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January 9, 2008

Honorable Alfred W. Gross, Chairman
Financial Condition (E) Committee, NAIC
Virginia Bureau of Insurance

State Corporation Commission

1300 East Main Street

Richmond, Virginia 23218

Honorable Merle D. Scheiber
Secretary, Midwestern Zone NAIC
South Dakota Division of Insurance
Dept. of Revenue and Regulation
445 East Capital Avenue, 1st Floor

Honorable JM&EPeak
Secreté@putheastern Zone NAIC
Kentucky Office of umance
215 West Main Street
Frankfort, Kentucky 40601

Honorable Kent Michie
Secretary, Westenne NAIC
Utah Departneérihsurance
3110 State Officitdihg
Salt Lake Gittah 84114

Pierre, South Dakota 57501

Honorable Steven M. Goldman

Secretary, Northeastern Zone NAIC

New Jersey Dept. of Banking and Insurance
20 West State — CN 325

Trenton, New Jersey 08625

Commissioners:

In compliance with your instructions and pursuantrisurance Laws and Rules of the State
of New Jersey, a comprehensive risk focused exdamimdas been made of the books,
records and financial condition of

The Prudential Insurance Company of America
751 Broad Street
Newark, New Jersey 07102
hereinafter referred to as the “Company” or “Pruiddh The following examination report
as to the condition of the Company is respectfsiiigmitted.

SCOPE OF THE EXAMINATION

The New Jersey Department of Banking and Insurahegeeinafter referred to as the
“NJDOBI” or “We”, have performed a full scope coordted multi-state risk focused
examination of the Prudential, as the Lead Statee Connecticut Insurance Department and
the Arizona Department of Insurance participatedhis examination. This examination
covers the period of January 1, 2002, through Déeen31, 2006, including any material
transactions and/or events occurring subsequehetexamination date and noted during the
course of the examination. The principal portidrth® examination was conducted at the
Company's statutory home office in Newark, New égrs
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The Company was last examined by representativebeoNJDOBI as of December 31,
2001. The current examination was conducted coentiiwith the examinations of its
affiliates, Pruco Life Insurance Company of Newségr (“PLNJ”), Newark, New Jersey,
Pruco Life Insurance Company (“PLAZ”), Phoenix, Zona, American Skandia Life
Assurance Corporation, Shelton, Connecticut, anddéhtial Retirement Insurance and
Annuity Company, Hartford, Connecticut.

We conducted our examination in accordance with 2007 edition of the National
Association of Insurance Commissioners (“NAIC”) &mcial Condition Examiners
Handbook (the “NAIC Handbook”). The NAIC Handbordquires that we plan and perform
the examination to evaluate the financial conditaond identify prospective risks of the
Company. In order to meet these objectives, we imddainformation regarding the
Company’'s corporate governance environment, idedtiind assessed inherent risks to
which it is exposed and evaluated its system ddrival controls and procedures used to
mitigate those risks identified. The examinatidspancluded assessing the principles used
and significant estimates made by management, dsawevaluating the overall financial
statement presentation, management’s compliande Stétutory Accounting Principles and
annual statement instructions when applicable toeftic state regulations.

According to the NAIC Handbook, “One of the incredsbenefits of the enhanced risk-
focused approach is to include ...consideration béothan financial risks that could impact
the insurer’s future solvency. By utilizing thehamced approach, the examiner will be
reviewing the “financial” and “enterprise” risksathexisted at the examination “as of” date
and will be positioned to assess “financial’” andt&eprise” risks that extend or commence
during the time the examination was conducted @mdspective” risks which are anticipated
to arise or extend past the point of examinatiom@etion. Using this approach, examiners
will be better positioned to make recommendatiarsappropriate future supervisory plans
(i.e., earlier statutory exams, limited-scope exaay areas for financial analysts to monitor,
etc.) for each insurer.” The Company has adoptedthiterprise Risk Management (“ERM”)
framework for proactively addressing and mitigatimgks, including prospective business
risks The Company's @porate Governance was found to be effective,ritmrting to its
entity level (or monitoring level) controls, inclid) prospective risks. Refer to the
“Corporate Governance” section above for more @etanformation.

PricewaterhouseCoopers, LLP (“PwC”) was retainedhHgy Company to audit its statutory
based financial statements as of December 31, 2B06vell as all prior years under
examination. In addition to the statutory basethricial statements, PwC audited the
Company’s financial statements in accordance wittoanting principles generally accepted
in the United States (“US GAAP”). PWC also issuedorts for all years under examination
in relation to the parent company’s financial regy controls as part of its Sarbanes/Oxley
reporting. They concluded that the statutory finaihstatements presented fairly in all
material respects, the financial position of thexfpany at the indicated audit dates and that
controls over financial reporting were designed apeérating effectively. Where available,
the examiners relied upon the work performed byindependent accountants as prescribed
by the NAIC Handbook.

The Company has established an Internal Audit Depant (“IAD”), which is independent

of management, to serve the Audit Committee of Buard of Directors (“the Audit
Committee”, which is comprised entirely of exterdakctors). IAD also assists all levels of
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management by reviewing and testing financial aperational controls and processes
established by management to ensure compliance laats, regulations, and company
policy. The scope of the Internal Audit program csordinated with the Company’'s

independent accountants to ensure adequate coemdgaaximum efficiency. Each year, a
comprehensive risk-based joint audit plan is pregp@nd presented to the Audit Committee
and to senior management.

During the course of this examination, considerati@s given to the significance and impact
of certain IAD findings. To the extent possibléetexaminers relied upon the work
performed by the IAD as prescribed by the NAIC Haowk.

All accounts and activities of the Company were Sidered in accordance with the risk
focused examination process. The examination tepdy addresses regulatory information
revealed by the examination process in accordante the NAIC Handbook. All other
financial matters were reviewed and determined toobe material for discussion in this
report.

COMPLIANCE WITH PRIOR EXAMINATION RECOMMENDATIONS

The following recommendations were made in thergi@amination report as of December
31, 2001.

1. Itis recommended that the Company establish agseoto appropriately age amounts
recoverable from reinsurers, including follow-uptiwreinsurers on old outstanding
reinsurance recoverable balances.

2. It is recommended that the Company strengtheroitsrals surrounding the year-end
manual posting process. Additional reviewers dfies may help mitigate similar
events from occurring in future.

3. It is recommended that the Company implement greaetrols around the creation
of Schedule DB.

4. It is recommended that the Company reduce its @apitd surplus by $29.0 million
that is the present value of the $140.0 millionidtwd that has not been accrued by
its subsidiary Dryden Holdings Corporation.

5. It is recommended that the Company correct theutation of the surrender charges
on the VPAS annuity administration system.

During the course of the examination, it was deteech that the Company had complied with
all of the recommendations stated above.

COMPANY HISTORY

General Overview

On April 3, 1873, the Legislature of the State @wJersey approved the incorporation of
the Company as a stock life insurance corporatiodeu the name of the Widows’ and
Orphans’ Friendly Society and commenced businesSataber 13, 1875. During 1875 by a
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supplemental act of the Legislature, the Compamgse was changed to the Prudential
Friendly Society. In 1877, the Company's name waanged by certificate to Prudential
Insurance Company of America.

The Company's initial authorized capital stock v#5,000. By January 6, 1893, its

authorized and outstanding capital had been rdise®?2.0 million. In 1913, the Company

began proceedings to become a mutual insurance &ogmplin 1915, the Company was

authorized to acquire all of its stock and operagd mutual insurance company from that
year forward. The 28 year process of transfertotgl ownership of the Company to its

policyholders was completed on March 30, 1943.

On February 10, 1998, the Company’s Board of Dmec{Board) authorized, empowered
and directed its officers to do whatever they deeecessary, proper, appropriate, or
advisable to seek and assist in the enactmengisid¢ion in New Jersey that would permit it
to reorganize into a publicly owned stock corpamatihrough a full demutualization.

On December 18, 2001 (“date of demutualizationhe tCompany effectuated its

demutualization and converted its corporate formrghnization to a stock Company. As an
integral part of that process and as approved HYOE], the Company became a wholly-

owned subsidiary of Prudential Holdings, LLC that turn became a wholly-owned

subsidiary of Prudential Financial, Inc. (“PFI”)n addition, many of its former subsidiaries
were transferred out from the Company via dividemtecome direct or indirect subsidiaries
of PFI (referred to as the “destacking”).

On the date of demutualization, policyholder mershigr interests in the Company were
extinguished and eligible policyholders received@rsl of common stock of PFI, cash or
increases to their policy values or benefits inftiren of policy credits. The demutualization
and the destacking were the subject of an extersideformal prior approval process by the
NJDOBI.

The Company, in its Amended and Restated Charfoaed by the NJDOBI December 18,

2001, was authorized to write “Life Insurance” adied in Section 17B:17-3 of Subtitle 3

of Title 17B of the New Jersey Statutes, “Healthulrance” as defined in Section 17B:17-4,
“Annuity Insurance” as defined in Section 17B:17amd such other insurance and
reinsurance as may be permitted under the lawseo$tate of New Jersey to be written by an
insurer authorized to do the kinds of businessrite=t in the above sections.

The Company has made several acquisitions sinclagshexamination. See tiequisitions,
Mergers, Disposals, Dissolutions, and Purchases or Sales through Reinsurance subsection
within the “COMPANY HISTORY” section of this repoftr more detailed information.

Capital Stock

The Company has 500,000 authorized shares issubdaw$5.00 par value per share and
500,000 shares outstanding. The Prudential HoldirgS, a wholly owned subsidiary of
PFI, owns 100% of the Company’s outstanding capttatk. The Company has no preferred
stock outstanding.



Dividendsto Stockholders

New Jersey insurance law provides that, excephéndase of extraordinary dividends or
distributions, all dividends or distributions pdiy the Company may be declared or paid
only from unassigned surplus, as determined putgoastatutory accounting principles, less
unrealized investment gains and revaluation oftasse

In addition, the Company must obtain approval fritven NJDOBI prior to paying a dividend
if the dividend, together with other dividends dstdbutions made within the preceding
twelve months, would exceed the specified statutonit. The current statutory limitation
applicable to New Jersey life insurers generallthis greater of 10% of the prior calendar
year’'s statutory surplus or the prior calendar ‘geatatutory net gain from operations
excluding realized investment gains and lossese@an the 2006 earnings, there is capacity
to pay a dividend of $597.0 million without prigp@oval from the NJDOBI in 2007. There
were no dividends to stockholders declared and idngs of the year ended December 31,
2006. The portion of profits on participating p@#s and contracts is limited pursuant to
N.J.S.A.17B:18-46. The limitations would not restrict tBempany’s ability to dividend the
amounts referenced above.

During the examination period, the Company declaaed paid dividends totaling $2.8
billion to Prudential Holdings LLC, in which all gordinary dividends were approved by
the NJDOBI. The dividends were paid as follows:

Year Amount
2002 $ 228,000,000
2003 0
2004 0
2005 1,500,000,000
2006 1,100,000,000

Total $2,828,000,000

During the examination period, the Company declarmd paid dividends that were classified
as return of capital transactions totaling $2.6dvilto Prudential Holdings LLC. All return
of capital transactions were approved by the NJD&## were made as follows:

Year Amount
2002 $ 0
2003 0
2004 600,000,000
2005 764,000,000
2006 1,264,000,000

Total $2,628,000,000

Acquisitions, Mergers, Disposals, Dissolutions, and Purchases or Salesthrough
Reinsurance

On April 1, 2004, the Company purchased the regmnbusiness of CIGNA Corporation for
$2.1 billion, including $2.1 billion of cash considtion and $21.0 million of transaction
costs. The acquisition of this business includedgurchase by the Company of all of the
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shares of CIGNA Life Insurance Company (“CIGNA Lijfewhich became its wholly owned
subsidiary. Prior to the acquisition, CIGNA Lifatered into reinsurance arrangements with
wholly owned subsidiaries of CIGNA Corporation (eatively, “CIGNA”) to effect the
transfer of the retirement business included intthesaction to CIGNA Life. Subsequent to
its acquisition, the Company changed the name @GNA Life to Prudential Retirement
Insurance and Annuity Company (“PRIAC”).

On June 1, 2006, the Company acquired the varaimeity business of Allstate Corporation
(“Allstate”) through a reinsurance transaction f635.0 million of total consideration,
consisting primarily of a $628.0 million ceding comssion. The reinsurance arrangements
with Allstate include a coinsurance arrangementoeiated with the general account
liabilities assumed and a modified coinsurance n@gement associated with the separate
account liabilities assumed.

MANAGEMENT AND CONTROL

The Company’s By-laws state that the number ofatiins who shall serve on the Board be
neither less than 10 nor more than 24, as detedvbiyethe holders of the majority of the

issued and outstanding capital stock, or the Bo&dl.S.A.17:27A — 4(d) requires that no

less than one-third of the directors be directoh® vare not officers or employees of the
corporation or of any entity controlling, contralldy or under common control with the

corporation and who are not beneficial owners obtrolling interest in the voting securities
of the corporation or any such entity (“Outsidedgiors”). The Company was found to be in
compliance with this statute.

The directors and officers of the Company as okttemination date were as follows:

Principal Occupation

Chairman of the Board, President &fdef Executive Officer,
Prudential Financial, Inc.

President, Wilentz, Goldman, Spdzer, P.C.

Former Chairman of the Board, Gi@ President, Continental,
Inc.

President, The College Board

Member, Mintz, Levin, Cohn, #&rGlovsky and Popeo, P.C.

Directors
Arthur F. Ryan

Frederic K. Becker
Gordon M. Bethune

Gaston Caperton
Gilbert F. Casellas

James G. Cullen
William H. Gray llI
Jon F. Hanson
Constance J. Horner
Karl J. Krapek
Christine Poon

James A. Unruh

Officers

Arthur F. Ryan
Vivian L. Banta
Richard J. Carbone
Helen M. Galt

Retired President and COO, Bedintit Corporation
Chairman, The Amani Group, LLC

Chairman, The Hampshire Companies

Former Assistant to the Praetsafehe United States

Retired President and COO, Unitednhelogies Corporation

Vice Chair and Worldwide Chair, Mmadeés and Nutritionals,
Johnson & Johnson

Founding Member, Alerion Capital @ra_LC

Title
Chairman of the Board, President @hikf Executive Officer
Chief Executive Officer, (Insuranbévision)
Senior VP and Chief Financifit&f
Senior VP and Actuary
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Kathleen M. Gibson VP and Secretary

Robert C. Golden Executive VP

Mark B. Grier Vice Chairman, (Financial Management)
Bernard J. Jacob Treasurer

Peter B. Sayre Senior VP and Controller

The standing Committees of the Board and the mesngenving as of December 31, 2006,
were as follows:

Executive Committee Audit Committee

Jon F. Hanson, Chairman Frederic K. Becker, Chairman
Frederic K. Becker Gilbert F. Casellas

James G. Cullen James G. Cullen

William H. Gray Il James A. Unruh

Arthur F. Ryan

Compensation Committee Corporate Governance and
James G. Cullen, Chairman Business Ethics Committee
Gordon M. Bethune William H. Gray Ill, Chairman
Constance J. Horner Gordon M. Bethune

Constance J. Horner

Finance and Dividends Committee I nvestment Committee
Jon F. Hanson, Chairman Jon F. Hanson, Chairman
Gaston Caperton Gaston Caperton

Karl J. Krapek Karl J. Krapek

As required by N.J.S.A 17:27A-4d(4), the Audit Coittee is formed entirely of Outside
Directors. In addition, the Compensation Commiteeel the Committee on Corporate
Governance are comprised entirely of Outside Danesct

Conflict of Interest Procedures

The Company has an ethics policy which providesdguie to directors, officers and
employees about their obligation and responsibilityconduct business in a manner that
maintains the trust and respect of fellow employemsstomers, shareholders, business
colleagues, and the general public. The policywides guidelines for the following ethical
dilemma and/or conflicts of interests:

Confidentiality

Inside Information

Prudential Insider Trading Rules
Involvement in Outside Business
Financial Transactions

Fair Competition

Relationships with Suppliers

Family Member Business with Prudential
Gifts / Entertainment

Political Contributions and Activities
Laws and Regulations

In addition, the policy requires members of the BBloand associates at or above the level of
Senior Vice President (or its equivalent) to obtgaproval from the Board’'s Business Ethic
Committee for any potential conflicts of interest.



Each year, the Company requires its directorscerf§i and key employees to sign a conflict
of interest questionnaire and to divulge any paaeonflicts of interest that could have an

impact on the way they conduct the Company’'s bgsineThe Company has established a
Business Ethics Committee whose primary purpose @versee, on behalf of the Board, the
ethics statement and conflict of interest poli@éshe Company with respect to matters that
relate to the Company and its subsidiaries. Aemewof the minutes of the Business Ethics
Committee meetings indicated that conflicts of iegt were being reported as instructed and
were being reviewed and approved by the BusindissEECommittee as required.

Cor porate Gover nance

The Company has adopted the Enterprise Risk ManagerffERM”) framework for
proactively addressing and mitigating risks, inahgdprospective business risksExhibit M

of the NAIC Handbook was utilized as guidance f@sessing corporate governance.
Overall, it was determined that the Company’s coapgovernance structure is strong and
its corporate governance framework sets an ap@tepfione at the top”, supports a proactive
approach to operational risk management, and tangs to an effective system of internal
control. It was found that the Board and key ex®es encourage integrity and ethical
behavior throughout the Company and senior managieptemotes a corporate culture that
acknowledges, understands, and maintains an eiendintrol environment.

Management has a strong and effective approactietatifying and mitigating risks across
the Company, including prospective business riSkise Company deals proactively with its
areas of risk and is knowledgeable about mitigasivategies. Through risk committees and
other measures, management discusses the sighifgsues and reacts to changes in the
environment with a clear commitment to address fedtors and manage the business
accordingly. The Company’'s overall risk managenm@uaicess is well-defined and takes a
proactive approach to identifying, tracking, an@laey with current significant and emerging
risk factors.

The Company established the Internal Audit Depamtm@AD”) function, which is
independent of management, to serve the Audit Cotenof the Board of Directors (“the
Audit Committee”, which is comprised entirely oftexal directors). IAD also assists all
levels of management by reviewing and testing fomlnand operational controls and
processes established by management to ensure ianoglwith laws, regulations, and
company policy. The scope of the Internal Auddagram is coordinated with the Company’s
independent accountants to ensure adequate cowemdgaaximum efficiency. Each year, a
comprehensive risk-based joint audit plan is pregp@nd presented to the Audit Committee
and to senior management.

During the course of this examination, considerati@s given to the significance and impact
of certain IAD findings. To the extent possibléetexaminers relied upon the work
performed by the IAD as prescribed by the NAIC Hawwk.



CORPORATE RECORDS

A review was made of the Board minutes and committeéinutes for the period of
examination. This examination determined thatrttieutes adequately approve and support
the Company's transactions and events. During rthdew of these minutes, it was
determined that the Company directors had reviethegrior examination report.

PARENT, SUBSIDIARIESAND AFFILIATES

The Company is a member of an insurance compargingpkystem as defined in N.J.S.A.
17:27A-1 et seq. Accordingly, the Company hasdfileith the State of New Jersey an
insurance holding company registration as is reguimder N.J.S.AL7:27A-3.

The following abridged organizational chart at Deber 31, 2006, identifies the domestic
insurance companies within the organization. Then@anies under examination are in bold
italics below along with other subsidiaries mengidnn this examination report.

Prudential Financial, Inc. (non-insurer) (ultimagrent)
- PRUCO, Inc. (non-insurer)
-- Prudential Capital and Investment ServicesCl(hon-insurer)
--- Prudential Securities Group, Inc. (non-iresyir
- Prudential Asset Management Holding Company [(th@h-insurer)
- Prudential Holdings, LLC (non-insurer)
-- The Prudential Insurance Company of America (insurer)
--- Pruco Life Insurance Company (insurer)
----Pruco Life Insurance Company of New Jersey (insurer)
--- Prudential Arizona Reinsurance Captive Conyp@aptive reinsurer)
--- Prudential Retirement I nsurance and Annuity Company (insurer)
--- Prudential Funding, LLC (non-insurer)
--- Prudential Global Funding, LLC (non-insurer)
--- Universal Prudential Arizona Reinsurance @amny (captive reinsurer)
- Prudential International Insurance Holdings, it@d (non-insurer)
-- Prudential Life Insurance Company of Taiwaa. Ifforeign insurer)
-- The Prudential Life Insurance Company of Keiamited (foreign insurer)
-- The Prudential Life Insurance Company, Ltdréign insurer)
- Prudential International Investments Corporatieon-insurer)
- Prudential Japan Holdings Inc. (non-insurer)
-- The Gilbraltar Life Insurance Company, Ltcbréign insurer)
- Prudential Annuities Holding Company, Inc. (nosurer)
-- American Skandia Life Assurance Corporation (insurer)
- Vantage Casualty Insurance Company (insurer)



The Company had the following outstanding affilthtiebt as of December 31, 2006:

Y ear Kind of Carrying
Affiliate Issued Borrowing Value Rateof Interest
PIM Investments, Inc. 2006 Cash $ 40,000,000 N/A
PRIAC-PMCC Mexico 2006 Debenture $ 45529,97 6.389%
PIM Warehouse, Inc. 2006 Debenture $ 64507, N/A
Prudential Funding LLC 2006 Cash $6,142,888,683 5.260%-5.610%

Prudential Funding, LLC (“Prudential Funding”), &hally owned subsidiary, serves as an
additional source of financing for the Company aisdsubsidiaries, as well as for other
subsidiaries of PFI. Prudential Funding borrowsds primarily through the direct issuance
of commercial paper. Prudential Funding’'s outstagdoans to other subsidiaries of PFI
have declined over time as it transitions intonarficing company primarily for the Company
and its remaining subsidiaries. During 2002, tleenBany entered into a support agreement
with Prudential Funding under which it has agreed¢duse Prudential Funding to maintain
its tangible net worth, including subordinated dethtnot less than $1.00. As of December
31, 2006, the tangible net worth of Prudential Hogdvas $6.0 million. Since the inception
of the agreement, no support payments have beeiredq

Repayment of the entire balance of the PIM Investselnc., PIM Warehouse, Inc., and
Prudential Funding affiliated debts are schedutedée repaid in 2007, with approximately
$5.3 billion of the balance scheduled to be rejraitie fourth quarter of 2007.

Scheduled repayments on the PRIAC-PMCC Mexicoiatffitl debt are as follows: $726,619
in 2007, $778,063 in 2008, $848,418 in 2009, $832,ih 2010, and $940,027 in 2011, and
$41,340,718 in 2012.

|nter company Agreements

The Company is a party to numerous intercompangeagents with its affiliates involving
activities such as administrative services, cashmagament, investment management, tax
allocation, and reinsurance. The most significdrihose agreements are noted below.

The Company has service agreements with PFI anduitsidiaries including Prudential

Securities Group, Inc., Prudential Asset Managemekloiding Company, Prudential

International Investments Corporation, and Prudéntapan Holdings, Inc. Under these
agreements, the Company furnishes the servicessabfficers and employees, provides
supplies, use of equipment, office space, accopatgmble processing functions, makes
operating advances, and conducts other transadtiotiee normal course of business. The
Company charges a fee based on the level or sgywesgded and the amount advanced.

PFI and a certain number of its subsidiaries hareice agreements with the Company.
Under these agreements, the Company receives tVieeseof the officers and employees of
PFI and/or its subsidiaries (for example, assetagament services from Prudential Asset
Management Company). The Company is charged &dsed on the level or service
received and payments made on its behalf.
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Effective July 1, 2003, the Company and PFIl enténgmla cash management administrative
services agreement whereby the Company may pateipn an inter-company cash
management process administered by PFI to optithzautilization of cash throughout the
Prudential enterprise.

The Tax Allocation Agreement became effective foe tonsolidated federal income tax
return year beginning January 1, 2001 between Ré&leach of its subsidiaries included in
the affiliated group. A method has been estahlistee allocate the consolidated federal
income tax liability of the group among its membecsreimburse PFI for payment of such
tax liability; to compensate any member for usé®het operating loss, net capital loss, or
tax credits in arriving at such tax liability; atol provide for the allocation and payment of
any refund arising from a carryback of net operplosses or tax credits from subsequent tax
years.

Other Transactions

The counterparty for the majority of all derivatifreancial instruments is an affiliate of the
Company, Prudential Global Funding, LLC.

In 2003, the Company established a Funding Agreeietes Issuance Program pursuant to
which a Delaware statutory trust issues medium-teates secured by funding agreements
issued to the trust by the Company and includeifitis retirement segment. The funding
agreements provide cash flow sufficient for the tdetrvice on the related medium-term
notes. The medium-term notes are sold in trar@atot requiring registration under the
Securities Act of 1933, as amended. In the thurdrtgr of 2006, the authorization amount of
the program was increased from $6.0 billion to @81Bilion. The notes have fixed or
floating interest rates and original maturitiesgiag from two to seven years. During 2004,
the Company began selling funding agreements to P&licyholders’ account balances at
December 31, 2006 include $1.9 billion relatechse agreements.

On October 1, 2006, the Company purchased seaufiiien Pruco Life Insurance Company.

The investments included public and private higldybonds, private placement bonds and
mortgage loans. The proceeds from the sale were log Pruco Life Insurance Company to

fund policyholder outflows primarily driven by tmeovement of contract holder assets from
the fixed rate general account options to the bigizeparate account investment options.
These securities were recorded with a fair valu$1&0.0 million and had an amortized cost
of $153.0 million on the date of transfer.

During the examination period, the Company entefetb numerous intercompany

reinsurance agreements with its subsidiaries afiltheefs. See the “Reinsurance” section of
this report for additional detail related to thesgeements.

FIDELITY BOND AND OTHER INSURANCE COVERAGE

The Company and its subsidiaries are parties tmwsarinsurance coverages to protect the
employees and property of PFl. At December 31,628F| had the following insurance
coverages in effect:
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Fidelity Coverage - This fidelity bond included bket coverage for PFI and all majority
owned subsidiary companies or corporations, indgdill of Prudential's affiliates, joint
ventures, mutual funds and partnerships. Theifydbbnd includes a single loss limit of
liability of $250.0 million and a single loss detibte of $150.0 million per occurrence. This
includes coverage for losses resulting from emp@oged agent dishonesty, on premises, in
transit, forgery or alteration, securities forgepgunterfeit currency, and electronic and
computer fraud.

Other Insurance Coverages:
e Master Property Program $600.0 million aggregate limits, coverage fof ralal and

personal property owned, leased, or intended fe; usluding property of others in
custody and for which Prudential is liable.

e Commercial General Liability limits of liability of $2.0 million per occurrere with a
$2.0 million self insured retention, coverage fdir gperations, properties (owned or
leased) products, etc. bodily injury and or prope@mage liability; and personal injury
and advertising injury liability.

e Automobile Liability- limits of liability of $5.0 million per occurrere, $1.0 million self-
insured retention, coverage for all Company-ownel@ased motor vehicles.

e Excess Liability- limits up to $200.0 million per occurrence exxe$ primary, provides
coverage in excess of primary liability insurance.

e Directors & Officers Liability- limits of liability of $250.0 million aggregateith a loss
deductible of $150.0 million, reimbursement coverég the Company for loss for which
indemnification is afforded directors and officéos claims arising from actual or alleged
wrongful acts.

PENSION, STOCK OWNERSHIP AND INSURANCE PLANS

The Company provides numerous benefits to its légemployees under its Prudential
Welfare Benefits Plan (“Plan”). The Plan includemious health care benefits such as
medical, dental and vision coverage, life, accidedeath and dismemberment insurance and
various disability and personal protection coverdge eligible employees and their
dependents.

The Company also provides a qualified 401(k) whittbws eligible employees to contribute
a maximum of 21% of eligible earnings (subjectR&Ilimits). The Company matches 100%
of before-tax contributions up to the first 4% difjble earnings. A nonqualified 401(k) is

also available.

In addition, the Company provides a qualified dedirbenefit plan, the Prudential Merged
Retirement Plan. There are three components topllwe: The Prudential Traditional

Retirement Plan, Prudential Securities Incorpora@ash Balance Pension Plan, and
Prudential Cash Balance Pension Plan. A nongedlietirement plan is also provided.
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The Company provides eligible employees with aetgrbf programs designed to support
them in their career, family life, community, leisyand learning.

Provisions have been made appropriately in thendiiz statements for the Company's
obligations under the various employee benefit plan the General Expenses Due and
Accrued and in the Liability for benefits for empées and agents, following SSAP No. 11,
Post Employment Benefits and Compensated Absences and SSAP No. 14Postretirement
Benefits Other Than Pensions. In addition, the Company has non-admitted the pdepa
pension expense following SSAP No Rénsions.

INSURANCE PRODUCTS AND RELATED PRACTICES

Territory and Plan of Operation

The Company is licensed in all 50 states, as vgeDiatrict of Columbia, Guam, Puerto Rico,
U.S. Virgin Islands and Canada. The IndividuakeL#nd Annuities segment manufactures
and distributes individual variable life, term lifeniversal life and non-participating life

insurance, and variable and fixed annuity product$he Group Insurance segment
manufactures and distributes a full range of gréitgy long-term and short term group

disability, long-term care, and corporate- and ttavsned life insurance in the U.S. to

institutional clients primarily for use in connearti with employee and membership benefits
plans. Group Insurance also sells accidental deadhdismemberment and other ancillary
coverages and provides plan administrative servicesonnection with its insurance

coverages.

During the examination period, the Company andsitbsidiaries provided a range of
insurance, investment management, and other fiabpeoducts and services to individual
and institutional customers in the U.S. and otloaméries.

Each division and segment has developed a busplass specific to its own products,
marketing, distribution, underwriting and pricinghda has identified unique initiatives
designed to address its own varying strategy.

The Company continues to expand its presence ifimhass affluent market,” defined by the

Company as households with income or investabletessver $100,000. The Company has
taken steps to improve the quality of services jgiey to the mass affluent market by the
Prudential Agent and Financial Advisor distributisgstems. These include increased
standards for new hires, increased productivitydaads, and transitioning agents from a
transaction focus using proprietary products t@proach of offering advice on an array of
products manufactured by the Company as well aar atbmpanies.

The Company has also expanded its distributionmélarand product offers by acquisitions.
In addition to the Company’s sales force, custonsars access the Company through other
distribution methods, including independent finaheidvisors, affinity programs, workplace
marketing, and the Internet.

Treatment of Policyholders
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The Company maintained a complete record of allgamts that it received since the date
of the prior examination, as required by N.J.37A29-4(10).
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REINSURANCE

The Company participates in reinsurance in ordemprovide greater diversification of
business, provide additional capacity for futurevgh, limit the maximum net loss potential
arising from large risks and generally manage oerisks associated with its products. Life
reinsurance is accomplished through various plénginesurance, primarily yearly renewable
terms and conditions.

The Company’s reinsurance needs vary by, and amaply administered through, each of

its business divisions. Subject to a company-widieisurance policy that emphasizes
counter-party market security, the business dimsiselect the reinsurer(s) which meet their
needs based upon, but not limited to, counter-pdimgncial strength, experience,

underwriting and pricing. The Company’'s Enterpri®isk Management (“ERM”) area is

also responsible for approving reinsurance trammatinvolving a counter-party that does
not meet the Company's minimum counter-party stedgla Aggregate reinsurance

exposures are discussed periodically with the pns Risk Management Committee,
which is comprised of senior Company executivemfrk@rious parts of the Company.

Most of the Company’s ceded reinsurance is undentads indemnity reinsurance, which
does not discharge the Company as the primaryens@eded balances would represent a
liability to the Company in the event the reinsgrerere unable to meet their obligations to
the Company under the terms of the reinsuranceeagret. The Company periodically
reviews the financial condition of its reinsurersdaamounts recoverable, recording an
allowance when necessary for uncollectible reinscea

In connection with the demutualization, the PlarRebrganization required the Company to
establish and operate a regulatory mechanism kasvwhe Closed Block. The Closed Block
is designed generally to provide for the reasonakf@ectations of holders of participating
individual life insurance policies and annuitiesluded in the Closed Block for future policy
dividends after demutualization by allocating asskat will be used for payment of benefits,
including policyholder dividends, on these policie$he Plan of Reorganization provided
that the Company may, with prior consent of the RBD enter into agreements to transfer
to a third party all or any part of the risks unttex Closed Block policies. As of December
31, 2006, the Company had entered into five madliéieinsurance agreements covering 90%
of the Closed Block policies issued in the Unitett&. One agreement was with an
affiliate, Pruco Reinsurance, Ltd., and covered bi%e Closed Block policies issued in the
United States. The implementation of these agragsmnesults in a transfer of risk, which
had a positive impact on the Company’s Risk Basagit@l. The NJDOBI determined that
prospective monitoring of these agreements andfitt@cial stability of the respective
reinsurers would be handled outside of the examoinas a separate matter.

Effective August 1, 2004, the Company entered ai@arly renewable term agreement with
a subsidiary, Prudential Arizona Reinsurance Cap@ompany (“PARCC"), in which the
Company assumes over 90% of the mortality risk @assd with the Term Essential/Term
Elite risks PARCC previously assumed from PLAZ d&PdNJ under two separate 90%
automatic coinsurance agreements. The Companyeailure, on a first dollar quota share
basis, an amount equal to eight-ninths of the goigk amount assumed by PARCC, up to
$900,000. The Company will automatically reinsaf®% of the policy risk assumed by
PARCC in excess of $900,000. For all 2002 thro2@®4 Term Essential/Term Elite
policies issued by PLAZ, the Company will automalliz reinsure, on a first dollar quota
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share basis, an amount equal to 100% of the pak&yamount assumed by PARCC under
their coinsurance agreement with PLAZ. The Companyturn, cedes, via twenty-two
different yearly renewable term treaties with thirarty reinsurers, the majority of the Term
Essential/Term Elite mortality risk assumed fromR&ZC.

In addition to the reinsurance arrangements desgrétbove, effective July 1, 2004, the
Company had entered into an automatic coinsuramegyt with PARCC which covers all
Appreciable Life and Variable Appreciable Life pudis that are on extended term insurance,
where such extended term insurance commenced inale@dar years 1998 through 2002
and where the amount of extended insurance is tless $500,000. The Company
automatically reinsures to PARCC, on a first dotfmota share basis, an amount equal to
80% of the policy risk amount.

Finally, in conjunction with executing the PARCCin®urance agreements cited above
related to the Term Essential/Term Elite businessaptures of two yearly renewable term
agreements between PLAZ, PLNJ, and the Companygalith an automatic coinsurance
agreement between PLAZ and Pruco Reinsurance,dft8ermuda were completed. The
two yearly renewable term agreements and the adioroainsurance agreement were
recaptured since the agreements covered certam Essential/Term Elite policies that are
now part of the PARCC reinsurance transaction.

The Company has entered into reinsurance agreem@ht$LAZ and PLNJ. In each case
the Company has agreed to reinsure excess losgjtheoyearly renewable term contract. In
addition, the Company has agreed to co-insure 100%e Lifetime Five benefit feature sold

on PLAZ annuities.

In the third quarter of 2005, the Company entenei ia coinsurance agreement with
Gibraltar Life Insurance Company, Ltd. (“Gibraltaran affiliate of the company, under

which it assumes 100% of Gibraltar's U.S. dollan@®inated annuity business. Reserves
and premium assumed for the year ended Decembe2(®B, were $2.0 billion and $1.3

billion, respectively. Effective February 1, 20Ghe Company was no longer reinsuring
Gibraltar's new business due to the volatility die tinternational reserves. See the
“SUBSEQUENT EVENTS” section of this report for fher details.

The Company has entered into reinsurance agreemathtslhe Prudential Life Insurance
Company, Ltd. (“PLIC Japan”), The Prudential Lifesirance Company of Korea, Ltd., and
The Prudential Life Insurance Company of Taiwar, adl which are affiliates of the
Company. In each case, the Company has agreeth8ure certain individual life insurance
policies through a yearly renewable term contrdct.addition, the Company has agreed to
co-insure U.S. dollar denominated policies soldPhyC Japan.

On June 1, 2006, the Company acquired the varmtheiity business of Allstate Financial
(“Allstate”) through a reinsurance transaction f&635.0 million pre-tax of total
consideration, consisting primarily of a $628.0limil ceding commission. The reinsurance
arrangement with Allstate included a coinsurancargement associated with the separate
account liabilities assumed. The assets acquirddded primarily cash of $1.4 billion that
was subsequently used to purchase investmentsliabilgies assumed primarily included a
liability for policyholders’ account balances of .$1billion associated with the coinsurance
agreement.
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Also in 2006, the Company entered into a yearlyevaable term agreement with a
subsidiary, Universal Prudential Arizona Reinsugr€ompany (“UPARC”) to assume
mortality risk that UPARC had assumed from PLAZesBrves and premium assumed for the
year ended December 31, 2006, were $71.0 milli@h$x®.0 million, respectively.

There are no non-affiliated reinsurers that wereenvin excess of 10% or controlled, either
directly or indirectly, by the Company or by anpresentative, officer, trustee, or director of
the Company.

The examination team reviewed a sample of reinsgragreements to determine the extent
of risk transfer. The agreements reviewed appearadequately transfer risk.

ACCOUNTS AND RECORDS

Evaluation of Controlsin |nfor mation Systems

The Information Systems (“IS”) infrastructure foli af the Company is maintained by
Corporate Technology Management (*CTM”), and smal® groups within the various
business units. CTM is responsible for maintainthg Company's overall technology
infrastructure utilized for data processing by Husiness units within the Company, and for
overall information systems standards, while bussnenit Information Technology (“IT”) is
responsible for developing and maintaining thegpestive business applications. CTM is
independent of the business units and its orgaaizaicludes two data centers.

The IS portion of the examination was performe@aosordance with the NAIC Handbook.
The review of IS controls included IS managemermt arganizational controls; application
and operating system software change controlsesysind program development controls;
overall systems documentation; logical and physsealrity controls; contingency planning;
local and wide area networks, personal computacspaainframe controls.

We evaluated the control testing performed by then@any's Risk Management function,

IAD, and PwC, and performed testing of end userpmating and IS outsourcing controls. As
a result of the procedures performed, the IT Exaton Team obtained reasonable
assurance that IT general controls and generalicapph controls were functioning as

management intended and that an effective systeoomtfols is in place and conducive to
the accuracy and reliability of financial informai processed and maintained by the
Company. There are no reportable items relateditoeview of IS controls.
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Administr ative Offices

While the primary management and financial repgrtctivities are conducted from the
Home Office in Newark, New Jersey, the Company ta#s several administrative offices,
including the following:

Ft Washington (Dresher) PA: Individual Life Insurance and Annuity operations
including new business, and claims processing; Hate, Disability and Long-Term
Care Insurance operations, including case ins@fiatpremium and commission
processing.

Louisville, KY: A third-party vendor performs Individual Life darance Remittance
processing.

Woodland Hills, CA: Mortgage loan operations

Woodbridge, NJ: Treasury Operations, some Individual Annuity aRetirement
Services operations.

Parsippany, NJ: Real Estate operations.

Rosdand, NJ: Information Systems area for Group Life and Dikb Insurance
operations including claim processing.

Minneapolis, MN: Individual Life Insurance operations including nomission
processing.

Jacksonville, FL: Intermediate and Weekly Premium Policy operatioas well as
Individual Life Insurance commission processing.

Scranton, PA: A majority of Group Annuity and Retirement Senaagperations.
Dubuque, IA: Retirement processing

Portland, ME: Group Disability claims processing
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FINANCIAL STATEMENTS

Net Admitted Assets as of December 31, 2006 2001
(000’s)
BondsNOTE 1 $ 104,149,654 76,341,076
Preferred Stocks 2,555,409 531,080
Common Stocks 8,335,380 3,804,285
Mortgage loans on real estate:
First liens 16,369,513 13,152,633
Real Estate:
Properties occupied by the Company 2, Rn 384,398
Properties held for sale 4,455 -
Properties acquired in satisfaction of debt - 150,926
Properties held for production of income - 74,630
Cash & cash equivalents 2,930,701 5,250,740
Short-term investments 3,704,878 3,440,425
Contract Loans 6,685,821 7,057,420
Other invested assets 2,616,231 5,627,180
Receivables for securities 97,820 111,519
Aggregate write-ins for invested assets 723,957 911,842

Subtotal cash and invested assets

148,476,53316,838,154

Investment income due and accrued
Premiums and considerations:

Uncollected premiums and agents' balances indhese of
collection

Deferred premiums and agents' balances andlmstas booked
but

deferred and not yet due

Accrued retrospective premiums
Reinsurance:

Amounts recoverable from reinsurers

Other amounts receivable under reinsurance adgtra
Amounts receivable relating to uninsured plans
Net deferred tax asset
Guaranty funds receivable or on deposit
Electronic data processing equipment
Receivable from parent, subsidiaries and affiliates
Leasehold improvements
Aggregate write-ins for invested ass®STE 3 c.
From Separate Accounts Statement

1,420,29

537,069

847,575

68,6

60,973

12,711

1,442

1,026,473
83,136
8,813

357,218

186,482

1,358,806

71,346

478,454

$153,26¢

6,573
1,721
783,840

102,850

83,054
256,749
111,871
642,335

92,763,293 63,304,729

Total Net Admitted Assets

$ 245,816,675 $ 184,193,746
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FINANCIAL STATEMENTS (Continued)

Liabilities as of December 31,
(000’s)

Aggregate reserve for life contracts
Aggregate reserve for accident and health contracts
Liability for deposit-type contracts
Contract claims:
Life
Accident and health
Policyholders' dividend and coupons due and unpaid
Provision for policyholders' dividends and couppagable in following
calendar year:
Dividends apportioned for payment
Amount provisionally held for deferred dividend jpods
not included above
Premium and annuity considerations received in acka
Contract liabilities not included elsewhere:
Provision for experience rating refunds
Other amounts payable on reinsurance includisgrmed and ceded
Interest maintenance reserve
Commissions to agents due or accrued
Commissions and expense allowance payable on ramselassumed
General expenses due or accrued
Transfer to Separate Account due or accrued (net)
Taxes, licenses and fees due or accrued
Current federal income taxes due or accrued incfudkalized gains/(loss)

Unearned investment income
Amounts withheld or retained by company as agemtusiee
Remittances and items not allocated
Liability for benefits for employees and agents
Borrowed money and interest thereon
Miscellaneous Liabilities:
Asset valuation reserve
Reinsurance in unauthorized companies
Funds held under reinsurance treaties with Unmaizied reinsurers
Payable to parent, subsidiaries and affiliates
Liability for amounts held under uninsured plans
Payable for securities
Net adj. in assets and liab. due to foreign arge rates
Unearned premium reserve
Aggregate write-ins for liabilities
Securities sold under agreement to repurchase
Cash collateral held for loaned securities
Other liabilities
From Separate Accounts Statement

Total Liabilities
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2006

2001

2,531,792
21,658,835

1,171,793
63,084
18,680

2,340,182

20
31,022

336,222
7,392
1,089,054
44,594
23,184
1,479,837
(430,754)
08,464
875,389

301
52,097
596,027
581,544
6,555,697

2,291,020
26,185
573
159,171
306
86,185

10,984,703
6,365,359
630,432
92,444,781

$ 87,720,995 $ 78,459,554

1,678,314
10,166,044

2,112,683
46,048
41,939

2,478,388

544
213,337

1,321,926
72,454
4,586
1,721,580
(228,663)
155,873

14,245

545,514
358,759

67,663
946,116

2,346,965
38,555
426,491
535
150,154
91,757
115,184

10,196,175
1,128,188
63,102,645

$ 239,844,166 $177,773,55




FINANCIAL STATEMENTS (Continued)

Capital and Surplus as of December 31, 2006 2001

(000's)

Common capital stock $ 2,500 $ 5
Surplus noteBlOTES 2 and 3 a. 693,212 989,483
Gross paid in and contributed surplus 16,308 3,735,209
Aggregate write-in for special surplus funds 735,085 1,467,321
Unassigned funds (surplus) 2,825,404 228,177
Total Capital and Surplus 5,972,509 6,420,195
Total Liabilities, Capital, and Surplus $ 245,816,675 $ 184,193,746
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FINANCIAL STATEMENTS (Continued)

Summary of Operationsfor the Year Ended December 31,
(000's)

Premium and annuity considerations for life anddertt and health contracts
Considerations for supplementary contracts with dibntingencies
Net investment income
Amortization of interest maintenance reserve
Separate Accounts net gain from operations exofudirealized gains or lost
Commission and expense allowance on reinsuran@sced
Reserve adjustments on reinsurance ceded
Miscellaneous Income:
Income from fees associated with investment igameent, administration,
and contract guarantees from
Aggregate write-ins for miscellaneous inccNOTE 3 d.

Total Income

Death benefit:

Matured endowments

Annuity Benefits

Disability benefits and benefits under A&H contsact

Surrender benefits and other fund withdra

Group conversions

Interest and adjustments on contract or deposé@-tgmtract funds
Payments on supplementary contracts with life coeticies
Increase in aggregate reserves for life and A&Hremts

Total Ben€fits
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2006 2001

$ 24,068,831 &037,224
19,916 12,347
7,269,687 7,046,171

92,776 49,677
26,46 29,29

459,079 52,129
(3,452,407) -
833,87 644,59,

275,896 259,726

29,594,123 24,151,167

3,448,97 4,326,66i

5,157 59,326
4,720,655 4,714,306
632,117 575,851
10,348,65  10,475,26:
(1,480) (165)
726,045 8,384
27,358 32,741

4,112,814 1,017,207

24,020,295 21,519,779




FINANCIAL STATEMENTS (Continued)

Summary of Operations (continued) for the Year Ended December 31,

2006 2001

(000’s)

Commissions on premium, annuity considerationsdapbsit-type contracts
Commissions and expense allowances on reinsurasoena
General insurance expenses
Insurance taxes, licenses and fees
Increase in loading on deferred and uncollectethjpnas
Net transfers to or (from) Separate Acco
Aggregate write-ins for deductic
Payments under employees, agents, directordibplams not included above
Self-insured liabilities and miscellaneous déituns
Interest on taxes and miscellaneous items
Change in special reser
Miscellaneous deductions
Reserve transfers from other insurers
Reserve adjustment on reinsurance assumed

$ 233310 $ 2488

938,72; 6,89
1,155,120 2,632,837
247,077 277,067
1,228 (6,841)

2,886,31( (2,324,712

66,857 19,696
5,093 -
218 -
14 -
(14,368) 59,642
(25,701) -
(955,034) -

Total Benefits and Expenses

28,559,267 22,455,204

Net gain from operations before dividends to pdimgers and federal income taxes
Dividends to policyholders

1,034,8561,695,962
405,519 2,691,104

Net gain from operations after dividends to polilglers and before federal income taxes
Federal income taxes

IO,  (995,142)
366,409  (628,934)

Net gain from operations after dividends to poliglers and Federal income and be
realized capital gains or (losses)

Net realized capital gains (losses) less capitiaisgax and transfers to the IMR

262,928  (366,208)
180,985 (529,887)

Net Income 3

443913 $ (896,095)
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Changesin Capital and Surplus
for theyear ended December 31,

(000's)

Capital and surplus, December
31, Previous Year

Net income (loss)

FINANCIAL STATEMENTS (Continued)

2006 2005 2004

2003

2002 2001

$ 706524t $ 842049% $ 7471577 $ 5,699,37¢

$ 642019 $ 8,679,552

Change in net unrealized gains or

(losses)

Change in net deferred income tax

Change in non-admitted assets and

related items

Change in liability for reinsurance

in unauthorized companies

Change in reserve on account of

change in valuation basis:
(increase) or decrease

Change in asset valuation reserve

Surplus (contributed to) withdrawn

from Separate Accounts

Other changes in surplus in

Separate Accounts Statement

Change in surplus notes

Cumulative effect of changes in

accounting principles
Capital changes

Surplus adjustment
Dividends to stockholders

Aggregate write-ins for gains and

losses in surplus

Net change in capital and surplus

for the year

Capital and surplus, December
31, Current Year

443910 216995 187763  123112( (489,56 (896,095
986,90( (571,82t 199,32! 752,28t (24,00¢ 232,91(
471,86 (193,31 (92,30 36,34: 582,25t (503,171
(596,812 (450,431 (442,83¢ 371377 (829,347 (941,663
(2,321 4,75 (10,33 15,63! 4,63; (24,271
1,55¢ 78( 45,82 (345,13¢ 25,54( 135,99;
(82,841 (55,18¢ (1354 (8,51€ 215,95 721,80¢
5,631 3. 1,99¢ (38¢ 2,69 11,00¢
(8,67¢ 457: (2,28¢ 9,87: 13,59( (12,577
69: 69: 69: (299,25¢ 90t 905
(1,642 (31,077 2,270,89
2,49 -
(1,224,337 (764,00C (600,00 30,74 1,050,001
(1,080,904 (1,485,761 (228,00C (4,305,077
(5,762) 15,555 (1Bp4 (21,893) 2,030 .
(1,092,737)  (1,355,252) 948921 1,772,199 (720816)  (2,259,327)
$ 5972509 $ 7,065246 $ 8420498 @7T577 $ 5699378 $ 6,420,19
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NOTESTO THE FINANCIAL STATEMENTS

The examination of the Company's financial positanof December 31, 2006, resulted in

the following notes and comments that are deemedetpuire special explanation or
description.

1. Satutory Deposits

The Company is maintaining statutory deposits withfollowing jurisdictions:

Book/Adjusted

Jurisdiction Description of Deposit Carrying Value Fair Value
Arkansas US Treasury Notes $ 179,478 $ 1305,
Canada Miscellaneous 29,518,513 29,518,513
Georgia US Treasury Notes 54,042 51,725
New Jersey US Treasury Notes 1,915,123 2,137,572
New Mexico US Treasury Notes 108,085 103,449
North Carolina US Treasury Notes 537,063 566,681
Republic of Korea US Treasury Bonds 38,395 41,107
U.S. Virgin Islands ~ US Treasury Notes 708,90 753,627

Totals $33,054,605 $33,377,775

The deposits held by the State of New Jersey, tragainy's state of domicile, are held for

the benefit of all policyholders. All other depssiare held for the benefit of specific
jurisdictions and limited groups of policyholders.

2. Surplus Notes

The Company did not issue any new surplus notemglihe examination period. The

following table provides information relating toetBurplus notes that were retired during the
examination period:

Date Interest  Amount of Date of
| ssued Rate Notes Maturity

04/28/1993 6.875% $300,000,000 04/15/2003

The following table provides information relatingthe outstanding surplus notes as of
December 31, 2006:

Interest
Paid Total
Date Interest  Amount of Statement Current Interest Date of
| ssued Rate Notes Value Year Paid Maturity

07/01/1995  8.30% $350,000,0006343,418,000 $29,000,000 $320,000,000 07/01/2025

07/01/1995  7.65% 250,000,000 249,834,000 19,000,000 210,000,000 07/01/2007

07/15/1995 8.10% 100,000,000 99,960,000 8,000,000 89,000,000 07/15/2015
Totals $700,000,000 $693,212,000 $56,000,000 $619,000,000

The surplus notes listed in the table above westibited pursuant Rule 144A under the
Securities Act of 1933, underwritten by Goldman I&aé Co., CS First Boston, Merrill
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Lynch & Co., J.P. Morgan Securities Inc., and Pniidé Securities Incorporated (a former
affiliate), and are administered by the Compang asgistrar/paying agent.

The surplus notes are subordinate in right of payne claims, prior claims and senior
indebtedness.

The surplus notes have the following restrictiongpayments:

1. Each payment of principal and interest on the sisrplotes may be made only with
the prior written approval of the Commissioner. pAgval will only be granted if, in
the judgment of the Commissioner, the then curaent projected financial condition
of the Company warrants such payments;

2. Pursuant to applicable New Jersey law, any payméptincipal or interest on the
surplus notes may be only out of surplus, earniogprofits of the Company;

3. If these conditions to payment are not met, theiegipe scheduled maturity date or
scheduled interest payment date will be extended such, time, if any, at which
conditions are met. Interest will continue to aecon any unpaid principal amount
of the surplus notes during the period of suchresita. Interest will not accrue on
interest.

See the “SUBSEQUENT EVENTS” section of this redortfurther details.

3. Permitted/Prescribed Practices

The following practices, while permitted or prebed by the NJDOBI, are not in accordance
with the NAIC Accounting Practices and Proceduresival.

a. The Company received approval from the NJDOBI soésFixed Rate Surplus Notes
(“Notes”). The interest payments on the Notes jgre-approved, and principal
repayment is subject to a Risk-Based Capital td3te NAIC practices provide for
Insurance Commissioner pre-approval of every isteamd/or principal payment at
the time the payment is made. The Notes maturedlpnii of 2003, however, the
Company made interest payments in 2002.

b. The Company received approval from the NJDOBI foore in Exhibit 7, the net
reserve for synthetic guaranteed investment castramontaining minimum
investment related guarantees on qualified pensiem assets. The assets are owned
by the trustees of such plan, who invest the asseder the terms of investment
guidelines agreed to with the Company. The investnrelated guarantees may
include a minimum rate of return on the underlye®gets and/or a guarantee of
liquidity to meet plan cash flow requirements.

c. New Jersey law allows insurance companies domiditedNew Jersey to admit
leasehold improvements as admitted assets. NAd@itsty accounting practices
require non-admittance of leasehold improvements.

d. In conjunction with the Company's reinsurance & thS. Regulatory Closed Block

in 2003, the Company received approval from the @BDto report the initial
MODCO reserves ceded to the reinsurer as “Aggregaite-ins for miscellaneous
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income” in the revenue section of the Summary ofei@pons. Although not
specifically outlined in statutory guidance, indygpractice is to report this amount
in “Premium and annuity considerations for life ar@tident and health contracts” in
the Summary of Operations.

A reconciliation of the Company’s net income angitd and surplus at December 31
2006 between NAIC SAP and practices prescribed gerthitted by the NJDOBI is
shown below:

For the Year Ended December 31, 2006
Net Income (Loss), New Jersey state basis  $ 443,943,15

State Prescribed Practices (Income)
State Permitted Practices (Income)

Net Income (Loss), NAIC SAP 443,913,154
Statutory Surplus, New Jersey state basis 5,972)869,
State Prescribed Practices (Surplus)

1) Admit Leasehold Improvements (45,009,744)

State Permitted Practices (Surplus)
1) Admit Leasehold Improvements
Statutory Surplus, NAIC SAP $ 5,927,499,341

SUBSEQUENT EVENTS

The subsequent events period considered for theniegdion was December 31, 2006
through the date of the examination report incaaped herein.

Effective February 1, 2007, the Company ceasedueimy U.S. dollar denominated fixed
annuities from Gibraltar”. On June 7, 2007, thempany received approval from the
NJDOBI for Gibraltar to recapture the remaindetle liabilities it was reinsuring with the
Company. The liabilities assumed from Gibraltarevapproximately $2.1 billion and were
recaptured by Gibraltar in the third quarter of 2Z0@\dditionally, the Company recognized a
gain of approximately $250.0 million on the trantgat which consisted mainly of the
releases of asset adequacy testing reserves agiira pf the unamortized portion of the
expense allowance paid to Gibraltar. On July )720he Company sold $1.1 billion of
securities to Gibraltar in connection with the r@cae discussed above.

On March 20, 2007, at the Company's annual meetimg,Company discussed plans for
additional dividends totaling $1.3 billion. Thesfi dividend request will be for a dividend to
stockholders of $97.0 million. The second dividerduest of $1.2 billion will be for an
extraordinary dividend for a return of capital. Gy 4, 2007, the NJDOBI approved the
Company's request to declare and pay an ordinawdetid of $97 million and an
extraordinary dividend of $1.2 billion. On May 12007, the ordinary dividend of $97
million and $903 million of the extraordinary diwidd were paid. On August 24, 2007, an
additional $170 million of the extraordinary divittt was paid. On September 24, 2007, the
remaining $127 million of the extraordinary dividkewas paid.

On April 30, 2007, the Company transferred $1.0dilof assets from the qualified pension
plan to the medical benefits component of the ptisement plan under Section 420 of the
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Internal Revenue Code. The Section 420 transter ‘transfer”) resulted in a reduction of
the prepaid benefit for the qualified pension pdand an offsetting decrease in the accrued
benefit liability for the postretirement plan. dddition, the non-admitted assets related to the
prepaid pension benefit were reduced by $1.0 billidPrior to the transfer, the accrued
benefit liability for the postretirement plan hadalance of approximately $600.0 million.
As a result of the transfer of $1.0 billion of assieto the postretirement plan, a prepaid
postretirement asset of approximately $400.0 mmillieas established, with a corresponding
increase to non-admitted assets of $400.0 millidhe net effect on the Company’s capital
and surplus was an increase of approximately $6@0l®n, as a result of the net effect of
the changes to the non-admitted assets.

On June 22, 2007, the Company received approvah fJDOBI to make a principal
payment of $250.0 million on the 7.65% Surplus Note July 1, 2007, and to make
scheduled interest payments totaling $28.1 milbansurplus Notes totaling $700.0 million.
The interest payments were made as follows:

e On July 1, 2007, the Company made a $9.6 millidarast payment on the 7.65%
Surplus Notes due 2007 (Aggregate principal amegpials $250.0 million.). The
interest payment represented interest in arrears franuary 1, 2007 through July 1,
2007.

e OnJuly 1, 2007, the Company made a $14.5 milligarest payment on the 8.30%
Surplus Notes due 2025 (Aggregate principal amegpials $350.0 million.). The
interest payment represented interest in arrears franuary 1, 2007 through July 1,
2007.

e On July 15, 2007, the Company made a $4.1 milligarest payment on the 8.10%
Surplus Notes due 2015 (Aggregate principal amegpials $100.0 million.). The
interest payment represented interest in arrears ffanuary 15, 2007 through July
15, 2007.
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SUMMARY OF EXAMINATION RECOMMENDATIONS

The full scope coordinated multi-state risk focusedmination of the Prudential yielded no
reportable recommendations.
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CONCLUSION

The undersigned hereby certify that an examinatiaes been made of theérudential
Insurance Company of America and the foregoing report is true to the best of our
knowledge and belief.

Respectfully submitted,

IS/
Craig A. Moore, CFE
Examiner-In-Charge
Representing the State of New Jersey

Under the Supervision of

IS/
Kenneth O’Connor, CFE
Reviewer
Representing State of New Jersey

State of New Jersey
County of Mercer

Subscribed and sworn to before me, Catherine Makijpon this 26th day of February, 2008.

IS/
Notary Public of New Jersey

My commission expires: January 21, 2013
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