management to make estimates and assumptions that affect the reported amounts of

assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial

statements and the reported amounts of revenues and expenses during the reporting period
Actual results could differ from those estimates

The Companys cash and cash equivalents consist of funds on deposit in corporate account at

commercial bank and shares of money market mutual fund sponsored by Prudential company
Money market mutual funds are stated at cost which approximates market value



Prudential Annuities Distributors Inc
Notes to Statement of Financial Condition

December 31 2008

dollars in thousands

The Company adopted SEAS No 157 Fair Value Measurements on January 2008 This

Statement defines fair value establishes framework for measuring fair value in generally

accepted accounting principles and requires additional disclosures about fair value measurements
This Statement does not require any new fair value measurements but the application of this

Statement could change current practices in determining fair value The adoption of this guidance
did not have material impact on the Companys Statement of Financial Condition

The Company adopted SEAS No 159 The Fair Value Option for Financial Assets and Financial

Liabilities including an amendment of FASB Statement No 115 on January 2008 This

statement permits entities to choose to measure many financial instruments and certain other items

at fair value The objective is to improve financial reporting by providing entities with the

opportunity to mitigate volatility in reported earnings caused by measuring related assets and
liabilities differently without having to apply complex hedge accounting provisions The adoption of

this guidance did not have material impact on the Companys Statement of Financial Condition

Income Taxes

The Company is member of an affiliated group of companies that join in filing consolidated

federal income tax return In addition the Company and certain affiliates join in the filing of

consolidated state income tax return

Pursuant to the Prudential tax allocation agreement total federal and state income tax expense or

benefit is determined on separate company basis Members with losses record current tax

benefits to the extent such losses are recognized in the consolidated federal tax provisions
Deferred taxes are generally recognized when assets and liabilities have different values for

financial statement and tax reporting purposes

On January 2007 the Company adopted FASB Interpretation FIN No 48 Accounting for

Uncertainty in Income Taxes an Interpretation of FASB Statement No 109 This interpretation

prescribes comprehensive model for how company should recognize measure present and
disclose in its financial statements uncertain tax positions that company has taken or expects to

take on tax return The Company does not have any unrecognized tax benefits at December 31
2008

In December 2006 the Internal Revenue Service Service completed all fieldwork with regards
to its examination of the consolidated federal income tax returns for tax years 2002- 2003 The
final report was initially submitted to the Joint Committee on Taxation for their review in April 2007
The final report was resubmitted in March 2008 and again in April 2008 The Joint Committee
returned the report to the Service for additional review Prudential has responded to the Services

request for additional information The Service proposed an adjustment which was submitted to

the Joint Committee in October 2008 however this has no bearing on the Companys financial

position The Company was advised on January 2009 that the Joint Committee completed its

consideration of the report and has taken no exception to the conclusions reached by the Service

Accordingly the final report was processed and refund was received The statute of limitations

for the 2002-2003 tax years expires December 31 2009

In January 2007 the Service began an examination of the consolidated U.S federal income tax

years 2004 through 2006 For consolidated U.S federal income tax years 2007 and 2008
Prudential participated in the Services new Compliance Assurance Program the CAP Under
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dollars in thousands

CAP the Service assigns an examination team to review completed transactions

contemporaneously during the 2007 and 2008 tax years in order to reach agreement with
Prudential on how they should be reported in the tax return If disagreements arise accelerated
resolutions programs are available to resolve the disagreements in timely manner before the tax
return is filed It is managements expectation this new program will

significantly shorten the time

period between Prudentials filing of its federal income tax return and the Services completion of its

examination of the return

Related Party Transactions

As discussed in Note the Company has arrangements with PALAC whereby the Company earns
commission income from the sale of variable life insurance and variable annuity contracts issued
by PALAC The Company is the principal underwriter on these contracts and earns compensation
in accordance with its underwriting agreement with PALAC whereby the Company earns
commissions for acting as principal underwriter and the Company incurs commission expense to
broker-dealer organizations PALAC as paying agent makes all cash payments on behalf of the
Company

The Company has an arrangement with PALAC whereby the Company earns management and
administrative fee income from PALAC as compensation for services performed

Under the terms of the distribution and principal underwriting agreements discussed in Note
PICA PLAZ and PLNJ the insurance companies are responsible for payment of commissions
on the sale of variable annuity products issued by the insurance companies The insurance

companies reimburse the Company for costs and expenses incurred in connection with the
agreements

The Company receives various services from Prudential companies which include services of
officers the use of telecommunications office space travel wholesaler compensation systems
and equipment The costs of these services are charged to the Company pursuant to service

agreements with Prudential companies

At December 31 2008 the due to affiliates balance of $5686 reported in the Statement of
Financial Condition are primarily result of the activities described above

Cash and cash equivalents of $6921 represents 6920631 shares of Prudential money market
mutual fund distributed by PIMS

Commitments and Contingent Liabilities

The Company is subject to legal and regulatory actions in the ordinary course of its business
Management of the Company after consultation with its legal counsel believes that the ultimate
resolution of any pending litigation and regulatory matters should not have any material adverse
effect on the Companys Statement of Financial Condition

It should be noted that the judgments settlements and expenses associated with any pending
litigation and regulatory matters may after satisfaction of certain retention requirements fall within
the indemnification obligations of Skandia Insurance Company Ltd SICL to Prudential and its

subsidiaries under the terms of the stock purchase agreement whereby Prudential acquired the
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December 31 2008

dollars in thousands

Company and certain of its affiliates Those obligations of SICL provide for indemnification of
certain judgments settlements and costs and expenses associated with lawsuits and other claims

against the Company matters and apply only to matters or groups of related matters for which
the costs and expenses exceed $25 individually

Net Capital Requirements

The Company is subject to the Uniform Net Capital Rule Rule 5c3-1 pursuant to the Securities

Exchange Act of 1934 which requires the maintenance of minimum net capital and requires that
the ratio of aggregate indebtedness to net capital both as defined shall not exceed 15 to At
December 31 2008 the Company had net capital of $4478 which was $4077 in excess of its

required net capital of $401 The Companys ratio of aggregate indebtedness to net capital was
1.34 to

The Company is exempt from Rule 15c3-3 since it does not hold customer funds or safekeep
customer securities The Company claims exemption from the provisions of Rule 15c3-3 under the
Securities Exchange Act of 1934 in that the Companys activities are limited to those set forth in the
conditions for exemption appearing in paragraph k2ii of that Rule


