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OATH OR AFFIRMATION

Jimmie Barnhill swear or affirm that to the best of

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

PFS Investments Inc as

of December 31 20 08 are true and correct 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 that of customer except as follows

Signature

Vice President

Title

This report contains check all appli

1I Facing Page

Statement of Financial Condition

Statement of Income Loss
II Statement of Changes in Financial Condition

Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 5c3-3

Information Relating to the Possession or Control Requirements Under Rule 5c3-3

IJ Reconciliation including appropriate explanation ofthe Computation ofNet Capital Under Rule 5c3-I and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation

An Oath or Affirmation

copy of the SIPC Supplemental Report

Ei report describing any
material inadequacies found to exist or found to have existed since the date ofthe previous audit

For conditions of confidential treatment of certain portions ofthisfihing see section 240.17a-5e3



SEC Ma Processn

Secion

1i

Washingtor UC
110

PFS INVESTMENTS INC

Wholly Owned Subsidiary of Primerica Finance Corporation

Statement of Financial Condition

December 31 2008

With Independent Auditors Report Thereon



KPMG LLP

Suite 2000

303 Peachtree Street NE

Atlanta GA 30308

Independent Auditors Report

The Board of Directors

PFS Investments Inc

We have audited the accompanying statement of financial condition of PFS Investments Inc
the Company wholly owned subsidiary of Primerica Finance Corporation as of December 31 2008
that you are filing pursuant to Rule 7a-5 under the Securities Exchange Act of 1934 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 in accordance with auditing standards generally accepted in the United States of
America Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the statement of fmancial condition is free of material misstatement An audit of statement of
financial condition includes consideration of internal control over financial reporting as basis for

designing audit procedures that are appropriate in the circumstances but not for the purpose of expressing
an opinion on the effectiveness of the Companys internal control over financial reporting Accordingly
we express no such opinion An audit of statement of financial condition also includes examining on
test basis evidence supporting the amounts and disclosures in that statement of financial condition
assessing the accounting principles used and significant estimates made by management as well as
evaluating the overall financial statement presentation We believe that our audit provides reasonable
basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all material

respects the financial position of PFS Investments Inc as of December 31 2008 in conformity with
U.S generally accepted accounting principles

LCP

Atlanta Georgia

March 2009

KPMG LLP U.S limited liability partnership is the U.S

member firm of KPMG International Swiss cooperative



PFS INVESTMENTS INC

Wholly Owned Subsidiary of Primerica Finance Corporation

Statement of Financial Condition

December 31 2008

Assets

Cash and cash equivalents
36460412

Restricted cash 213330

Securities owned at fair value 11093584

Accounts receivable from representatives 1504005

Receivables from affiliates 5344021

Other receivables 2411371

Contract buyout less accumulated amortization of $11615794 9034507

Accrued interest income 71153

Furniture equipment and leasehold improvements at cost

less accumulated depreciation and amortization of $915739 40477

Distribution costs 26641550

Other assets 1863535

Total assets 94677945

Liabilities and Stockholders Equity

Unpresented checks 821945

Commissions payable to representatives 4713021

Payables to affiliates 7208704

Income taxes payable to Parent 8452483

Deferred income taxes 5695815

Accounts payable and accrued expenses 9406600

Other liabilities 459438

Total liabilities 36758006

Stockholders equity

Common stock $0.10 par value Authorized 100000 shares

issued and outstanding 25500 shares 2550

Additional paid-in capital 54554963

Retained earnings 3362426

Total stockholders equity 57919939

Contingencies

Total liabilities and stockholders equity 94677945

See accompanying notes to statement of financial condition



PFS INVESTMENTS INC

Wholly Owned Subsidiary of Primerica Finance Corporation

Notes to Statement of Financial Condition

December 31 2008

Summary of Significant Accounting Policies

General Information

PFS Investments Inc the Company is wholly owned subsidiary of Primerica Finance

Corporation wholly owned indirect subsidiary of Citigroup Inc the Parent The Company is

registered broker-dealer in securities under the Securities Exchange Act of 1934 and is an

introducing broker-dealer under the laws governed by the National Association of Securities Dealers

NASD for 36 mutual fund families with which it has selling agreements Under these selling

agreements the Company receives dealer reallowances and 12b-1 trailer fees and in turn pays

commissions on these fees to approximately 18400 registered representatives The Company has

been approved by the Internal Revenue Service under applicable tax code provisions to act as

nominee custodian solely for federal income tax purposes for certain funds managed by Legg Mason

Inc Van Kampen Pioneer Funds and AIM The Company receives annual custodial fees in this

capacity

Effective December 2005 the Company entered into selling agreement with Legg Mason

Investor Services LLC LMIS which is the underwriter for the Legg Mason Partners Funds Under

this agreement the Company received underwriter concessions and 2b- distribution fees through

May 31 2008 Since June 2008 the Company no longer receives the underwriter concessions

Securities Transactions

Securities transactions are recorded on trade date basis Such securities primarily consist of bonds

which are carried at fair value

Cash Equivalents

The Company considers all highly liquid securities purchased with maturity of 90 days or less to be

cash equivalents Cash equivalents at December 31 2008 include commercial paper and

Treasury bills totaling $35818992

Depreciation and Amortization

Depreciation of furniture and equipment is provided for over the estimated useful lives of the

respective assets using the straight-line method The cost of leasehold improvements is amortized on

straight-line basis over 60 months or shorter Maintenance and repairs which do not significantly

extend the useful life of the related asset are expensed as incurred

Income Taxes

The Company accounts for income taxes using the asset and liability method prescribed by

Statement of Financial Accounting Standards SFAS No 109 Under the asset and liability method

of SFAS No 109 deferred tax assets and liabilities are recognized for the future tax consequences

attributable to differences between the financial statement carrying amounts of existing assets and

liabilities and their respective tax bases Deferred tax assets and liabilities are measured using

enacted tax rates expected to apply to taxable income in the years
in which those temporary

differences are expected to be recovered or settled Under SFAS No 109 the effect on deferred tax

Continued



PFS INVESTMENTS INC

Wholly Owned Subsidiary of Primerica Finance Corporation

Notes to Statement of Financial Condition

December 31 2008

assets and liabilities of change in tax rates is recognized in the period that includes the enactment

date

The Companys income is included in the consolidated income tax returns of the Parent The Parent

allocates to the Companys tax expense as if the Company filed separate tax returns

Accounts Receivable from Representatives

The Company advances commissions to individual agents on certain sales Such advances are

reduced as commissions are earned Accounts receivable from representatives are amounts due from

agents for these advances as well as licensing and commission reversals Losses from such

receivables are indemnified by other agents

Distribution Costs

Distribution costs receivable represent commissions paid to agents for sales of Class mutual fund

shares managed by LMIS Distribution costs receivable are amortized over the same period as

recovered These costs are recovered over 96 months through various fees charged to the mutual

fund shareholders The Company periodically reviews this asset for impairment in accordance with

SFAS No 144 Accounting for the Impairment or Disposal ofLong-Lived Assets

Ii Contract Buyout

Effective July 1995 $20650301 lump sum was paid to Management Financial Services Inc in

connection with the termination of its agreement The amortization of this contract buyout is

calculated on straight-line basis over 24 years which represents the life of the noncompete

agreement

Fair Value ofFinancial Instruments

SFAS No 157 Fair Value Measurements defines fair value establishes framework for measuring

fair value expands disclosures about fair value measurements and establishes hierarchy of

valuation techniques based on whether inputs to those valuation techniques are observable or

unobservable Cash and cash equivalents accounts receivable affiliate receivables and accounts

payable and accrued expenses are reflected in the statement of financial condition at historical cost

which management believes approximates fair value because of the short-term maturity of these

instruments Investments in bonds are carried at fair value

Use of Estimates

The preparation of statements of financial condition in conformity with U.S 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 statements of financial condition Actual results could differ from those estimates

Continued



PFS IN VESTMENTS INC

Wholly Owned Subsidiary of Primerica Finance Corporation

Notes to Statement of Financial Condition

December 31 2008

Securities Owned

Securities owned are summarized as follows

Fair value

Corporate bonds at fair value 3239531

Mortgage backed bonds at fair value 7854053

Total 11093584

The Company has adopted SFAS No 157 Fair Value Measurements SFAS 157 and has valued the

investment portfolio according to the hierarchy of valuation techniques it prescribes based on whether the

inputs to those techniques are observable or unobservable

When available the Company uses quoted market prices to determine the fair value of available-for-sale

debt and equity securities such items are classified in Level of the fair-value hierarchy

If quoted market prices are not available the Company generally determines fair value utilizing internal

valuation techniques Fair values from internal valuation techniques are verified where possible to prices

obtained from independent vendors Vendors compile prices from various sources and may apply matrix

pricing for similar instruments where no price is observable If available the Company may also use

quoted prices for recent trading activity of assets with similar characteristics to the instrument being

valued These items are classified in Level of the fair-value hierarchy

The estimated fair value of all securities owned by the Company are classified in level of the fair value

hierarchy at December 31 2008

Continued



PFS INVESTMENTS INC

Wholly Owned Subsidiary of Primerica Finance Corporation

Notes to Statement of Financial Condition

December 31 2008

Income Taxes

The tax effects of temporary differences that give rise to the net deferred tax liability at December 31 2008

are presented below

Deferred tax assets

State income taxes 3678820

Accrued expenses 2419654

Other 1447960

Total deferred tax assets 7546434

Deferred tax liabilities

Distribution costs 9737487
Intangible assets 3302112
Other 202650

Total deferred tax liabilities 13242249

Net deferred tax liability 5695815

There was no deferred tax asset valuation allowance at December 31 2008 In assessing the realizability of

deferred tax assets management considers whether it is more likely than not that some portion or all of the

deferred tax assets will not be realized Management considers the scheduled reversal of deferred tax

liabilities projected future taxable income and tax planning strategies in making this assessment

Management believes that it is more likely than not that the results of future operations will generate

sufficient taxable income to realize the deferred tax assets

The Companys unrecognized tax benefits in accordance with Financial Accounting Standards Board

Interpretation No 48 at December 31 2008 were $6573682

The only event reasonably possible to occur within 12 months of the reporting date is the addition of the

most recent year to the Companys tax contingency reserves and the release of the oldest year for which

taxes are reserved The projected net movement in the Companys tax contingency reserves resulting from

this projected movement is not considered to be material by the company

The Company is currently open to audit under the statute of limitations by the Internal Revenue Service for

the years ended December 31 2003 through 2008 for federal tax purposes and for the years ended

December 31 2002 through 2008 for state tax purposes primarily Georgia

Net Capital Requirement

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule 15c3-1

This regulation requires the maintenance of minimumnet capital of the greater of $250000 or 6-2/3% of

aggregate indebtedness The regulation also requires that the ratio of aggregate indebtedness to net

capital as those terms are defined not exceed 15-to-i At December 31 2008 the Company had net

Continued



PFS INVESTMENTS INC

Wholly Owned Subsidiary of Primerica Finance Corporation

Notes to Statement of Financial Condition

December 31 2008

capital of $10178309 which was $7741554 in excess of its required net capital of $2436755 The

Companys aggregate indebtedness to net capital ratio was 3.59-to-i

Liabilities Subordinated to the Claims of General Creditors

At December 31 2008 the Company had no liabilities that were subordinated to the claims of general

creditors

Related-Party Transactions

Effective July 1995 the Company terminated its agreement with Management Financial Services Inc

MFS formerly Williams Associates Inc owned by former company officer by paying

lump sum of $20650301 Prior to July 1995 the Company was obligated to pay an amount equal to

5.25% of commissions received by the Company The lump-sum contract buyout is being amortized

straight-line over period of 24 years Provisions of the buy-out provide for noncompete agreement to

continue through July 2019

The Company purchases computer services electronic media resources and printing services from

affiliates to support its brokerage operations The Company also incurs management fee relating to

certain shared general and administrative expenses allocated by an affiliate Primerica Life Insurance

Company PLIC The Company owes PLIC $6638353 for these services and allocated expenses as of

December 31 2008 This amount is included in payables to affiliates in the accompanying statement of

financial condition

The Company has an arrangement in which payroll expenses are paid by PLIC and reimbursed by the

Company As of December 31 2008 the Company has payable of $649965 for payroll expenses This

amount is included in payables to affiliates in the accompanying statement of financial condition

The Company has an arrangement in which certain licensing fees are paid by the Company on behalf of

PLIC and subsequently reimbursed At December 31 2008 the Company has receivable of $1634135

for licensing fees This amount is included as reduction in payable to affiliates in the accompanying

statement of financial condition

The Company purchases portion of its fidelity bond coverage from affiliates The current coverage is

effective from April 28 2008 through April 27 2009

The Company has an arrangement in which the Company receives cash on behalf of Primerica Financial

Services Inc an affiliate relating to commission income and pays all related expenses for the sales of

variable annuities thereby remitting the net to Primerica Financial Services Inc The Company owes

Primerica Financial Services Inc $1256293 at December 31 2008 This amount is included in payables

to affiliates in the accompanying statement of financial condition

Continued



PFS INVESTMENTS INC

Wholly Owned Subsidiary of Primerica Finance Corporation

Notes to Statement of Financial Condition

December 31 2008

The Company has an arrangement in which the Company receives and disburses cash on behalf of

Primerica Financial Services Home Mortgages Inc HMI HMI owes the Company $340213 at

December 31 2008 The Company receives management fee relating to certain shared general and

administrative expenses allocated to HMI The Company owes HMI $4969 for management fees at

December 31 2008 The net amount is included in receivables from affiliates in the accompanying

statement of financial condition

The Company has an arrangement in which Primerica Shareholder Services PSS disburses cash on behalf

of the Company PSS owes the Company $238081 at December 31 2008 The Company receives

management fee relating to certain shared general and administrative expenses allocated to PSS PSS owes

the Company $4290602 for these services and allocated expenses as of December 31 2008 The total

receivable from PSS of $4528683 is included in receivables from affiliates in the accompanying

statement of financial condition

The Company owes $298228 in miscellaneous payables to affiliates as of December 31 2008 This

amount is included in payables to affiliates in the accompanying statement of financial condition The

Company has miscellaneous receivables of $480094 from affiliates as of December 31 2008 This amount

is included in receivables from affiliates in the accompanying statement of financial condition

Contingencies

The Company is subject to various legal proceeds and claims which arise in the ordinary course of

business While the outcome of these matters cannot be predicted with certainty management does not

believe the outcome of any of these legal matters will have material adverse effect on the Companys

financial position

Restricted Cash

To more efficiently serve its customers the Company holds customer checks that are received with

incomplete investment applications for longer than 24 hours while problems with the application are

resolved The Company holds certain customer checks up to 72 hours and places an amount equal to 105%

of the amount of the customers checks held into separate bank account for the exclusive benefit of

customers At December 31 2008 the total amount of cash held in this separate account was $213330 and

is included in restricted cash in the accompanying statement of financial condition

Risk and Uncertainties

Investment securities are exposed to several risks such as interest rate and credit risks Due to the risks

associated with investment securities it is at least reasonably possible that changes in the values of

investment securities will occur in the near term and such changes could materially affect the amounts

reported in the Companys financial statements

Distribution costs receivable are exposed to market risk Due to the risks associated with distribution costs

receivable it is at least reasonably possible that changes in the market will occur in the near term and such

changes could materially affect the amounts reported in the Companys financial statements

Continued



PFS IN VESTMENTS INC

Wholly Owned Sub sidiaiy of Primerica Finance Corporation

Notes to Statement of Financial Condition

December 31 2008

10 Form X-17A-5 Part

Pursuant to SEC Rule 15c3-1 as adopted by the FINRA and as applied in conformity with generally

accepted industry practices the Company includes sales of variable annuity products in its computation of

net capital These variable annuity sales are however recorded in the financial records of Primerica

Financial Services Inc an insurance agency licensed affiliate and therefore are not included in the

accompanying statement of financial condition of the Company The schedule below details the difference

between net capital as reported in Form X- 7A-5 Part II and the accompanying statement of financial

condition The inclusion of the sales in Form X- 7A-5 is consistent with the treatment afforded such sales

in prior years Additionally the Company has relied upon SEC no-action letters concerning such treatment

and continues to rely on such no-action letters unless and until instructed otherwise

Form X-17A-5 annuity of financial

Part II adjustments condition

Total ownership equity including

adjustments 405611158 347691219 5791 9939

Nonallowab le assets 393482770 346559898 46922872
Haircuts on securities 812465 6293 818758

Netcapital 11315923 1137614 10178309



KPMG LIP

Suite 2000

303 Peachtree Street NE

Atlanta GA 30308

The Board of Directors

PFS Investments Inc

In planning and performing our audit of the statement of financial condition of PFS Investments Inc

the Company wholly owned subsidiary of Primerica Finance Corporation as of December 31 2008 in

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

Companys internal control over financial reporting internal control as basis for designing our auditing

procedures for the purpose of expressing our opinion on the statement of financial condition but not for the

purpose of expressing an opinion on the effectiveness of the Companys internal control Accordingly we

do not express an opinion on the effectiveness of the Companys internal control

Also as required by Rule 17a-5gl of the Securities and Exchange Commission SEC we have made

study of the practices and procedures followed by the Company including 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-5g in making the periodic computations of

aggregate indebtedness and net capital under Rule 7a-3a1 and for determining compliance with the

exemptive provisions of rule 5c3 -3 Because the Company does not carry security accounts for customers

or perform custodial functions relating to customer securities we did not review the practices and

procedures followed by the Company in any of the following

Making the quarterly securities examinations counts verifications and comparisons and the

recordation of differences required by Rule 7a- 13

Complying with the requirements for prompt payment for securities under Section of Federal

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

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 fulfilling this responsibility estimates

and judgments by management are required to assess the expected benefits 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 SECs above-mentioned objectives Two of the

objectives of internal control and the practices and procedures are to provide management with reasonable

but not absolute assurance that assets for which the Company has responsibility are safeguarded against

loss from unauthorized use or disposition and that transactions are executed in accordance with

managements authorization and recorded properly to permit preparation of financial statements in

conformity with U.S generally accepted accounting principles Rule 7a-5g lists additional objectives of

the practices and procedures listed in the preceding paragraph

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 evaluation of them to future periods is

subject to the risk that they may become inadequate because of changes in conditions or that the

effectiveness of their design and operation may deteriorate
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deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to prevent or

detect misstatements on timely basis significant deficiency is deficiency or combination of

deficiencies in internal control that is less severe than material weakness yet important enough to merit

attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that there is

reasonable possibility that material misstatement of the entitys financial statements will not be prevented

or detected on timely basis

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in internal control that might be material

weaknesses We did not identify any deficiencies in internal control and control activities for safeguarding

securities that we consider to be material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the second

paragraph of this report are considered by the SEC to be adequate for its 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 material inadequacy for such purposes Based

on this understanding and on our study we believe that the Companys practices and procedures as

described in the second paragraph of this report were adequate at December 31 2008 to meet the SECs

objectives

This report is intended solely for the information and use of management the SEC and other regulatory

agencies that rely on Rule 7a-5g under the Securities 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

LCP

Atlanta Georgia

March 2009
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