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OATH OR AFFIRMATION

1, Carl R. Pawsat , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Lincoln Financial Distributots, Inc , as

of December 31 ,2014 , are true and correct. 1 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 a customer, except as follows:

Ot o (-

Signature

ROBYN E HICKS
GUILFORD COUNTY, NG By nterim Fi ial Operations Principal

Wg& Title
Rolotgn &, Hickes_03Jp3|lle

Notary Public

This report ** contains (check all applicable boxes):

(a) Facing Page.

Xl (b) Statement of Financial Condition.

Bl (¢) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

XI (e) Statement of Changes in Stockholders’ Equity or Partners® or Sole Proprietors” Capital.

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

(g) Computation of Net Capital.

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

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

3 G) AReconciliation, 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 [5¢3-3.

[J (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An Oath or Affirmation.

[0 (m) A copy of the SIPC Supplemental Report.

L1 (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**[or conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Lincoln Financial Disttibutors, Inc.

Financial Statements and Supplementary Information

Years Ended December 31, 2014 and 2013
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Ernst & Young LLP Tel: +1 215 448 5000
One Commerce Square Fax:+1215448 4069
E I Suite 700
2005 Market Street
Building a better Philadelphia, PA 19103

working world

Report of Independent Registered Public Accounting Firm

The Board of Directors
Lincoln Financial Distributors, Inc.

We have audited the accompanying statements of financial condition of Lincoln Financial
Distributors, Inc. (an indirect, wholly owned subsidiary of Lincoln National Corporation) (the
Company), as of December 31, 2014 and 2013, and the related statements of income, changes in
stockholder’s equity and cash flows for the years then ended that are filed pursuant to Rule 17a-5
under the Securities Exchange Act of 1934. These financial statements are the responsibility of
the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An-audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide 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 Lincoln Financial Distributors, Inc. at December 31, 2014 and 2013, and
the results of its operations and its cash flows for the years then ended in conformlty with U.S.
generally accepted accounting principles.

The accompanying information contained in Schedules I and II has been subjected to audit
procedures performed in conjunction with the audit of the Company’s financial statements. Such
information is the responsibility of the Company’s management. Our audit procedures included
determining whether the information reconciles to the financial statements or the underlying
accounting and other records, as applicable, and performing procedures to test the completeness
and accuracy of the information. In forming our opinion on the information, we evaluated
whether such information, including its form and content, is presented in conformity with Rule
17a-5 under the Securities Exchange Act of 1934. In our opinion, the information is fairly stated,
in all material respects, in relation to the financial statements as a whole.

é/WWff MLLP

February 20, 2015

A member lirm of Ernst 8 Young Global Limited
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Lincoln Financial Distributots, Inc.

Statements of Financial Condition

Assets

Cash and invested cash
Commissions and fees receivable
Due from affiliates

Deferred tax asset

Other assets

Total assets

Liabilities and stockholder’s equity
Liabilities:

Due to affiliates

Other liabilities
Total liabilities

Stockholder’s equity:
Common stock — $25 par value; 10,000 shares authotized,
8,000 shares issued and outstanding
Additional paid-in capital
Accumulated deficit
Total stockholdet’s equity
Total liabilities and stockholder’s equity

See accompanying notes.

December 31

2014 2013
$ 8,244.368 $ 8,256,933
23,459,120 21,091,536
62,969 822,974
608 845
447,794 -
$ 32,214,859 § 30,172.288
$ 23,664,370 $ 21,119,131
65,903 569,010
23,730,273 21,688,141
200,000 200,000
12,632,000 12,632,000
(4,347,414) (4,347,853)
8,484,586 8,484,147
$ 32,214,859 $ 30,172,288
2
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Lincoln Financial Distributots, Inc.

Statements of Income

Revenues:
Commissions and fees from third parties
Commissions and fees from affiliates
Interest

Other”

Total revenues

Expenses:
Commissions and agency expenses
Service charges from affiliates

Total expenses

Income before income tax expense (benefit)

Income tax expense (benefit)
Net income (loss)

See accompanying notes.

Year Ended December 31
2014 2013
$ 193,095,556 $ 204,427,062
1,360,311,640 1,271,204,170
4,198 4123
- 3
1,553,411,394 1,475,635,358
193,095,556 204,427,062
1,360,311,640 1,271,204,170
1,553,407,196 1,475,631,232
4,198 4,126
3,759 43,098
$ 439 § (38,972
3
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Lincoln Financial Distributorts, Inc.

Statements of Changes in Stockholdet’s Equity

Common stock:
Balance as of beginning and end of year

Additional paid-in capital:
Balance as of beginning and end of year

Accumulated deficit:
Balance as of beginning of year
Net income (loss)
Balance as of end of year
Total stockholder’s equity as of end of year

See accompanying notes.

Year Ended December 31
2014 2013

$ 200,000 $ 200,000

12,632,000 12,632,000

(4,347,853)  (4,308,881)
439 (38,972)

(4,347,414) (4,347,853)

$ 8,484,586 $ 8484147
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Lincoln Financial Distributots, Inc.

Statements of Cash Flows

Cash flows from operating activities
Net income (Joss)
Adjustments to reconcile net income (loss) to net cash used in
operating activities:
Change in deferred tax asset
Change in commissions and fees receivable
Change in due from affiliates
Change in other assets
Change in due to affiliates
Change in other liabilities
Net cash used in operating activities

Net decrease in cash and invested cash
Cash and invested cash as of beginning of year

Cash and invested cash as of end of year

Supplemental disclosure of cash flow information
Income tax paid

See accompanying notes.

Year Ended December 31
2014 2013
$ 439 § (38,972)
237 (237)
(2,367,584) (3,521,712)
760,005 (789,561)
(447,794) -
2,545,239 3,558,587
(503,107) 335,473

(12,565) (456,422)

(12,565) (456,422)
8,256,933 8713355

$ 8,244,368 § 8,256,933

$ 960,751 § 1,131,769
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Lincoln Financial Distributors, Inc.

Notes to Financial Statements

December 31, 2014

1. Nature of Operations, Basis of Presentation, Summary of Significant Accounting Policies
and New Accounting Standards

Nature of Operations

Lincoln Finandial Distributors, Inc. (“LFD” or the “Company,” which also may be referred to as
“we,” “out” ot “us”) is a registered broker-dealer that is engaged in the business of wholesaling and
marketing financial services products, such as mutual funds, variable life insurance, and vatiable
annuities through financial intermediaries, such as stock brokerage firms, banks, and independent
insurance agencies. LFD also receives commissions from affiliated insurance companies via
intercompany transfers. LFD does not solicit or sell products directly to the general public. LFD is
licensed to engage in broket-dealer activity throughout the United States. LFD is a wholly owned
subsidiary of The Lincoln National Life Insurance Company (“LNL”), which is a wholly owned
subsidiary of Lincoln National Corporation (“LNC”).

Basis of Presentation

The accompanying financial statements are prepared in accordance with United States of America
generally accepted accounting principles (“GAAP”). Certain GAAP policies, which significantly
affect the determination of financial position, results of operations and cash flows, are summatized
below.

The Company and other affiliated entities that provide services to the Company are under common
ownership and management control. The existence of this control could result in the Company’s
operating results or financial position being significantly different from those that would have been
obtained if the Company were autonomous.

Summary of Significant Accounting Policies
Accounting Estimates and Assumptions

The preparation of financial statements in conformity with GAAP tequires management to make
estimates and assumptions affecting the reported amounts of assets and liabilities and the disclosures
of contingent assets and liabilitles as of the date of the financial statements and the reported
amounts of revenues and expenses for the reporting period. Those estimates are inherently subject
to change and actual results could differ from those estimates.
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Lincoln Financial Distributors, Inc.

Notes to Financial Statements (continued)

1. Nature of Operations, Basis of Presentation, Summary of Significant Accounting Policies
and New Accounting Standards (continued)

Cash and Invested Cash

Cash and invested cash is carried at cost and includes all highly liquid investments purchased with an
original maturity of three months or less.

Commission and Fee Revenne and Expense

LFD is the principal underwriter for the wholesale disttibution of all variable life and annuity
products of LNL and Lincoln Life & Annuity Company of New Yotk (“LLANY”). We recognize all
commission and fee revenue for the distribution of these products. The selling costs telated to the
distribution of these products are then passed on to LNL who, through the processing and services
agteements, pays the commissions on LFD’s behalf. An accrual is recorded for fee income, and a
corresponding accrual is recorded for the commission expense to be paid based on the fee income.

LFD also recognizes wholesaling revenue on 12b-1 fees received from separate account fund
sponsots as compensation for matketing and distributing the undesying mutual funds. These 12b-1
fees are passed on to LNL to offset wholesale disttibution expenses incutred on LFD’s behalf. The
12b-1 fees received from separate account fund sponsors amounted to $255,223,497 and
$215,874,623 in 2014 and 2013, respectively. These fees are included in commissions and fees from
third parties to the extent expense is incurred on the Statements of Income. All other commission
and fee tevenue amounts are teceived from affiliates.

Income Taxes

LNC files a U.S. consolidated income tax teturn that includes all eligible subsidiaties, including LFD
and LNL. Pursuant to an intercompany tax-sharing agreement with LNL, LFD provides for income
taxes on a separate return filing basis. The tax-sharing agreement also provides that LFD will receive
benefit for net operating losses, capital losses, and tax credits, which may not be usable on a separate
return basis to the extent such items may be utilized in the consolidated federal income tax returns
of LNC.

Defetred income taxes ate recognized, based on enacted rates, when assets and liabilities have
different values for financial statement and tax reporting purposes. A valuation allowance is
recorded to the extent requited. Considerable judgment and the use of estimates are required in
determining whether a valuation allowance is necessary and, if so, the amount of such valuation
allowance. See Note 2 for additional information.
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Lincoln Financial Disttibutors, Inc.

Notes to Financial Statements (continued)

1. Nature of Operations, Basis of Presentation, Summary of Significant Accounting Policies
and New Accounting Standards (continued)

New Accounting Standards
Adoption of New Accbunﬁng Standard — Definition of a Public Business Entity

In December 2013, the Financial Accounting Standards Board ("FASB") issued guidance to
determine which entities are within the scope of the Private Company Decision-Making Framework:
A Guide for Evaluating Financial Accounting and Reporting for Private Companies by defining a
public business entity. Companies defined as “public business entities” are not eligible for the
alternative accounting guidance afforded to nonpublic companies. The Company has determined
that it meets the definition of a public business entity and follows the criteria for public business
entities when adopting guidance issued by the FASB. :

Future Adoption of New Accounting Standard — Revenue from Contracts with Customers

In May 2014, the FASB and International Accounting Standards Board (“IASB”) issued guidance to
clarify the principles for recognizing revenue and to develop a common fevenue standard for U.S.
GAAP and International Financial Reporting Standards (“IFRS”). Revenue must be tecognized
when the transfer of promised goods or services to customers in an amount that reflects the
consideration to which the entity expects to be entitled in exchange for those goods ot setvices, has
occurred. Implementation of this guidance will tequire the Company to identify contracts with
customers, identify the performance obligations in the contracts, determine the transaction prices,
allocate the transaction prices to the performance obligations in the contracts, and recognize
revenue when or as the entity satisfies the petformance obligations. The guidance becomes effective
for the December 31, 2017 annual reporting period. The Company is assessing the effect of this
guidance on the consolidated financial statements.
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Lincoln Financial Distributors, Inc,

Notes to Financial Statements (continued)

2. Income Taxes

The federal income tax expense (benefit) was as follows:

Year Ended December 31
2014 2013
Current $ 352§ 43335
Deferred 237 (237)
Federal income tax expense (benefit) $ 3,759 § 43,098

A reconciliation of the effective tax rate differences was as follows:

Year Ended December 31

2014 2013
Tax rate times pretax income $ 1,469 § 1,444
Effect of:
Othet items 2,290 41,654
Federal income tax expense (benefit) $ 3,759 § 43098
Effective tax rate 90% 1,045%

The effective tax rate is the ratio of tax expense over pretax income (loss). The 2014 and 2013
income tax expense differs from the federal tax rate of 35% as a result of permanent differences.

The federal income tax asset (liability) was as follows:

Year Ended December 31
2014 2013
Current $ 1,632 § (40,278)
Deferted ' 608 845
Total federal income tax asset (liability) $ 2,240 § (39,433)
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Lincoln Financial Distributors, Inc.

Notes to Financial Statements (continued)

Significant components of our deferred tax assets were as follows:

Year Ended December 31
2014 2013

Deferred tax assets
Net operating loss carryforward $ 608 $ 845
Total deferted tax assets 608 845
Deferred tax liabilities
Total deferred tax liabilities - -
Net deferred tax asset $ 608 $ 845

Curtent federal income taxes receivable (liability) of $1,632 and $(40,278) at December 31, 2014 and
2013, respectively, is included in due from affiliates (due to affiliates) on the Statements of Financial
Condition.

The Company is requited to establish a valuation allowance for any gross deferred tax assets that are
unlikely to reduce taxes payable in future years’ tax returns. At December 31, 2014 and 2013, the
Company concluded that it was more likely than not that its gross deferred tax assets will reduce
taxes payable in future years; therefore, no valuation allowance was necessary. The LNC
consolidated group is subject to annual tax examinations from the Internal Revenue Service (“IRS”)
and state taxing jurisdictions. We do not anticipate that any adjustments that might result from such
audits would be material to our results of operations ot financial condition. The LNC consolidated
group is currently under audit by the IRS for years 2009, 2010, and 2011.

Thete are no uncertain tax positions related to the Company in the cutrent year.

10
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Lincoln Financial Distributors, Inc.

Notes to Financial Statements (continued)

3. Agteements and Transactions with Affiliates

In order to be compliant with the Financial Industty Regulatory Authotity (“FINRA”) rules
regarding proper expense recognition and expense-sharing agreements and to better match expenses
with related revenue, LFD has entered into vatious cost-shating agreements with affiliates. Amounts
due from affiliates primatily represent amounts due to LFD for the settlement of general and
administrative expenses, and taxes and fees, as stipulated in the Master Services Agreement.
Amounts due to affiliates primarily represent amounts due to LNL related to separate account 12b-1
fees as well as intercompany cost and tax-sharing agreements. ‘

4. Contingencies
Regulatory and Litigation Matters

Regulatory bodies, such as the Securities and Exchange Commission (“SEC”), FINRA, and other
regulatory bodies regularly make inquiries and conduct examinations or investigations concetning our
compliance with, among other things, securities laws, and laws governing the activities of broket-
dealers. While LFD is involved in various pending or threatened legal proceedings arising from the
conduct of business either in the ordinary course or otherwise, such legal expenses ate a part of our
affiliate cost-sharing agreements. Based on information cutrently known by management,
management does not believe any such chatges are likely to have a material adverse effect on LFD’s
financial position.

11
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Lincoln Financial Distributots, Inc.

Notes to Financial Statements (continued)

5. Net Capital Requirements

LFD has elected to operate under the alternative standard provisions of the SEC Uniform Net
Capital Rule (Rule 15¢3-1), which requires the minimum net capital to be the greater of $250,000 or
2% of aggregate debit items computed in accordance with the SEC Customer Protection Rule (Rule
15¢3-3) reserve requirements. Our operations do not include the physical handling of securities or
the maintenance of open customer accounts; therefore, there are no reserve provisions pursuant to
Rule 15¢3-3. Accordingly, our minimum net capital requirement is $250,000.

Year Ended December 31

2014 2013
Minimum net capital requirement $ 250,000 % 250,000
Net capital 7,973,602 7,660,328
Excess net capital $ 7,723,602 $ 7,410,328

6. Subsequent Events

The Company has evaluated subsequent events for recognition and disclosure through the date the
tinancial statements were issued.

12
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Lincoln Financial Distributors, Inc.

Schedule I — Computation of Net Capital

Pursuant to Rule 15¢3-1 under the Securities Exchange Act of 1934

December 31, 2014

Computation of net capital
Total stockholder’s equity qualified for net capital

Less non-allowable assets:
Due from affiliates
Deferred tax asset
Other assets
Total non-allowable assets
Other deductions
Net capital before haircuts on securities positions
Haircuts on securities
Net capital

Computation of altetnate net capital requirements
2% of combined aggregate debit items as shown in Formula for Reserve
Requirements pursuant to Rule 15¢3-3

Greater of $250,000 or 2% of combined aggregate debit items

Excess net capital

Excess net capital at 120% of minimum net capital requirement

& |8

$

8,484,586

62,969
608

447,407

510,984

7,973,602

7,973,602

~ 250,000

7,723,602

7,673,602

No material differences exist between the audited financial statement computation of net capital and
the computation included in the Company’s corresponding unaudited Form X-17A-5, Part I filing

as of December 31, 2014.

13
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Lincoln Financial Disttibutors, Inc.

Schedule IT — Statement Regarding Reserve Requirements
Pursuant to Rule 15¢3-3 under the Securities Exchange Act of 1934

December 31, 2014

Lincoln Financial Distributors, Inc. is exempt from Rule 15¢3-3 under the Securities Exchange Act
of 1934 under paragraph (k)(1) of that Rule.

14
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