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Your variable life insurance policy was issued by Pruco Life Insurance Company except in New York, where it
was issued by Pruco Life Insurance Company of New Jersey.  It was offered by Pruco Securities, LLC.  Each
of the foregoing is a Prudential Financial company located in Newark, NJ, and is solely responsible for its own
financial condition and contractual obligations.  All guarantees are based on the claims-paying ability of the
issuing company and do not apply to the investment performance or safety of the underlying investment
options in the policy.

Life insurance cash values are accessed through withdrawals and loans, which may reduce policy values and
death benefits, may affect any guarantee against lapse, and may have tax consequences.

NOT PART OF THE PROSPECTUS
IFS-A160537  Ed. 01/2009

I’m happy to provide you with the fund prospectuses for your variable life insurance policy. While it
covers a lot of information, it’s important for you to have a complete understanding of the available funds
on your policy.  This is also a good opportunity to address any concerns you might have about our
company’s financial stability.

The unprecedented turmoil in the economy has clearly had a far-reaching effect and Prudential Financial
is not immune to these challenging economic conditions. However, I can reassure you that the company’s
balance sheet is healthy and that our outlook and business strategy is fundamentally sound.  With a
diversified mix of U.S. and International businesses, Prudential is well positioned for sustainable long-
term performance consistent with our goals.

While our business remains strong, I am also well aware of the individual impact that market volatility is
having on many of our variable life policyholders. Since your variable life insurance policy plays such an
important role in helping you protect your financial security, I would suggest that you pay particular
attention to an important feature that guarantees your policy against lapse. Knowing that you have life
insurance protection you can count on should help provide peace of mind for you and your loved ones
during these times of economic uncertainty.

The guarantee against lapse, as described in your policy, provides assurance that your life insurance
coverage will continue, regardless of the performance of your underlying funds. While your policy offers
some premium payment flexibility, as well as the opportunity for loans and withdrawals against the cash
value, utilizing these options may leave you at risk of losing the protection of that guarantees your policy
against lapse.

If you have lost the guarantee against lapse, there’s good news—it can be restored.  Please speak 
with your Pruco Securities Registered Representative, or call our Customer Service Office at 
(800) 778-2255, to find out how. We can also help you review your policy coverage amount, beneficiary
designations and asset allocation strategy to make sure your policy is up-to-date.  I encourage you to 
visit our website at www.prudential.com/myaccess, 24x7, to access your policy information. You can 
even “go green” and sign up for electronic delivery of future prospectuses by enrolling at
www.prudential.com/edelivery.

Thank you for being one of our policyholders and choosing us for your life insurance needs. While we are
well positioned to weather the economic challenges that lie ahead, we expect to do much more than that.
By remaining focused on risk management and the fundamentals of our business, and especially on meeting
the needs of our policyholders, we expect to emerge from the current downturn in a very strong position,
fully able and committed to keeping the promises we make, just as we have done for the last 134 years.

James J. Avery, Jr., FSA
President, Individual Life Insurance
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The Prudential Series Fund

The Fund is an investment vehicle for life insurance 
companies ("Participating Insurance Companies") writing 
variable annuity contracts and variable life insurance 
policies. Each variable annuity contract and variable life 
insurance policy involves fees and expenses not described 
in this Prospectus. Please read the Prospectus for the 
variable annuity contract or variable life insurance policy 
for information regarding the contract or policy, including 
its fees and expenses. 

The Fund has received an order from the Securities and 
Exchange Commission permitting its Investment Manager, 
subject to approval by its Board of Trustees, to change 
Subadvisers without shareholder approval. For more 
information, please see this Prospectus under "How the 
Fund is Managed."

These securities have not been approved or disapproved by 
the Securities and Exchange Commission nor has the 
Commission passed upon the accuracy or adequacy of this 
Prospectus. Any representation to the contrary is a 
criminal offense.



Investment Company File Act No. 811-03623

This prospectus discusses the following Portfolios of The Prudential Series Fund:

Conservative Balanced Portfolio Flexible Managed Portfolio
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INTRODUCTION

ABOUT THE FUND AND ITS PORTFOLIOS
This prospectus provides information about The Prudential Series Fund (the Fund), which consists of 28 separate portfolios (each, a 
Portfolio). The Portfolios of the Fund which are discussed in this prospectus are listed on the inside front cover. 

Prudential Investments LLC (PI), a wholly-owned subsidiary of Prudential Financial, Inc., serves as overall manager for the Fund. The 
assets of each Portfolio are managed by one or more subadvisers under a “manager-of-managers” structure. More information about 
PI, the “manager-of-managers” structure, and the subadvisers is included in “How the Fund is Managed” later in this Prospectus.
 
The Fund offers two classes of shares in each Portfolio: Class I and Class II. Class I shares are sold only to separate accounts of 
insurance companies affiliated with Prudential Financial, Inc., including but not limited to The Prudential Insurance Company of 
America, Pruco Life Insurance Company, and Pruco Life Insurance Company of New Jersey (collectively, Prudential) as investment 
options under variable life insurance and variable annuity contracts (the Contracts). (A separate account keeps the assets supporting 
certain insurance contracts separate from the general assets and liabilities of the insurance company.) Class II shares are offered only 
to separate accounts of non-Prudential insurance companies for the same types of Contracts. 

Not every Portfolio is available under every Contract. The prospectus for each Contract lists the Portfolios currently available through 
that Contract. 

The Risk/Return Summary which follows highlights key information about each Portfolio. Additional information follows this 
summary and is also provided in the Fund’s Statement of Additional Information (SAI).
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RISK/RETURN SUMMARY

INVESTMENT OBJECTIVES & PRINCIPAL STRATEGIES OF THE PORTFOLIOS

Conservative Balanced Portfolio

Investment Objective: total investment return consistent with a conservatively managed diversified portfolio.

We invest in a mix of equity securities, debt obligations and money market instruments. The Portfolio may invest in foreign securities. 
We may invest a portion of the Portfolio’s assets in high-yield/high-risk debt securities, which are riskier than high-grade securities. 
This Portfolio may be appropriate for an investor who wants diversification with a relatively lower risk of loss than that associated 
with the Flexible Managed Portfolio (see below). While we make every effort to achieve our objective, we can’t guarantee success 
and it is possible that you could lose money.

Principal Risks:
■ company risk
■ credit risk
■ currency and exchange risk
■ derivatives risk
■ foreign investment risk
■ high yield risk
■ inflation-indexed securities risk
■ interest rate risk
■ leveraging risk
■ liquidity risk
■ management risk
■ market risk
■ mortgage risk
■ portfolio turnover risk
■ prepayment risk

The Portfolio is managed by Quantitative Management Associates LLC and Prudential Investment Management, Inc.
 

Flexible Managed Portfolio

Investment Objective: total return consistent with an aggressively managed diversified portfolio.

We invest in a mix of equity securities, debt obligations and money market instruments. The Portfolio may invest in foreign securities. 
A portion of the debt portion of the Portfolio may be invested in high-yield/high-risk debt securities, which are riskier than high-grade 
securities. This Portfolio may be appropriate for an investor who wants diversification and is willing to accept a higher level of 
volatility than the conservative fund, in effort to achieve greater appreciation. While we make every effort to achieve our objective, 
we can’t guarantee success and it is possible that you could lose money.

Principal Risks:
■ company risk
■ credit risk
■ currency and exchange risk
■ derivatives risk
■ foreign investment risk
■ high yield risk
■ inflation-indexed securities risk
■ interest rate risk
■ leveraging risk
■ liquidity risk
■ management risk
■ mortgage risk
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■ market risk
■ portfolio turnover risk
■ prepayment risk

The Portfolio is managed by Quantitative Management Associates LLC and Prudential Investment Management, Inc.
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PRINCIPAL RISKS
Although we try to invest wisely, all investments involve risk. Like any mutual fund, an investment in a Portfolio could lose value, and 
you could lose money. The principal risks of investing in each Portfolio, as identified in the Risk/Return Summary, are summarized 
below.
 
Asset-backed securities risk. Asset-backed securities are fixed income securities that represent an interest in an underlying pool of 
assets, such as credit card receivables. Like traditional fixed-income securities, the value of asset-backed securities typically increases 
when interest rates fall and decreases when interest rates rise. Certain asset-backed securities may also be subject to the risk of 
prepayment. In a period of declining interest rates, borrowers may pay what they owe on the underlying assets more quickly than 
anticipated. Prepayment reduces the yield to maturity and the average life of the asset-backed securities. In addition, when a Portfolio 
reinvests the proceeds of a prepayment it may receive a lower interest rate. Asset-backed securities may also be subject to extension 
risk, that is, the risk that, in a period of rising interest rates, prepayments may occur at a slower rate than expected. As a result, the 
average duration of the portfolio of a Portfolio may increase. The value of longer-term securities generally changes more in response 
to changes in interest rates than shorter-term securities.
 
Borrowing risk. A Portfolio may borrow money from banks for investment purposes, and invest the proceeds of such loans, as 
permitted under the Investment Company Act of 1940, as amended (the 1940 Act). Under the 1940 Act, a Portfolio may borrow from 
a bank up to one-third of its total assets (including the amount borrowed). When a Portfolio borrows money for investment purposes 
or otherwise leverages its portfolio, any increase or decrease in the Portfolio’s NAV is exaggerated by the use of leverage. Leverage 
risks are described below.
 
Commodity risk. A Portfolio’s investments in commodity-linked derivative instruments may subject the Portfolio to greater volatility 
than investments in traditional equity and debt securities. The value of commodity-linked derivative instruments may be affected by 
changes in overall market movements, commodity index volatility, changes in interest rates, or factors affecting a particular industry 
or commodity, such as drought, floods, weather, acts of terrorism, livestock disease, embargoes, tariffs, and international economic, 
political and regulatory developments.
 
Common and preferred stocks risk. Each Portfolio may invest in common and preferred stocks. Common and preferred stocks 
represent shares of ownership in a company. Generally, preferred stock has a specified dividend and ranks after bonds and before 
common stocks in its claim on the company’s income for purposes of receiving dividend payments and on the company’s assets in 
the event of liquidation. Common and preferred stocks can experience sharp declines in value over short or extended periods of 
time, regardless of the success or failure of a company’s operations. Stocks can decline for many reasons, including due to adverse 
economic, financial, or political developments and developments related to the particular company, the industry of which it is a part, 
or the securities markets generally.
 
Company risk. The price of the stock of a particular company can vary based on a variety of factors, such as the company’s financial 
performance, changes in management and product trends, and the potential for takeover and acquisition. This is especially true with 
respect to equity securities of smaller companies, whose prices may go up and down more than equity securities of larger, more 
established companies. Also, since equity securities of smaller companies may not be traded as often as equity securities of larger, 
more established companies, it may be difficult or impossible for a Portfolio to sell securities at a desirable price. Foreign securities 
have additional risks, including exchange rate changes, political and economic upheaval, the relative lack of information about these 
companies, relatively low market liquidity and the potential lack of strict financial and accounting controls and standards.
 
Credit risk. Each Portfolio is also subject to credit risk to the extent it invests in fixed-income securities. Credit risk is the risk that an 
issuer of securities will be unable to pay principal and interest when due, or that the value of the security will suffer because investors 
believe the issuer is less able to make required principal and interest payments. This is broadly gauged by the credit ratings of the 
securities in which each Portfolio invests. However, ratings are only the opinions of the agencies issuing them and are not absolute 
guarantees as to quality. The lower the rating of a debt security held by a Portfolio, the greater the degree of credit risk that is 
perceived to exist by the rating agency with respect to that security. Although debt obligations rated BBB by S&P, Baa by Moody’s, or 
BBB by Fitch, are regarded as investment-grade, such obligations have speculative characteristics and are riskier than higher-rated 
securities. Adverse economic developments are more likely to affect the payment of interest and principal on debt obligations rated 
BBB/Baa than on higher rated debt obligations. Non-investment grade debt—also known as “high-yield bonds” or “junk bonds"—
have a higher risk of default and tend to be less liquid than higher-rated securities. Increasing the amount of Portfolio assets allocated 
lower-rated securities generally will increase the credit risk to which the Portfolio is subject. Information on the ratings issued to debt 
securities by certain rating agencies is included in Appendix I to the Statement of Additional Informatin (SAI). Not all securities are 
rated. In the event that the relevant rating agencies assign different ratings to the same security, the Portfolio’s Subadviser will 
determine which rating it believes best reflects the security’s quality and risk at that time.
 
Derivatives risk. Certain Portfolios may, but are not required to, use derivative instruments for risk management purposes or as part of 
their investment strategies. Generally, a derivative is a financial contract, the value of which depends upon, or is derived from, the 
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value of an underlying asset, reference rate, or index, and may relate to stocks, bonds, interest rates, currencies, or currency 
exchange rates, and related indexes. Examples of derivatives (without limitation) include options, futures, forward agreements, swap 
agreements (including, but not limited to, interest rate and credit default swaps), and credit-linked securities. Portfolios may use 
derivatives to earn income and enhance returns, to manage or adjust their risk profile, to replace more traditional direct investments, 
or to obtain exposure to certain markets.
 
As open-end investment companies registered with the Securities and Exchange Commission (the Commission), the Portfolios are 
subject to the federal securities laws, including the 1940 Act, related rules, and various Commission and Commission staff positions. 
In accordance with these positions, with respect to certain kinds of derivatives, the Portfolios must “set aside” (referred to sometimes 
as “asset segregation”) liquid assets, or engage in other Commission- or staff-approved measures, while the derivative contracts are 
open. For example, with respect to forwards and futures contracts that are not contractually required to “cash-settle,” the Portfolios 
must cover their open positions by setting aside liquid assets equal to the contracts’ full, notional value. With respect to forwards and 
futures that are contractually required to “cash-settle,” however, the Portfolios are permitted to set aside liquid assets in an amount 
equal to such Portfolio’s daily marked-to-market (net) obligations, if any (i.e., such Portfolio’s daily net liability, if any), rather than the 
notional value. By setting aside assets equal to only its net obligations under cash-settled forward and futures contracts, the Portfolios 
will have the ability to employ leverage to a greater extent than if such Portfolio were required to segregate assets equal to the full 
notional value of such contracts. The Fund reserves the right to modify the asset segregation policies of thePortfolios in the future to 
comply with any changes in the positions articulated from time to time by the Commission and its staff.
 
Derivatives are volatile and may be subject to significant price movement. The use of derivatives involves significant risks, including:
 
Credit risk. The risk that the counterparty (the party on the other side of the transaction) on a derivative transaction will be unable to 
honor its financial obligation to the Portfolio. For example, a Portfolio would be exposed to credit risk (and counterparty risk) to the 
extent it purchases protection against a default by a debt issuer and the swap counterparty does not maintain adequate reserves to 
cover such a default.
 
Currency risk. The risk that changes in the exchange rate between currencies will adversely affect the value (in U.S. dollar terms) of 
an investment.
 
Leverage risk. The risk associated with certain types of investments or trading strategies that relatively small market movements may 
result in large changes in the value of an investment. Certain investments or trading strategies that involve leverage can result in 
losses that greatly exceed the amount originally invested.
 
Liquidity risk. The risk that certain securities may be difficult or impossible to buy or sell at the time that the seller would like, or at 
the price that the seller believes the security is currently worth.
 
Additional risks: Derivatives involve risks different from, and possibly greater than, the risks associated with investing directly in 
securities and other instruments. Derivatives require investment techniques and risk analyses different from those of other 
investments. If a Subadviser incorrectly forecasts the value of securities, currencies, interest rates, or other economic factors in using 
derivatives, the Portfolio might have been in a better position if the Portfolio had not entered into the derivatives. While some 
strategies involving derivatives can protect against the risk of loss, the use of derivatives can also reduce the opportunity for gain or 
even result in losses by offsetting favorable price movements in other Portfolio investments. Derivatives also involve the risk of 
mispricing or improper valuation (i.e., the risk that changes in the value of a derivative may not correlate perfectly with the 
underlying asset, rate, index, or overall securities markets). Gains or losses involving some options, futures, and other derivatives may 
be substantial (for example, for some derivatives, it is possible for a Portfolio to lose more than the amount the Portfolio invested in 
the derivatives). Some derivatives tend to be more volatile than other investments, resulting in larger gains or losses in response to 
market changes.
 
Certain Portfolios may use derivatives for hedging purposes, including anticipatory hedges. Hedging is a strategy in which such a 
portfolio uses a derivative to offset the risks associated with its other holdings. While hedging can reduce losses, it can also reduce or 
eliminate gains or cause losses if the market moves in a manner different from that anticipated by the Portfolio or if the cost of the 
derivative outweighs the benefit of the hedge. Hedging also involves the risk that changes in the value of the derivative will not match 
those of the holdings being hedged as expected by the relevant Portfolio, in which case any losses on the holdings being hedged may 
not be reduced and may be increased. No assurance can be given that any hedging strategy will reduce risk or that hedging 
transactions will be either available or cost effective. The relevant Portfolio is not required to use hedging and may choose not to do 
so. Because certain Portfolios may use derivatives to seek to enhance returns, their investments will expose them to the risks outlined 
above to a greater extent than if they used derivatives solely for hedging purposes. The use of derivatives to seek to enhance returns 
may be considered speculative.
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Foreign investment risk. Investing in foreign securities generally involves more risk than investing in securities of U.S. issuers. Foreign 
investment risk includes the specific risks described below:
 
Currency risk. Changes in currency exchange rates may affect the value of foreign securities held by a Portfolio and the amount of 
income available for distribution. Currency exchange rates can be volatile and affected by, among other factors, the general 
economic conditions of a country, the actions of the U.S. and non-U.S. governments or central banks, the imposition of currency 
controls, and speculation. A security may be denominated in a currency that is different from the currency of the country where the 
issuer is domiciled. Changes in currency exchange rates may affect the value of foreign securities held by a Portfolio and the amount 
of income available for distribution. If a foreign currency grows weaker relative to the U.S. dollar, the value of securities denominated 
in that foreign currency generally decreases in terms of U.S. dollars. If a Portfolio does not correctly anticipate changes in exchange 
rates, its share price could decline as a result. In addition to the policies described elsewhere in this Prospectus, each Portfolio may 
from time to time attempt to hedge a portion of their currency risk using a variety of techniques, including currency futures, forwards, 
and options. However, these instruments may not always work as intended, and in certain cases the Portfolio may be worse off than if 
it had not used a hedging instrument. For most emerging market currencies, suitable hedging instruments are not available. See 
“Hedging Risk” below for more information.
 
Emerging market risk. To the extent that a Portfolio invests in emerging markets to enhance overall returns, it may face higher 
political, information, and stock market risks. In addition, profound social changes and business practices that depart from norms in 
developed countries’ economies have sometimes hindered the orderly growth of emerging economies and their stock markets in the 
past. High levels of debt may make emerging economies heavily reliant on foreign capital and vulnerable to capital flight.
 
Foreign market risk. Foreign markets, especially those in developing countries, tend to be more volatile than U.S. markets and are 
generally not subject to regulatory requirements comparable to those in the U.S. Because of differences in accounting standards and 
custody and settlement practices, investing in foreign securities generally involves more risk than investing in securities of U.S. 
issuers.
 
Information risk. Financial reporting standards for companies based in foreign markets usually differ from those in the United States. 
Since the “numbers” themselves sometimes mean different things, each Subadviser devotes research effort to understanding and 
assessing the impact of these differences upon a company’s financial conditions and prospects.
 
Liquidity risk. Stocks that trade less can be more difficult or more costly to buy, or to sell, than more liquid or active stocks. This 
liquidity risk is a factor of the trading volume of a particular stock, as well as the size and liquidity of the entire local market. On the 
whole, foreign exchanges are smaller and less liquid than the U.S. market. This can make buying and selling certain shares more 
difficult and costly. Relatively small transactions in some instances can have a disproportionately large effect on the price and supply 
of shares. In certain situations, it may become virtually impossible to sell a stock in an orderly fashion at a price that approaches an 
estimate of its value.
 
Political developments. Political developments may adversely affect the value of a Portfolio’s foreign securities.
 
Political risk. Some foreign governments have limited the outflow of profits to investors abroad, extended diplomatic disputes to 
include trade and financial relations, and imposed high taxes on corporate profits.
 
Regulatory risk. Some foreign governments regulate their exchanges less stringently, and the rights of shareholders may not be as 
firmly established.
 
Taxation risk . Many foreign markets are not as open to foreign investors as U.S. markets. Each Portfolio may be required to pay 
special taxes on gains and distributions that are imposed on foreign investors. Payment of these foreign taxes may reduce the 
investment performance of a Portfolio.
 
Growth stock risk. Investors often expect growth companies to increase their earnings at a certain rate. If these expectations are not 
met, investors can punish the stocks inordinately, even if earnings do increase. In addition, growth stocks typically lack the dividend 
yield that can cushion stock prices in market downturns.
 
Hedging risk. The decision as to whether and to what extent a Portfolio will engage in hedging transactions to hedge against such 
risks as credit risk, currency risk, counterparty risk, and interest rate risk will depend on a number of factors, including prevailing 
market conditions, the composition of such portfolio and the availability of suitable transactions. Accordingly, no assurance can be 
given that a Portfolio will engage in hedging transactions at any given time or from time to time, even under volatile market 
environments, or that any such strategies, if used, will be successful. Hedging transactions involve costs and may result in losses.
 
High-yield risk. Portfolios that invest in high yield securities and unrated securities of similar credit quality (commonly known as 
“junk bonds”) may be subject to greater levels of interest rate, credit and liquidity risk than Portfolios that do not invest in such 
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securities. High-yield securities are considered predominantly speculative with respect to the issuer’s continuing ability to make 
principal and interest payments. An economic downturn or period of rising interest rates could adversely affect the market for high-
yield securities and reduce a Portfolio’s ability to sell its high-yield securities (liquidity risk). In addition, the market for lower-rated 
bonds may be thinner and less active than the market for higher-rated bonds, and the prices of lower-rated bonds may fluctuate more 
than the prices of higher-rated bonds, particularly in times of market stress.
 
Industry/sector risk. Portfolios that invest in a single market sector or industry can accumulate larger positions in single issuers or an 
industry sector. As a result, the Portfolio’s performance may be tied more directly to the success or failure of a smaller group of 
portfolio holdings.
 
Inflation-indexed securities risk. Inflation-indexed bonds are fixed income securities whose principal value is periodically adjusted 
according to the rate of inflation. The interest rate on these bonds is fixed at issuance, and is generally lower than the interest rate on 
typical bonds. Over the life of the bond, however, this interest will be paid based on a principal value that has been adjusted for 
inflation. Repayment of the adjusted principal upon maturity may be guaranteed, but the market value of the bonds is not 
guaranteed, and will fluctuate. Each Portfolio may have exposure to inflation-indexed bonds that do not provide a repayment 
guarantee. While these securities are expected to be protected from long-term inflationary trends, short-term increases in inflation 
may lead to losses.
 
Initial public offering (IPO) risk. The prices of securities purchased in IPOs can be very volatile. The effect of IPOs on the 
performance of a Portfolio depends on a variety of factors, including the number of IPOs the Portfolio invests in relative to the size of 
the Portfolio and whether and to what extent a security purchased in an IPO appreciates or depreciates in value. As a Portfolio’s asset 
base increases, IPOs often have a diminished effect on a Portfolio’s performance.
 
Interest rate risk. Each Portfolio investing in fixed-income securities is subject to interest rate risk. Interest rate risk is the risk that the 
rates of interest income generated by the fixed-income investments of a Portfolio may decline due to a decrease in market interest 
rates and that the market prices of the fixed-income investments of a Portfolio may decline due to an increase in market interest rates. 
Generally, the longer the maturity of a fixed-income security, the greater is the negative effect on its value when rates increase. As a 
result, mutual funds with longer durations and longer weighted average maturities generally have more volatile share prices than 
funds with shorter durations and shorter weighted average maturities. The prices of debt obligations generally move in the opposite 
direction to that of market interest rates.
 
Leveraging risk. Certain transactions may give rise to a form of leverage. Such transactions may include, among others, reverse 
repurchase agreements, loans of portfolio securities, and the use of when-issued, delayed delivery or forward commitment contracts. 
The use of derivatives may also create leveraging risks. To mitigate leveraging risk, a Subadviser can segregate liquid assets or 
otherwise cover the transactions that may give rise to such risk. The use of leverage may cause a Portfolio to liquidate portfolio 
positions when it may not be advantageous to do so to satisfy its obligations or to meet segregation requirements. Leverage, including 
borrowing, may cause a Portfolio to be more volatile than if the Portfolio had not been leveraged. This volatility occurs because 
leveraging tends to exaggerate the effect of any increase or decrease in the value of a Portfolio’s securities.
 
License risk. Certain Portfolios rely on licenses from third parties to the relevant Subadviser that permit the use of the intellectual 
property of such parties in connection with the investment strategies for those Portfolios. Such licenses may be terminated by the 
licensors under certain circumstances, and as a result, a Portfolio may lose its ability to use the licensed name and/or the licensed 
investment strategy. Accordingly, in the event a license is terminated, it may have a significant effect on the operation of the affected 
Portfolio.
 
Liquidity risk. Liquidity risk exists when particular investments are difficult to purchase or sell. Liquidity risk may result if an 
investment trades in lower volumes. Liquidity risk may also result if a Portfolio makes investments that become less liquid in response 
to market developments or adverse investor perceptions. When there are few willing buyers and investments cannot be readily sold 
at the desired time or price, a Portfolio may have to accept a lower price or may not be able to sell the investment at all. An inability 
to sell a portfolio position can adversely affect a Portfolio’s return by causing a decrease in the value of the investment or by 
preventing the Portfolio from being able to take advantage of other investment opportunities. Portfolios with principal investment 
strategies that involve foreign securities, derivatives or securities with substantial market and/or credit risk tend to have the greatest 
exposure to liquidity risk. Each Portfolio (other than the Money Market Portfolio) generally may invest up to 15% of its net assets in 
illiquid securities. The Money Market Portfolio may invest up to 10% of its net assets in illiquid securities. The relevant Subadviser 
will seek to maintain an adequate level of portfolio liquidity, based on all relevant facts and circumstances, with consideration given 
to the Portfolio’s exposure to illiquid securities in the event the market value of such securities exceeds 10% or 15% (as applicable) of 
the Portfolio’s net assets as a result of a decline in the market value of the Portfolio.
 
Management risk. Actively managed investment portfolios are subject to management risk. Each Subadviser will apply investment 
techniques and risk analyses in making investment decisions for the Portfolios, but there can be no guarantee that these will produce 
the desired results.
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Market risk. Market risk is the risk that the equity and fixed-income markets in which the Portfolios invest will experience market 
volatility and go down in value, including the possibility that a market will go down sharply and unpredictably. Common stocks are 
subject to market risk stemming from factors independent of any particular security. Investment markets fluctuate. All markets go 
through cycles, and market risk involves being on the wrong side of a cycle. Factors affecting market risk include political events, 
broad economic and social changes, and the mood of the investing public. You can see market risk in action during large drops in the 
stock market. If investor sentiment turns gloomy, the price of all stocks may decline. It may not matter that a particular company has 
great profits and its stock is selling at a relatively low price. If the overall market is dropping, the values of all stocks are likely to drop. 
Generally, the stock prices of large companies are more stable than the stock prices of smaller companies, but this is not always the 
case. Smaller companies often offer a smaller range of products and services than large companies. They may also have limited 
financial resources and may lack management depth. As a result, stocks issued by smaller companies may fluctuate in value more 
than the stocks of larger, more established companies.
 
Mortgage risk. Mortgage-backed securities represent the right to receive a portion of principal and/or interest payments made on a 
pool of residential or commercial mortgage loans and are subject to certain risks. Rising interest rates tend to extend the duration of 
mortgage-related securities, making them more sensitive to changes in interest rates. As a result, in a period of rising interest rates, a 
Portfolio that has exposure to mortgage-related securities may exhibit additional volatility. This is known as extension risk. In 
addition, mortgage-related securities are subject to prepayment risk. When interest rates decline, borrowers may pay off their 
mortgages sooner than expected. This can reduce the returns of a Portfolio because such portfolio will have to reinvest that money at 
the lower prevailing interest rates.
 
Most mortgage-backed securities are issued by federal government agencies such as Ginnie Mae, or by government sponsored 
enterprises such as Freddie Mac or Fannie Mae. Principal and interest payments on mortgage-backed securities issued by the federal 
government and some Federal government agencies, such as Ginnie Mae, are guaranteed by the Federal government and backed by 
the full faith and credit of the United States. Mortgage-backed securities issued by other government agencies or government 
sponsored enterprises, such as Freddie Mac or Fannie Mae, are backed only by the credit of the government agency or enterprise and 
are not backed by the full faith and credit of the United States. Fannie Mae and Freddie Mac are authorized to borrow from the U.S. 
Treasury to meet their obligations. Although the U.S. government has provided financial support to Fannie Mae and Freddie Mac, 
there can be no assurance that it will support these or other government-sponsored enterprises in the future. Private mortgage-backed 
securities are issued by private corporations rather than government agencies and are subject to credit risk and interest rate risk. The 
risks associated with investments in mortgage-related securities, particularly credit risk and liquidity risk, are heightened for 
investments in sub-prime mortgage-related securities.
 
Fannie Mae and Freddie Mac hold or guarantee approximately $5 trillion worth of mortgages. The value of the companies’ securities 
has fallen sharply in 2008 due to concerns that the firms do not have sufficient capital to offset losses resulting from the mortgage 
crisis. In mid-2008, the U.S. Treasury Department was authorized to increase the size of home loans in certain residential areas 
Fannie Mae and Freddie Mac could buy, and until 2009, to lend Fannie Mae and Freddie Mac emergency funds and to purchase the 
entities’ stock. On September 6, 2008, at the request of the Secretary of the U.S. Treasury, the Chairman of the Board of Governors of 
the Federal Reserve and the Director of the FHFA, each of Freddie Mac’s and Fannie Mae’s boards of directors adopted resolutions 
consenting to putting the respective companies into conservatorship. After obtaining these consents, the Director of FHFA appointed 
FHFA as the conservator of each of Fannie Mae and Freddie Mac on September 6, 2008. Fannie Mae and Freddie Mac report that as 
of November 7, 2008 and November 14, 2008, respectively, the conservator for each company has advised them that it has not 
disaffirmed or repudiated any contracts entered into by Fannie Mae or Freddie Mac prior to its appointment as conservator. The effect 
that this conservatorship will have on the companies’ debt and equities is unclear. Each of Fannie Mae and Freddie Mac has been the 
subject of investigations by federal regulators over certain accounting matters. Such investigations, and any resulting restatements of 
financial statements, may adversely affect the guaranteeing entity and, as a result, the payment of principal or interest on these types 
of securities.
 
Non-diversification risk. The chance that a Portfolio’s performance may be disproportionately hurt by the performance ofrelatively 
few securities. A Portfolio which is non-diversified may invest more of its assets in a smaller number of issuers than a diversified 
Portfolio. Concentrating investments may result in greater potential losses for Portfolios investing in a broader variety of issuers. A 
Portfolio may be more susceptible to adverse developments affecting a single issuer held in its portfolio, and may be more susceptible 
to greater losses because of these developments.
 
Portfolio turnover risk. A Portfolio may actively and frequently trade its portfolio securities to achieve its investment objective. This 
may occur due to active portfolio management by the Portfolio’s Subadviser. High portfolio turnover results in higher transaction costs 
(such as brokerage commissions, dealer mark-ups and other transaction-related expenses), which can adversely affect a Portfolio’s 
performance. Each Subadviser generally will not consider the length of time a Portfolio has held a particular security in making 
investment decisions. In fact, each Subadviser may engage in active trading on behalf of a Portfolio—that is, frequent trading of its 
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securities—in order to take advantage of new investment opportunities or return differentials. Each Portfolio’s turnover rate may be 
higher than that of other mutual funds due to the Subadviser’s investment strategies.
 
In addition, certain Portfolios may be used in connection with certain living benefit programs, including, without limitation, certain 
“guaranteed minimum accumulation benefit” programs and certain “guaranteed minimum withdrawal benefit” programs. In order for 
Prudential to manage the guarantees offered in connection with these benefit programs, Prudential generally: (i) limits the number 
and types of variable sub-accounts in which contract holders may allocate their account values and (ii) requires contract holders to 
participate in certain specialized asset transfer programs. The use of these asset transfers may, however, result in large-scale asset 
flows into and out of the relevant Portfolios. This is particularly true for th Target Maturity Portfolios and the AST Investment Grade 
Bond Portfolio. Such asset transfers could adversely affect a Portfolio’s investment performance by requiring the relevant Subadviser 
to purchase and sell securities at inopportune times and by otherwise limiting the ability of the relevant Subadviser to fully implement 
the Portfolio’s investment strategies. In addition, these asset transfers may result in relatively small asset bases and relatively high 
transaction costs and operating expense ratios for a Portfolio compared to other similar funds.
 
Prepayment or call risk. Prepayment or call risk is the risk that issuers will prepay fixed-rate obligations held by a Portfolio when 
interest rates fall, forcing the Portfolio to reinvest in obligations with lower interest rates than the original obligations. Mortgage-
related securities and asset-backed securities are particularly subject to prepayment risk.
 
Real estate risk. Certain Portfolios may invest in REITs and real estate-linked derivative instruments. Such on emphasis on these types 
of investments will subject a Portfolio to risks similar to those associated with direct ownership of real estate, including losses from 
casualty or condemnation, and changes in local and general economic conditions, supply and demand, interest rates, zoning laws, 
regulatory limitations on rents, property taxes, and operating expenses. An investment in a real estate-linked derivative instrument 
that is linked to the value of a REIT is subject to additional risks, such as poor performance by the manager of the REIT, adverse 
changes to the tax laws, or failure by the REIT to qualify for tax-free pass-through of income under the Internal Revenue Code of 
1986. In addition, some REITs have limited diversification because they invest in a limited number of properties, a narrow geographic 
area, or a single type of property.
 
Selection risk. The risk that the securities, derivatives, and other instruments selected by a Portfolio’s Subadviser will underperform 
the market, the relevant indices or other funds with similar investment objectives and investment strategies, or that securities sold 
short will experience positive price performance.
 
Short sale risk. A Portfolio that enters into short sales, which involves selling a security it does not own in anticipation that the 
security’s price will decline, exposes the Portfolio to the risk that it will be required to buy the security sold short (also known as 
“covering” the short position) at a time when the security has appreciated in value, thus resulting in a loss to the Portfolio. 
Theoretically, the amount of these losses can be unlimited, although for fixed-income securities an interest rate of 0% forms an 
effective limit on how high a securities’ price would be expected to rise. Although certain Portfolios may try to reduce risk by holding 
both long and short positions at the same time, it is possible that a Portfolio’s securities held long will decline in value at the same 
time that the value of the Portfolio’s securities sold short increases, thereby increasing the potential for loss.
 
Small company risk. The shares of small companies tend to trade less frequently than those of larger, more established companies, 
which can have an adverse effect on the pricing of these securities and on a Portfolio’s ability to sell these securities. Such 
investments may be more volatile than investments in larger companies, as smaller companies generally experience higher growth 
and failure rates. The securities of smaller companies may be less liquid than others, which may make it difficult to sell a security at a 
time or price desired. Changes in the demand for these securities generally have a disproportionate effect on their market price, 
tending to make prices rise more in response to buying demand and fall more in response to selling pressure. In the case of small cap 
technology companies, the risks associated with technology company stocks, which tend to be more volatile than other sectors, are 
magnified.
 
U.S. government and agency securities risk. In addition to market risk, interest rate risk and credit risk, such securities may limit a 
Portfolio’s potential for capital appreciation. Not all U.S. Government securities are insured or guaranteed by the U.S. Government, 
some are only insured or guaranteed by the issuing agency, which must rely on its own resources to repay the debt. Mortgage-backed 
securities issued by government sponsored enterprises such as Freddie Mac or Fannie Mae are not backed by the full faith and credit 
of the United States.
 
Other debt obligations issued or guaranteed by the U.S. government and government-related entities risk. Securities issued by 
agencies of the U.S. Government or instrumentalities of the U.S. Government, including those which are guaranteed by Federal 
agencies or instrumentalities, may or may not be backed by the full faith and credit of the United States. Obligations of the GNMA, 
the Farmers Home Administration, the Export-Import Bank, and the Small Business Administration are backed by the full faith and 
credit of the United States. Obligations of the FNMA, the FHLMC, the Federal Home Loan Bank, the Tennessee Valley Authority and 
the United States Postal Service are not backed by the full faith and credit of the U.S. Government. In the case of securities not 
backed by the full faith and credit of the United States, a Portfolio generally must look principally to the agency issuing or 
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guaranteeing the obligation for ultimate repayment and may not be able to assert a claim against the United States if the agency or 
instrumentality does not meet its commitments. The yield and market value of these securities are not guaranteed by the U.S. 
government or the relevant government sponsored enterprise.
 
Yankee obligations risk. Yankee obligations are U.S. dollar-denominated debt securities of foreign corporations issued in the United 
States and U.S. dollar-denominated debt securities issued or guaranteed as to payment of principal and interest by governments, 
quasi-governmental entities, government agencies, and other governmental entities of foreign countries and supranational entities, 
which securities are issued in the United States. Debt securities of quasi-governmental entities are issued by entities owned by either 
a national, state, or equivalent government or are obligations of a political unit that is not backed by the national government’s full 
faith and credit and general taxing powers. Investments in the securities of foreign corporations and governments, even those 
denominated in U.S. dollars, involve certain risks not typically associated with investments in domestic issuers. The values of the 
securities of foreign corporations and governments are subject to economic and political developments in the countries and regions 
where the issuers operate or are domiciled, such as changes in economic or monetary policies. In addition, Yankee obligations may 
be less liquid than the debt obligations of U.S. issuers. In general, less information is publicly available about foreign corporations 
than about U.S. companies. Foreign corporations are generally not subject to the same accounting, auditing, and financial reporting 
standards as are U.S. companies. Some securities issued by foreign governments or their subdivisions, agencies, and instrumentalities 
may not be backed by the full faith and credit of such governments. Even where a security is backed by the full faith and credit of a 
foreign government, it may be difficult for the Portfolio to pursue its rights against such government in that country’s courts. Some 
foreign governments have defaulted on principal and interest payments. In addition, a Portfolio’s investments in Yankee obligations 
may be subject to the risk of nationalization or expropriation of a foreign corporation’s assets, imposition of currency exchange 
controls, or restrictions on the repatriation of non-U.S. currency, confiscatory taxation, political or financial instability and adverse 
diplomatic developments.These risks are heightened in all respects with respect to Yankee obligations issued by foreign corporations 
and governments located in emerging markets.
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INTRODUCTION TO PAST PERFORMANCE
A number of factors, including risk, can affect how a Portfolio performs. The bar charts and tables on the following pages demonstrate 
the risk of investing in each Portfolio by showing how returns can change from year to year and by showing how each Portfolio’s 
average annual returns compare with a stock index and a group of similar mutual funds. Past performance does not mean that a 
Portfolio will achieve similar results in the future.
 
The annual returns and average annual returns shown in the charts and tables on the following pages are after deduction of expenses 
and do not include Contract charges. If Contract charges were included, the returns shown would have been lower than those 
shown. Consult your Contract prospectus for information about Contract charges. During certain periods shown, fee waivers and/or 
expense reimbursements may be in effect. Without such fee waivers and/or expense reimbursements, the returns for a Portfolio would 
have been lower.
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PAST PERFORMANCE

Conservative Balanced Portfolio
 
Annual Returns (Class I shares)
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Best Quarter Worst Quarter

10.14% (2nd quarter of 2003) -10.82% (4th quarter of 2008)

Average Annual Returns (as of 12/31/08)

1 Year 5 Years 10 Years

Class I Shares -21.41% 0.58% 1.47%

S&P 500 Index* -36.99% -2.19% -1.38%

Conservative Balanced Custom Blended Index** -18.23% 1.24% 2.15%

Lipper Variable Insurance Products (VIP) Mixed-Asset Target Allocation 
Growth Funds Average*** -29.60% -0.56% 0.87%

*The Standard & Poor's 500 Composite Stock Price Index (S&P 500 Index) — an unmanaged index of 500 stocks of large U.S. companies — gives a broad look at how stock prices have performed. 
These returns do not include the effect of any investment management expenses. These returns would have been lower if they included the effect of these expenses.

**The Blended Index consists of the S&P 500 Index (50%), the Barclays Capital Aggregate Bond Index (40%), an unmanaged index comprised of more than 5,000 government and corporate bonds, 
and 3-Month T-Bill Index (10%). These returns do not include the effect of investment management expenses. These returns would have been lower if they included the effect of these expenses.

***The Lipper Average is calculated by Lipper Analytical Services, Inc. and reflects the return of certain portfolios underlying variable life and annuity products. The returns are net of investment 
fees and fund expenses but not product charges. These returns would have been lower if they included the effect of product charges.
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Flexible Managed Portfolio
 
Annual Returns (Class I Shares)
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Best Quarter Worst Quarter

12.31% (2nd quarter of 2003) -12.79% (4th quarter of 2008)

Average Annual Returns (as of 12/31/08)

1 Year 5 Years 10 Years

Class I Shares -24.82% 0.68% 1.13%

S&P 500 Index* -36.99% -2.19% -1.38%

Blended Index** -22.20% 0.63% 1.56%

Lipper Variable Insurance Products (VIP) Mixed-Asset Target Allocation 
Growth Funds Average*** -29.60% -0.56% 0.87%

*The Standard & Poor's 500 Composite Stock Price Index (S&P 500 Index) — an unmanaged index of 500 stocks of large U.S. companies — gives a broad look at how stock prices have performed. 
These returns do not include the effect of any investment management expenses. These returns would have been lower if they included the effect of these expenses.

**The Blended Index consists of the S&P 500 Index (60%), the Barclays Capital U.S. Aggregate Bond Index (35%) and the 3-Month T-Bill Index (5%). These returns do not include the effect of 
investment management expenses. These returns would have been lower if they included the effect of these expenses.

***The Lipper Average is calculated by Lipper Analytical Services, Inc. and reflects the return of certain portfolios underlying variable life and annuity products. The returns are net of investment 
fees and fund expenses but not product charges. These returns would have been lower if they included the effect of product charges.
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FEES AND EXPENSES OF THE PORTFOLIOS
Class I shares. Investors incur certain fees and expenses in connection with an investment in the Fund’s Portfolios. The following table 
shows the fees and expenses that you may incur if you invest in Class I shares of the Portfolios through a variable Contract. The fees 
and expenses shown below are based on the fees and expenses incurred in the year ended December 31, 2008 (except as explained 
in the footnotes) and are expressed as a percentage of the average daily net assets of each Portfolio. 

The table does not include Contract charges. Because Contract charges are not included, the total fees and expenses that you will 
incur will be higher than the fees and expenses set forth in the following table. See the accompanying Contract prospectus for more 
information about Contract charges. 

Class I Shares: Annual Portfolio Operating Expenses (expenses that are deducted from Portfolio assets)

Shareholder 
Fees (fees 

paid directly 
from your 

investment)
Management 

Fees
Distribution 

(12b-1) Fees
Other 

Expenses

Acquired 
Portfolio 
Fees and 
Expenses

Total Annual 
Portfolio 

Operating 
Expenses

Conservative Balanced Portfolio None 0.55% None 0.04% - 0.59%

Flexible Managed Portfolio None 0.60 None 0.04 - 0.64

EXAMPLE
The following Example, which reflects the Portfolio operating expenses listed in the preceding tables, is intended to help you 
compare the cost of investing in the Fund with the cost of investing in other mutual funds. The following example does not include 
the effect of Contract charges. Because Contract Charges are not included, the total fees and expenses that you will incur will be 
higher than the example set forth in the following table. For more information about Contract charges see the accompanying Contract 
prospectus. 

The Example assumes that you invest $10,000 in a Portfolio for the time periods indicated. The Example also assumes that your 
investment has a 5% return each year, that the Portfolio’s total operating expenses remain the same (including the indirect expenses 
of any acquired portfolios in which the Portfolio invests), and that no expense waivers and reimbursements are in effect. Although 
your actual costs may be higher or lower, based on these assumptions your costs would be: 

Expense Example: Class I Shares

1 Year 3 Years 5 Years 10 Years

Conservative Balanced Portfolio $60 $189 $329 $738

Flexible Managed Portfolio 65 205 357 798
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MORE DETAILED INFORMATION ON HOW THE PORTFOLIOS INVEST

INVESTMENT OBJECTIVES & POLICIES
Each Portfolio’s investment objective and policies are described on the following pages. We describe certain investment instruments 
that appear in bold lettering below in the section entitled More Detailed Information About Other Investments and Strategies Used by 
the Portfolios. 

The assets of certain Portfolios are managed by more than one subadviser under a multi-manager structure. Pursuant to the multi-
manager structure, the overall investment manager, Prudential Investments LLC (PI), determines and allocates a portion of each multi-
manager Portfolio’s assets to each of the subadvisers to that Portfolio. The allocations will be reviewed by PI periodically and may be 
altered or adjusted by PI without prior notice. Such adjustments will be reflected in the annual update to the prospectus.

Although each subadviser of a given multi-manager Portfolio may follow, under normal circumstances, a similar policy of investing 
(for example, at least 80% mid-capitalization companies), each subadviser expects to utilize different investment strategies to achieve 
the Portfolio’s objective. The current asset allocations and principal investment strategies for each subadviser are summarized below. 

Although we make every effort to achieve each Portfolio’s objective, we can’t guarantee success and it is possible that you could lose 
money. Unless otherwise stated, each Portfolio’s investment objective is a fundamental policy that cannot be changed without 
shareholder approval. The Board of Trustees can change investment policies that are not fundamental. 

An investment in a Portfolio is not a bank deposit and is not insured or guaranteed by the Federal Deposit Insurance Corporation 
(FDIC) or any other government agency.
 
Conservative Balanced Portfolio

The investment objective of this Portfolio is to seek a total investment return consistent with a conservatively managed diversified 
portfolio. While we make every effort to achieve our objective, we can’t guarantee success and it is possible that you could lose 
money. 

We invest in a mix of equity and equity-related securities, debt obligations and money market instruments. We adjust the percentage 
of Portfolio assets in each category depending on our expectations regarding the different markets.

Under normal conditions, we will invest within the ranges shown below: 

Conservative Balanced Portfolio: Investment Ranges

Asset Type Minimum Normal Maximum

Stocks 15% 50% 75%

Debt obligations and money market securities 25% 50% 85%

 
The equity portion of the Portfolio is generally managed as an index fund, designed to perform similarly to the holdings of the 
Standard & Poor’s 500 Composite Stock Price Index. For more information about the index and index investing, see the investment 
summary for Stock Index Portfolio included in this prospectus.

Debt securities are basically written promises to repay a debt. There are numerous types of debt securities which vary as to the terms 
of repayment and the commitment of other parties to honor the obligations of the issuer. Most of the securities in the debt portion of 
this Portfolio will be rated “investment grade.” This means major rating services, like Standard & Poor’s Ratings Group (S&P) or 
Moody’s Investors Service, Inc. (Moody’s), have rated the securities within one of their four highest rating categories. The Portfolio 
also invests in high quality money market instruments. The Portfolio may invest without limitation in debt obligations issued or 
guaranteed by the U.S. Government and government-related entities. An example of a debt security that is backed by the full faith 
and credit of the U.S. Government is Treasury Inflation Protected Securities and obligations of the Government National Mortgage 
Association (Ginnie Mae). In addition, we may invest in U.S. Government securities issued by other government entities, like the 
Federal National Mortgage Association (Fannie Mae) and the Student Loan Marketing Association (Sallie Mae) which are not backed 
by the full faith and credit of the U.S. Government. Instead, these issuers have the right to borrow from the U.S. Treasury to meet their 
obligations.

The Portfolio may also invest in the debt securities of other government-related entities, like the Farm Credit System, which depend 
entirely upon their own resources to repay their debt. The Portfolio may also invest in debt securities rated as low as BB, Ba or lower 
by a major rating service at the time they are purchased. These high-yield or “junk bonds” are riskier than investment grade securities 
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and are considered speculative. We may also invest in instruments that are not rated, but which we believe are of comparable quality 
to the instruments described above.

The Portfolio may invest up to 30% of its total assets in foreign equity and debt securities that are not denominated in the U.S. dollar. 
Up to 20% of the Portfolio’s total assets may be invested in debt securities that are issued outside the U.S. by foreign or U.S. issuers, 
provided the securities are denominated in U.S. dollars. For these purposes, we do not consider American Depositary Receipts 
(ADRs) as foreign securities.

We may also invest in fixed and floating rate loans (secured or unsecured) arranged through private negotiations between a 
corporation which is the borrower and one or more financial institutions that are the lenders. Generally, these types of investments 
are in the form of loans or assignments.

The Portfolio’s investment in debt securities may include investments in mortgage-related securities and asset-backed securities. Up 
to 5% of the Portfolio’s assets may also be invested in collateralized debt obligations (CDOs) and other credit-related asset-backed 
securities.

The Portfolio may also pursue the following types of investment strategies and/or invest in the following types of securities:
■ Alternative investment strategies—including derivatives—to try and improve the Portfolio’s returns, to protect is assets or for 

short-term cash management.
■ Purchase and sell options on equity securities, debt securities, stock indexes and foreign currencies.
■ Purchase and sell exchange-traded funds (ETFs).
■ Purchase and sell stock index, interest rate, interest rate swap and foreign currency futures contracts and options on those 

contracts.
■ Forward foreign currency exchange contracts.
■ Purchase securities on a when-issued or delayed-delivery basis.
■ Short sales. No more than 25% of the Portfolio’s net assets may be used as collateral or segregated for purposes of securing a 

short sale obligation. The Portfolio may also enter into short sales against-the-box.
■ Swap agreements, including interest rate, credit default, currency exchange rate and total return swaps. The Portfolio may also 

invest in options on swaps.
■ Credit-linked securities, which may be linked to one or more underlying credit default swaps. No more than 5% of the 

Portfolio’s assets may be invested in credit-linked securities.
■ Repurchase Agreements. The Portfolio may participate with certain other Portfolios of the Fund and other affiliated funds in a 

joint repurchase account under an order obtained from the SEC.
■ Equity and/or debt securities issued by Real Estate Investment Trusts (REITs).
■ Reverse repurchase agreements and dollar rolls in the management of the fixed-income portion of the Portfolio. The Portfolio 

will not use more than 30% of its net assets in connection with reverse repurchase transactions and dollar rolls.
■ Illiquid securities

 
In response to adverse market conditions or when restructuring the Portfolio, we may temporarily invest up to 100% of the Portfolio’s 
total assets in money market instruments. Investing heavily in money market securities limits our ability to achieve our investment 
objective, but can help to preserve the value of the Portfolio’s assets when markets are unstable.

The equity portion of the Portfolio is managed by Quantitative Management Associates LLC, and the fixed income and money market 
portions of the Portfolio are managed by Prudential Investment Management, Inc.
 

Flexible Managed Portfolio

The investment objective of this Portfolio is to seek a total return consistent with an aggressively managed diversified portfolio. 
While we make every effort to achieve our objective, we can’t guarantee success, and it is possible that you could lose money.

We invest in a mix of equity and equity-related securities, debt obligations and money market instruments. We adjust the percentage 
of Portfolio assets in each category depending on our expectations regarding the different markets.

We invest in equity, debt and money market securities— in order to achieve diversification in a single Portfolio. We seek to maintain 
a more aggressive mix of investments than the Conservative Balanced Portfolio. This Portfolio may be appropriate for an investor 
looking for diversification who is willing to accept a higher level of volatility than the conservative fund in effort to achieve greater 
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appreciation. 

Generally, we will invest within the ranges set out below:

Flexible Managed Portfolio: Asset Allocation

Asset Type Minimum Normal Maximum

Stocks 25% 60% 100%

Fixed income securities 0% 40% 75%

 
The equity portion of the Fund is generally managed under an “enhanced index style.” Under this style, the portfolio managers use a 
quantitative approach in seeking to outperform the Standard & Poor’s 500 Composite Stock Price Index and to limit the possibility of 
significantly underperforming that index.

The stock portion of the Portfolio will be invested in a broadly diversified portfolio of stocks generally consisting of large and mid-size 
companies, although it may also hold stocks of smaller companies. We will invest in companies that, in our judgment, will provide 
either attractive returns relative to their peers, or are desirable to hold in the Portfolio to manage risk.

The Portfolio may invest without limitation in debt obligations issued or guaranteed by the U.S. Government and government-related 
entities. An example of a debt security that is backed by the full faith and credit of the U.S. Government is Treasury Inflation 
Protected Securities and obligations of the Government National Mortgage Association (Ginnie Mae). In addition, we may invest in 
U.S. Government securities issued by other government entities, like the Federal National Mortgage Association (Fannie Mae) and the 
Student Loan Marketing Association (Sallie Mae) which are not backed by the full faith and credit of the U.S. Government. Instead, 
these issuers have the right to borrow from the U.S. Treasury to meet their obligations. The Portfolio may also invest in the debt 
securities of other government-related entities, like the Farm Credit System, which depend entirely upon their own resources to repay 
their debt.

The Portfolio also may invest up to 25% of this portion of the Portfolio in debt securities rated as low as BB, Ba or lower by a major 
rating service at the time they are purchased. These high-yield or “junk bonds” are riskier than investment grade securities and are 
considered speculative. We may also invest in instruments that are not rated, but which we believe are of comparable quality to the 
instruments described above.

The fixed income portion of the Portfolio may also include loans and assignments in the form of loan participations, mortgage-
related securities and other asset-backed securities.

The Portfolio may also invest up to 30% of its total assets in foreign equity and debt securities that are not denominated in the U.S. 
dollar. In addition, up to 20% of the Portfolio’s total assets may be invested in debt securities that are issued outside of the U.S. by 
foreign or U.S. issuers provided the securities are denominated in U.S. dollars. For these purposes, we do not consider American 
Depositary Receipts (ADRs) as foreign securities.

We may also pursue the following types of investment strategies and/or invest in the following types of securities:
■ Real Estate Investment Trusts (REITs).
■ Collateralized debt obligations (CDOs) and other credit-related asset-backed securities (up to 5% of the Portfolio’s assets may 

be invested in these instruments).
■ Alternative investment strategies—including derivatives—to try to improve the Portfolio’s returns, to protect its assets or for 

short-term cash management.
■ Purchase and sell options on equity securities, debt securities, stock indexes, and foreign currencies.
■ Purchase and sell exchange-traded fund shares (ETFs).
■ Purchase and sell stock index, interest rate, interest rate swap and foreign currency futures contracts and options on those 

contracts.
■ Forward foreign currency exchange contracts.
■ Purchase securities on a when-issued or delayed delivery basis.
■ Short sales. No more than 25% of the Portfolio’s net assets may be used as collateral or segregated for purposes of securing a 

short sale obligation. The Portfolio may also enter into short sales against-the-box.
■ Swap agreements; including interest rate, credit default, currency exchange rate and total return swaps. The Portfolio may also 

invest in swap options.
■ Credit-linked securities, which may be linked to one or more underlying credit default swaps. No more than 5% of the 

Portfolio’s assets may be invested in credit-linked securities.

20



■ Repurchase agreements. The Portfolio may partcipate with certain other Portfolios of the Fund in a joint repurchase account 
under an order obtained from the SEC. We may also invest in reverse repurchase agreements and dollar rolls in the 
management of the fixed-income portion of the Portfolio. The Portfolio will not use more than 30% of its net assets in 
connection with reverse repurchase transactions and dollar rolls.

■ Illiquid securities
 
In response to adverse market conditions or when restructuring the Portfolio, we may temporarily invest up to 100% of the Portfolio’s 
assets in money market instruments. Investing heavily in money market securities limits our ability to achieve our investment 
objective, but can help to preserve the Portfolio’s assets when markets are unstable.

The stock portion of the Portfolio is managed by Quantitative Management Associates LLC (QMA), and the fixed income portion of 
the Portfolio is managed by Prudential Investment Management, Inc (PIM).
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MORE DETAILED INFORMATION ABOUT OTHER INVESTMENTS & STRATEGIES 
USED BY THE PORTFOLIOS
ADDITIONAL INVESTMENTS & STRATEGIES
As indicated in the descriptions of the Portfolios above, we may invest in the following types of securities and/or use the following 
investment strategies to increase a Portfolio’s return or protect its assets if market conditions warrant. 

American Depositary Receipts (ADRs) — Certificates representing the right to receive foreign securities that have been deposited 
with a U.S. bank or a foreign branch of a U.S. bank. 

Asset-Backed Securities — An asset-backed security is a type of pass-through instrument that pays interest based upon the cash flow 
of an underlying pool of assets, such as automobile loans or credit card receivables. Asset-backed securities may also be 
collateralized by a portfolio of corporate bonds, including junk bonds, or other securities.

Collateralized Debt Obligations (CDOs) — A CDO is a security backed by an underlying portfolio of debt obligations, typically 
including one or more of the following types of investments: high yield securities, investment grade securities, bank loans, futures or 
swaps. A CDO provides a single security that has the economic characteristics of a diversified portfolio. The cash flows generated by 
the collateral are used to pay interest and principal to investors. 

Convertible Debt and Convertible Preferred Stock — A convertible security is a security — for example, a bond or preferred stock 
— that may be converted into common stock, the cash value of common stock or some other security of the same or different issuer. 
The convertible security sets the price, quantity of shares and time period in which it may be so converted. Convertible stock is senior 
to a company’s common stock but is usually subordinated to debt obligations of the company. Convertible securities provide a steady 
stream of income which is generally at a higher rate than the income on the company’s common stock but lower than the rate on the 
company’s debt obligations. At the same time, convertible securities offer — through their conversion mechanism — the chance to 
participate in the capital appreciation of the underlying common stock. The price of a convertible security tends to increase and 
decrease with the market value of the underlying common stock. 

Credit Default Swaps — In a credit default swap, the Portfolio and another party agree to exchange payment of the par (or other 
agreed-upon) value of a referenced debt obligation in the event of a default on that debt obligation in return for a periodic stream of 
payments over the term of the contract provided no event of default has occurred. See also “Swaps” defined below. 

Credit-Linked Securities — Credit linked securities are securities that are collateralized by one or more credit default swaps on 
corporate credits. The Portfolio has the right to receive periodic interest payments from the issuer of the credit-linked security at an 
agreed-upon interest rate, and a return of principal at the maturity date. See also “Credit Default Swaps” defined above. 

Derivatives — A derivative is an instrument that derives its price, performance, value, or cash flow from one or more underlying 
securities or other interests. Derivatives involve costs and can be volatile. With derivatives, the investment adviser tries to predict 
whether the underlying interest — a security, market index, currency, interest rate or some other benchmark — will go up or down at 
some future date. We may use derivatives to try to reduce risk or to increase return consistent with a Portfolio’s overall investment 
objective. The adviser will consider other factors (such as cost) in deciding whether to employ any particular strategy, or use any 
particular instrument. Any derivatives we use may not fully offset a Portfolio’s underlying positions and this could result in losses to 
the Portfolio that would not otherwise have occurred.

Dollar Rolls — Dollar rolls involve the sale by the Portfolio of a security for delivery in the current month with a promise to 
repurchase from the buyer a substantially similar — but not necessarily the same — security at a set price and date in the future. 
During the “roll period,” the Portfolio does not receive any principal or interest on the security. Instead, it is compensated by the 
difference between the current sales price and the price of the future purchase, as well as any interest earned on the cash proceeds 
from the original sale. 

Equity Swaps — In an equity swap, the Portfolio and another party agree to exchange cash flow payments that are based on the 
performance of equities or an equity index. See also “Swaps” defined below.

Event-Linked Bonds — Event-linked bonds are fixed income securities for which the return of principal and payment of interest is 
contingent on the non-occurrence of a specific “trigger” event, such as a hurricane, earthquake, or other physical or weather-related 
phenomenon. If a trigger event occurs, a Portfolio may lose a portion or all of its principal invested in the bond. Event-linked bonds 
often provide for an extension of maturity to process and audit loss claims where a trigger event has, or possibly has, occurred. An 
extension of maturity may increase volatility. Event-linked bonds may also expose the Portfolio to certain unanticipated risks 
including credit risk, adverse regulatory or jurisdictional interpretations, and adverse tax consequences. Event-linked bonds may also 
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be subject to liquidity risk.

Foreign Currency Forward Contracts — A foreign currency forward contract is an obligation to buy or sell a given currency on a 
future date at a set price. When a Portfolio enters into a contract for the purchase or sale of a security denominated in a foreign 
currency, or when a Portfolio anticipates the receipt in a foreign currency of dividends or interest payments on a security which it 
holds, the Portfolio may desire to “lock-in” the U.S. dollar price of the security or the U.S. dollar equivalent of such dividend or 
interest payment, as the case may be. By entering into a forward contract for a fixed amount of dollars, for the purchase or sale of the 
amount of foreign currency involved in the underlying transactions, the Portfolio will be able to protect itself against a possible loss 
resulting from an adverse change in the relationship between the U.S. dollar and the foreign currency during the period between the 
date on which the security is purchased or sold, or on which the dividend or interest payment is declared, and the date on which 
such payments are made or received. At the maturity of a forward contract, a Portfolio may either sell the security and make delivery 
of the foreign currency or it may retain the security and terminate its contractual obligation to deliver the foreign currency by 
purchasing an “offsetting” contract with the same currency trader obligating it to purchase, on the same maturity date, the same 
amount of the foreign currency.
 
Futures Contracts — A futures contract is an agreement to buy or sell a set quantity of an underlying product at a future date, or to 
make or receive a cash payment based on the value of a securities index. When a futures contract is entered into, each party deposits 
with a futures commission merchant (or in a segregated account) approximately 5% of the contract amount. This is known as the 
“initial margin.” Every day during the futures contract, either the buyer or the futures commission merchant will make payments of 
“variation margin.” In other words, if the value of the underlying security, index or interest rate increases, then the buyer will have to 
add to the margin account so that the account balance equals approximately 5% of the value of the contract on that day. The next 
day, the value of the underlying security, index or interest rate may decrease, in which case the borrower would receive money from 
the account equal to the amount by which the account balance exceeds 5% of the value of the contract on that day. A stock index 
futures contract is an agreement between the buyer and the seller of the contract to transfer an amount of cash equal to the daily 
variation margin of the contract. No physical delivery of the underlying stocks in the index is made.

Illiquid Securities — An illiquid security is one that may not be sold or disposed of in the ordinary course of business within seven 
days at approximately the price used to determine the Portfolio’s net asset value. Each Portfolio (other than the Money Market 
Portfolio) generally may invest up to 15% of its net assets in illiquid securities. The Money Market Portfolio may invest up to 10% of 
its net assets in illiquid securities. Each Portfolio may purchase certain restricted securities that can be resold to institutional investors 
and which may be determined to be liquid pursuant to the procedures of the Portfolios. Those securities are not subject to the 15% 
and 10% limits. The 15% and 10% limits are applied as of the date the Portfolio purchases an illiquid security. It is possible that a 
Portfolio’s holding of illiquid securities could exceed the 15% limit (10% for the Money Market Portfolio), for example as a result of 
market developments or redemptions.

Interest Rate Swaps — In an interest rate swap, the Portfolio and another party agree to exchange interest payments. For example, the 
Portfolio may wish to exchange a floating rate of interest for a fixed rate. See also “Swaps” defined below.

Joint Repurchase Account — In a joint repurchase transaction, uninvested cash balances of various Portfolios are added together and 
invested in one or more repurchase agreements. Each of the participating Portfolios receives a portion of the income earned in the 
joint account based on the percentage of its investment.

Loans and Assignments — Loans are privately negotiated between a corporate borrower and one or more financial institutions. The 
Portfolio acquires interests in loans directly (by way of assignment from the selling institution) or indirectly (by way of the purchase of 
a participation interest from the selling institution. Purchasers of loans depend primarily upon the creditworthiness of the borrower 
for payment of interest and repayment of principal. If scheduled interest or principal payments are not made, the value of the 
instrument may be adversely affected. Interests in loans are also subject to additional liquidity risks. Loans are not generally traded in 
organized exchange markets but are traded by banks and other institutional investors engaged in loan syndications. Consequently, 
the liquidity of a loan will depend on the liquidity of these trading markets at the time that the Portfolio sells the loan.

In assignments, the Portfolio will have no recourse against the selling institution, and the selling institution generally makes no 
representations about the underlying loan, the borrowers, the documentation or the collateral. In addition, the rights against the 
borrower that are acquired by the Portfolio may be more limited than those held by the assigning lender.

Mortgage-Related Securities — Mortgage-related securities are usually pass-through instruments that pay investors a share of all 
interest and principal payments from an underlying pool of fixed or adjustable rate mortgages. The Portfolios may invest in mortgage-
related securities issued and guaranteed by the U.S. Government or its agencies and mortgage-backed securities issued by 
government sponsored enterprises such as the Federal National Mortgage Association (Fannie Maes), the Government National 
Mortgage Association (Ginnie Maes) and debt securities issued by the Federal Home Loan Mortgage Company (Freddie Macs) that 
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are not backed by the full faith and credit of the United States. The Portfolios may also invest in private mortgage-related securities 
that are not guaranteed by U.S. Governmental entities generally have one or more types of credit enhancement to ensure timely 
receipt of payments and to protect against default.

Mortgage-related securities include collateralized mortgage obligations, multi-class pass through securities and stripped mortgage-
backed securities. A collateralized mortgage-backed obligation (CMO) is a security backed by an underlying portfolio of mortgages or 
mortgage-backed securities that may be issued or guaranteed by entities such as banks, U.S. Governmental entities or broker-dealers. 
A multi-class pass-through security is an equity interest in a trust composed of underlying mortgage assets.

Payments of principal and interest on the mortgage assets and any reinvestment income provide the money to pay debt service on the 
CMO or to make scheduled distributions on the multi-class pass-through security. A stripped mortgage-backed security (MBS strip) 
may be issued by U.S. Governmental entities or by private institutions. MBS strips take the pieces of a debt security (principal and 
interest) and break them apart. The resulting securities may be sold separately and may perform differently. MBS strips are highly 
sensitive to changes in prepayment and interest rates.

Options — A call option on stock is a short-term contract that gives the option purchaser or “holder” the right to acquire a particular 
equity security for a specified price at any time during a specified period. For this right, the option purchaser pays the option seller a 
certain amount of money or “premium” which is set before the option contract is entered into. The seller or “writer” of the option is 
obligated to deliver the particular security if the option purchaser exercises the option. A put option on stock is a similar contract. In a 
put option, the option purchaser has the right to sell a particular security to the option seller for a specified price at any time during a 
specified period. In exchange for this right, the option purchaser pays the option seller a premium. Options on debt securities are 
similar to stock options except that the option holder has the right to acquire or sell a debt security rather than an equity security. 
Options on stock indexes are similar to options on stocks, except that instead of giving the option holder the right to receive or sell a 
stock, it gives the holder the right to receive an amount of cash if the closing level of the stock index is greater than (in the case of a 
call) or less than (in the case of a put) the exercise price of the option. The amount of cash the holder will receive is determined by 
multiplying the difference between the index’s closing price and the option’s exercise price, expressed in dollars, by a specified 
“multiplier.” Unlike stock options, stock index options are always settled in cash, and gain or loss depends on price movements in the 
stock market generally (or a particular market segment, depending on the index) rather than the price movement of an individual 
stock.
 
Private Investments in Public Equity (PIPEs) — A PIPE is an equity security in a private placement that are issued by issuers who have 
outstanding, publicly-traded equity securities of the same class. Shares in PIPEs generally are not registered with the SEC until after a 
certain time period from the date the private sale is completed. This restricted period can last many months. Until the public 
registration process is completed, PIPEs are restricted as to resale and the Fund cannot freely trade the securities. Generally, such 
restrictions cause the PIPEs to be illiquid during this time. PIPEs may contain provisions that the issuer will pay specified financial 
penalties to the holder if the issuer does not publicly register the restricted equity securities within a specified period of time, but 
there is no assurance that the restricted equity securities will be publicly registered, or that the registration will remain in effect.

Real Estate Investment Trusts (REITs) — A REIT is a company that manages a portfolio of real estate to earn profits for its 
shareholders. Some REITs acquire equity interests in real estate and then receive income from rents and capital gains when the 
buildings are sold. Other REITs lend money to real estate developers and receive interest income from the mortgages. Some REITs 
invest in both types of interests.

Repurchase Agreements — In a repurchase transaction, the Portfolio agrees to purchase certain securities and the seller agrees to 
repurchase the same securities at an agreed upon price on a specified date. This creates a fixed return for the Portfolio.

Reverse Repurchase Agreements — In a reverse repurchase transaction, the Portfolio sells a security it owns and agrees to buy it back 
at a set price and date. During the period the security is held by the other party, the Portfolio may continue to receive principal and 
interest payments on the security.

Short Sales — In a short sale, we sell a security we do not own to take advantage of an anticipated decline in the stock’s price. The 
Portfolio borrows the stock for delivery and if it can buy the stock later at a lower price, a profit results.

Short Sales Against-the-Box — A short sale against the box involves selling a security that the Portfolio owns, or has the right to 
obtain without additional costs, for delivery at a specified date in the future. A Portfolio may make a short sale against the box to 
hedge against anticipated declines in the market price of a portfolio security. If the value of the security sold short increases instead, 
the Portfolio loses the opportunity to participate in the gain.
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Swap Options — A swap option is a contract that gives a counterparty the right (but not the obligation) to enter into a swap 
agreement or to shorten, extend cancel or otherwise modify an existing swap agreement at some designated future time on specified 
terms. See also “Options” defined above.

Swaps — Swap agreements are two party contracts entered into primarily by institutional investors for periods ranging from a few 
weeks to more than one year. In a standard “swap” transaction, two parties agree to exchange the returns (or differentials in rates of 
return) earned or realized on particular predetermined investments or instruments, which may be adjusted for an interest factor. 
Credit Default Swaps, Equity Swaps, Interest Rate Swaps and Total Return Swaps are four types of swap agreements.

Total Return Swaps — In a total return swap, payment (or receipt) of an index’s total return is exchanged for the receipt (or payment) 
of a floating interest rate. See also “Swaps” defined above.

When-Issued and Delayed Delivery Securities — With when-issued or delayed delivery securities, the delivery and payment can take 
place a month or more after the date of the transaction. A Portfolio will make commitments for when-issued transactions only with 
the intention of actually acquiring the securities. A Portfolio’s custodian will maintain in a segregated account, liquid assets having a 
value equal to or greater than such commitments. If the Portfolio chooses to dispose of the right to acquire a when-issued security 
prior to its acquisition, it could, as with the disposition of any other security, incur a gain or loss.
 
Except for the Money Market Portfolio, each Portfolio also follows certain policies when it borrows money (each Portfolio may 
borrow up to 5% of the value of its total assets, except that SP Small Cap Value Portfolio may each borrow up to 33% of their total 
assets); lends its securities; and holds illiquid securities (a Portfolio may hold up to 15% of its net assets in illiquid securities, 
including securities with legal or contractual restrictions on resale, those without a readily available market and repurchase 
agreements with maturities longer than seven days). If the Portfolio were to exceed this limit, the investment adviser would take 
prompt action to reduce a Portfolio’s holdings in illiquid securities to no more than 15% of its net assets, as required by applicable 
law. A Portfolio is subject to certain investment restrictions that are fundamental policies, which means they cannot be changed 
without shareholder approval. For more information about these restrictions, see the Statement of Additional Information (SAI). 

The Money Market Portfolio also follows certain policies when it borrows money (the Portfolio may borrow up to 5% of the value of 
its total assets) and holds illiquid securities (the Portfolio may hold up to 10% of its net assets in illiquid securities, including 
securities with legal or contractual restrictions on resale, those without a readily available market and repurchase agreements with 
maturities longer than seven days). If the Portfolio were to exceed this limit, the investment adviser would take prompt action to 
reduce the Portfolio’s holdings in illiquid securities to no more than 10% of its net assets, as required by applicable law. The Portfolio 
is subject to certain investment restrictions that are fundamental policies, which means they cannot be changed without shareholder 
approval. For more information about these restrictions, see the SAI. 

We will consider other factors (such as cost) in deciding whether to employ any particular strategy or use any particular instrument. 
For more information about these strategies, see the SAI.
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HOW THE FUND IS MANAGED

BOARD OF TRUSTEES
The Board of Trustees oversees the actions of the Investment Manager, the Subadvisers and the Distributor and decides on general 
policies. The Board also oversees the Fund’s officers who conduct and supervise the daily business operations of the Fund. 

INVESTMENT MANAGER
Prudential Investments LLC (PI), a wholly-owned subsidiary of Prudential Financial,Inc., serves as the overall investment manager for 
the Fund. PI is located at Gateway Center Three, 100 Mulberry Street, Newark, New Jersey 07102. PI and its predecessors have 
served as manager and administrator to investment companies since 1987. As of December 31, 2008, PI served as the investment 
manager to all of the Prudential U.S. and offshore investment companies, and as manager or administrator to closed-end investment 
companies, with aggregate assets of approximately $79.1 billion. 

The Fund uses a “manager-of-managers” structure. Under this structure, PI is authorized to select (with approval of the Fund’s 
independent trustees) one or more subadvisers to handle the actual day-to-day investment management of each Portfolio. PI monitors 
each subadviser’s performance through quantitative and qualitative analysis, and periodically reports to the Fund’s Board of Trustees 
as to whether each subadviser’s agreement should be renewed, terminated or modified. PI also is responsible for allocating assets 
among the subadvisers if a Portfolio has more than one subadviser. In those circumstances, the allocation for each subadviser can 
range from 0% to 100% of a Portfolio’s assets, and PI can change the allocations without board or shareholder approval. The Fund 
will notify contract owners of any new subadviser or any material changes to any existing subadvisory agreement. 

A discussion regarding the basis for the Board’s approval of the Fund’s investment management and subadvisory agreements is 
available in the Fund’s semi-annual report (for agreements approved during the six-month period ended June 30), and in the Fund’s 
annual report (for agreements approved during the six-month period ended December 31). 

INVESTMENT MANAGEMENT FEES
The following chart lists the total effective annualized investment management fees paid by each Portfolio of the Fund to PI during 
2008:

Investment Management Fees Paid by the Portfolios

Portfolio Total investment 
management fees 

as % of average 
net assets

Conservative Balanced Portfolio 0.55%

Flexible Managed Portfolio 0.60%

INVESTMENT SUBADVISERS
Each Portfolio of the Fund has one more more investment subadvisers providing the day-to-day investment management of the 
Portfolio. PI pays each investment subadviser out of the fee that PI receives from the Fund. The investment subadvisers for each 
Portfolio of the Fund are listed below:

 
Prudential Investment Management, Inc. (PIM) is an indirect, wholly-owned subsidiary of Prudential Financial, Inc. As of December 
31, 2008 PIM had approximately $395 billion in assets under management. PIM’s address is Gateway Center Two, 100 Mulberry 
Street, Newark, New Jersey 07102.
 
Quantitative Management Associates LLC (QMA) is a wholly owned subsidiary of Prudential Investment Management, Inc. (PIM). As 
of December 31, 2008, QMA managed approximately $53.5 billion in assets, including approximately $15.4 billion that QMA, as a 
balanced manager, allocated to investment vehicles advised by affiliated and unaffiliated managers. QMA’s address is Gateway 
Center Two, 100 Mulberry Street, Newark, New Jersey 07102.
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PORTFOLIO MANAGERS
Information about the portfolio managers responsible for the day-to-day management of the Fund’s Portfolios is set forth below. 

In addition to the information set forth below, the Fund’s SAI provides additional information about each Portfolio Manager’s 
compensation, other accounts managed by each Portfolio Manager, and each Portfolio Manager’s ownership of shares of the Fund’s 
Portfolios. 

 
Conservative Balanced Portfolio and Flexible Managed Portfolio

Equity Segments
 
QMA typically follows a team approach in the management of its portfolios. John Moschberger, Ed Keon and Joel Kallman are the 
members of QMA’s portfolio management team primarily responsible for the day-to-day management of the equity portion and asset 
allocation of the Conservative Balanced Portfolio.
 
John W. Moschberger, CFA, is a Managing Director for Quantitative Management Associates (QMA). He manages the Dryden Stock 
Index Fund and its corresponding variable life and annuity portfolio, the Prudential Series Fund-Stock Index Portfolio. John manages 
both retail and institutional account portfolios benchmarked against the numerous domestic and international indices. He is also 
responsible for trading foreign and domestic equities, foreign exchange and derivative instruments. John previously worked as a 
Research Analyst with Prudential Equity Management Associates. John earned a BS in Finance from the University of Delaware and 
an MBA from Fairleigh Dickinson University and holds the Chartered Financial Analyst (CFA) designation. He has managed the 
Conservative Balanced Portfolio since 1998.
 
Edward F. Keon is a Managing Director and Portfolio Manager for Quantitative Management Associates (QMA), as well as a member 
of the asset allocation team and the investment committee. In addition to portfolio management, Ed contributes to investment 
strategy, research and portfolio construction. Ed has also served as Chief Investment Strategist and Director of Quantitative Research 
at Prudential Equity Group, LLC, where he was a member of the firm’s investment policy committee and research recommendation 
committee. Ed’s prior experience was as Senior Vice President at I/B/E/S International Inc. Ed is a member of the Board of Directors of 
the Chicago Quantitative Alliance and sits on the Membership Committee of the Institute of Quantitative Research in Finance (Q-
Group). He holds a BS in industrial management from the University of Massachusetts/Lowell and an MS in Finance and Marketing 
from the Sloan School of Management at the Massachusetts Institute of Technology. He begun managing the Conservative Balanced 
Portfolio in 2009.
 
Joel M. Kallman, CFA, is an Investment Associate for Quantitative Management Associates (QMA). Joel is a portfolio manager and a 
member of the asset allocation team’s investment committee. He also conducts economic and market valuation research. Joel has 
also held various positions within Prudential’s fixed-income group, in areas such as high-yield credit analysis and performance 
reporting. He earned a BS and MBA in Finance from Rutgers University. He is also a member of the New York Society of Security 
Analysts and holds the Chartered Financial Analyst (CFA) designation. He begun managing the Conservative Balanced Portfolio in 
2009.
 
Ed Keon, Joel Kallman and Stacie Mintz are primarily responsible for the day-to-day management of the equity portion and asset 
allocation of the Flexible Managed Portfolio. Mr. Keon and Mr. Kallman began managing the Flexible Managed Portfolio in 2009; 
their backgrounds are discussed above.
 
Stacie L. Mintz is a Principal and Portfolio Manager for Quantitative Management Associates (QMA) and a member of the investment 
committee. Within the quantitative core equity team, Stacie is primarily responsible for overseeing large-cap equity mandates. She 
also manages the asset allocation of several retail and institutional portfolios, including a portion of Prudential’s pension plan. She 
earned a BA in Economics from Rutgers University and an MBA in Finance from New York University. Ms. Mintz has been managing 
the Flexible Managed Portfolio since 2006.
 
Fixed-Income Segments

Kay T. Willcox and Malcolm Dalrymple of the Fixed Income unit (Prudential Fixed Income Management; PFIM) of Prudential 
Investment Management, Inc. manage the fixed income segments of the Portfolios.
 
Kay T. Willcox is Managing Director and Senior Portfolio Manager of the Core Fixed Income Strategy at PFIM, including both 
intermediate and long-term portfolios. She has managed the fixed income portion of the Portfolios since 1999. Previously, Ms. 
Willcox was a mortgage-backed security portfolio manager for the US Liquidity Team. Ms. Willcox managed a segment of The 
Prudential Insurance Company of America’s proprietary portfolio and mutual fund fixed income portfolios, and handled mortgage-
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backed security analysis and trading. She joined Prudential Financial in 1987. Ms. Willcox began her investment career in 1982 in 
the futures division of Shearson Lehman Brothers. Ms. Willcox received a BA in Mathematics from the University of Texas and an 
MBA in Finance from Columbia University.
 
Malcolm Dalrymple is Principal and portfolio manager for Prudential Fixed Income Management’s Structured and Short Maturity 
Strategies. Mr. Dalrymple is also a corporate bond portfolio manager for the Investment Grade Corporate Team and is responsible for 
corporate security selection in Core Fixed Income portfolios. He has specialized in corporate bonds since 1990. From 1984 to 1990, 
Mr. Dalrymple was a money markets portfolio manager. He joined Prudential Financial in 1979, working in securities lending and as 
a bank analyst. Mr. Dalrymple received a BS in Finance from the University of Delaware and an MBA in Finance from Rutgers 
University. He has worked in investments since 1984.
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HOW TO BUY AND SELL SHARES OF THE PORTFOLIOS

PURCHASING SHARES OF THE PORTFOLIOS
The Fund offers two classes of shares in each Portfolio — Class I and Class II. Each Class participates in the same investments within a 
given Portfolio, but the Classes differ as far as their charges. Class I shares are sold only to separate accounts of Prudential as 
investment options under certain variable annuity and variable life insurance Contracts. Class II is offered only to separate accounts 
of non-Prudential insurance companies as investment options under certain of their Contracts. Please refer to the accompanying 
Contract prospectus to see which Portfolios are available through your Contract. 

The way to invest in the Portfolios is through certain variable life insurance and variable annuity contracts. Together with this 
prospectus, you should have received a prospectus for such a Contract. You should refer to that prospectus for further information on 
investing in the Portfolios. Both Class I and Class II shares of a Portfolio are sold without any sales charge at the net asset value of the 
Portfolio. Class II shares, however, are subject to an annual distribution or “12b-1” fee of 0.25% of the average daily net assets of 
Class II. 

Under the distribution plan adopted by the Fund for Class II shares, Class II of each Portfolio pays to Prudential Investment 
Management Services LLC (PIMS) a distribution or 12b-1 fee at the annual rate of 0.25% of the average daily net assets of Class II. 
This fee pays for distribution services for Class II shares. Because these fees are paid out of the Portfolio’s assets on an ongoing basis, 
over time these fees will increase the cost of your investment in Class II shares and may cost you more than paying other types of 
sales charges. Class II shares are also subject to an administration fee of 0.15% of the average daily net assets of Class II. Class I 
shares do not have a distribution or administration fee. 

Shares are redeemed for cash within seven days of receipt of a proper notice of redemption or sooner if required by law. There is no 
redemption charge. We may suspend the right to redeem shares or receive payment when the New York Stock Exchange (NYSE) is 
closed (other than weekends or holidays), when trading on the NYSE is restricted, or as permitted by the SEC. 

FREQUENT PURCHASES OR REDEMPTIONS OF PORTFOLIO SHARES
The Fund is part of the group of investment companies advised by PI that seeks to prevent patterns of frequent purchases and 
redemptions of shares by its investors (the “PI funds”). Frequent purchases and redemptions may adversely affect the investment 
performance and interests of long-term investors in the Portfolios. When an investor engages in frequent or short-term trading, the PI 
funds may have to sell portfolio securities to have the cash necessary to pay the redemption amounts. This may cause the PI funds to 
sell Portfolio securities at inopportune times, hurting their investment performance. When large dollar amounts are involved, frequent 
trading can also make it difficult for the PI funds to use long-term investment strategies because they cannot predict how much cash 
they will have to invest. In addition, if a PI fund is forced to liquidate investments due to short-term trading activity, it may incur 
increased transaction and tax costs.

Similarly, the PI funds may bear increased administrative costs as a result of the asset level and investment volatility that accompanies 
patterns of short-term trading. Moreover, frequent or short-term trading by certain investors may cause dilution in the value of PI fund 
shares held by other investors. PI funds that invest in foreign securities may be particularly susceptible to frequent trading, because 
time zone differences among international stock markets can allow an investor engaging in short-term trading to exploit fund share 
prices that may be based on closing prices of foreign securities established some time before the fund calculates its own share price. 
PI funds that invest in certain fixed income securities, such as high-yield bonds or certain asset-backed securities, may also constitute 
effective vehicles for an investor’s frequent trading strategies.

The Boards of Trustees of the PI funds, including the Fund, have adopted policies and procedures designed to discourage or prevent 
frequent trading by investors. The policies and procedures for the Fund are limited, however, because the Fund does not directly sell 
its shares directly to the public. Instead, Portfolio shares are sold only to insurance company separate accounts that fund variable 
annuity contracts and variable life insurance policies (together, the “contracts”). Therefore, the insurance companies purchasing 
Portfolio shares (the “participating insurance companies”), not the Fund, maintain the individual contract owner account records. 
Each participating insurance company submits to the Fund’s transfer agent daily aggregate orders combining the transactions of many 
contract owners. Therefore, the Fund and its transfer agent do not monitor trading by individual contract owners.

Under the Fund’s policies and procedures, the Fund has notified each participating insurance company that the Fund expects the 
insurance company to impose restrictions on transfers by contract owners. The current participating insurance companies include 
Prudential and insurance companies not affiliated with Prudential. The Fund may add additional participating insurance companies 
in the future. The Fund receives reports on the trading restrictions imposed by Prudential on variable contract owners investing in the 
Portfolios, and the Fund monitors the aggregate cash flows received from unaffiliated insurance companies. In addition, the Fund has 
entered shareholder information agreements with participating insurance companies as required by Rule 22c-2 under the Investment 
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Company Act. Under these agreements, the participating insurance companies have agreed to: (i) provide certain information 
regarding contract owners who engage in transactions involving Portfolio shares and (ii) execute any instructions from the Fund to 
restrict or prohibit further purchases or exchanges of Portfolio shares by contract owners who have been identified by the Fund as 
having engaged in transactions in Portfolio shares that violate the Fund’s frequent trading policies and procedures. The Fund and its 
transfer agent also reserve the right to reject all or a portion of a purchase order from a participating insurance company. If a purchase 
order is rejected, the purchase amount will be returned to the insurance company.

The Fund also employs fair value pricing procedures to deter frequent trading. Those procedures are described in more detail under 
“Net Asset Value,” below.

The SP Asset Allocation Portfolios are structured as “fund-of-funds,” which means that each Asset Allocation Portfolio invests 
primarily or exclusively in other Portfolios of the Fund and the Advanced Series Trust (AST) that are not operated as “funds-of-funds.” 
The Portfolios in which the Asset Allocation Portfolios invest are referred to as Underlying Portfolios. The policies that have been 
implemented by the participating insurance companies to discourage frequent trading apply to transactions in Asset Allocation 
Portfolio shares. Transactions by the Asset Allocation Portfolios in Underlying Portfolio shares, however, are not subject to any 
limitations and are not considered frequent or short-term trading. For example, the Asset Allocation Portfolios may engage in 
significant transactions in Underlying Portfolio shares in order to: (i) change their investment focus, (ii) rebalance their investments to 
match the then-current asset allocation mix, or (iii) respond to significant purchases or redemptions of Asset Allocation Portfolio 
shares. These transactions by the Asset Allocation Portfolios in Underlying Portfolio shares may be disruptive to the management of an 
Underlying Portfolio because such transactions may: (i) cause the Underlying Portfolio to sell portfolio securities at inopportune times 
to have the cash necessary to pay redemption requests, hurting their investment performance, (ii) make it difficult for the subadvisers 
for the Underlying Portfolios to fully implement their investment strategies, and (iii) lead to increased transaction and tax costs.
 
Certain Portfolios and certain AST Portfolios may be used in connection with certain living benefit programs, including, without 
limitation, certain “guaranteed minimum accumulation benefit” programs and certain “guaranteed minimum withdrawal benefit” 
programs. In order for the participating insurance companies to manage the guarantees offered in connection with these benefit 
programs, the insurance companies generally: (i) limit the number and types of variable sub-accounts in which contract holders may 
allocate their account values (referred to in this Prospectus as the Permitted Sub-Accounts) and (ii) require contract holders to 
participate in certain specialized asset transfer programs. Under these asset transfer programs, the participating insurance companies 
will monitor each contract owner’s account value from time to time and, if necessary, will systematically transfer amounts among the 
Permitted Sub-Accounts as dictated by certain non-discretionary mathematical formulas. These mathematical formulas will generally 
focus on the amounts guaranteed at specific future dates or the present value of the estimated lifetime payments to be made, as 
applicable.
 
As an example of how these asset transfer programs might operate under certain market environments, a downturn in the equity 
markets (i.e., a reduction in a contract holder’s account value within the Permitted Sub-Accounts) and certain market return scenarios 
involving “flat” returns over a period of time may cause participating insurance companies to transfer some or all of such contract 
owner’s account value to certain fixed-income portfolios. In general terms, such transfers are designed to ensure that an appropriate 
percentage of the projected guaranteed amounts are offset by assets in investments like fixed-income portfolios.
 
The above-referenced asset transfer programs are an important part of the guarantees offered in connection with the applicable living 
benefit programs. Such asset transfers may, however, result in large-scale asset flows into and out of the relevant Portfolios. Such asset 
transfers could adversely affect a Portfolio’s investment performance by requiring the relevant investment adviser or subadviser to 
purchase and sell securities at inopportune times and by otherwise limiting the ability of the relevant investment adviser or subadviser 
to fully implement the Portfolio’s investment strategies. In addition, these asset transfers may result in relatively small asset bases and 
relatively high transaction costs and operating expense ratios for a Portfolio compared to other similar funds.

Investors seeking to engage in frequent trading activities may use a variety of strategies to avoid detection and, despite the efforts of 
the Fund and the participating insurance companies to prevent such trading, there is no guarantee that the Fund or the participating 
insurance companies will be able to identify these investors or curtail their trading practices. Therefore, some Fund investors may be 
able to engage in frequent trading, and, if they do, the other Fund investors would bear any harm caused by that frequent trading. The 
Fund does not have any arrangements intended to permit trading in contravention of the policies described above.

For information about the trading limitations applicable to you, please see the prospectus for your contract or contact your insurance 
company.

NET ASSET VALUE
Any purchase or sale of Portfolio shares is made at the net asset value, or NAV, of such shares. The price at which a purchase or 
redemption is made is based on the next calculation of the NAV after the order is received in good order. The NAV of each share 
class of each Portfolio is determined on each day the NYSE is open for trading as of the close of the exchange’s regular trading session 
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(which is generally 4:00 p.m. New York time). The NYSE is closed on most national holidays and Good Friday. The Fund does not 
price, and shareholders will not be able to purchase or redeem, the Fund’s shares on days when the NYSE is closed but the primary 
markets for the Fund’s foreign securities are open, even though the value of these securities may have changed. Conversely, the Fund 
will ordinarily price its shares, and shareholders may purchase and redeem shares, on days that the NYSE is open but foreign 
securities markets are closed.

The securities held by each of the Fund’s portfolios are valued based upon market quotations or, if not readily available, at fair value 
as determined in good faith under procedures established by the Fund’s Board of Trustees. The Fund may use fair value pricing if it 
determines that a market quotation is not reliable based, among other things, on market conditions that occur after the quotation is 
derived or after the closing of the primary market on which the security is traded, but before the time that the NAV is determined. 
This use of fair value pricing most commonly occurs with securities that are primarily traded outside of the U.S., because such 
securities present time-zone arbitrage opportunities when events or conditions affecting the prices of specific securities or the prices 
of securities traded in such markets generally occur after the close of the foreign markets but prior to the time that a Portfolio 
determines its NAV.

The Fund may also use fair value pricing with respect to U.S. traded securities if, for example, trading in a particular security is halted 
and does not resume before a Portfolio calculates its NAV or the exchange on which a security is traded closes early. In addition, fair 
value pricing is used for securities where the pricing agent or principal market maker does not provide a valuation or methodology or 
provides a valuation or methodology that, in the judgment of the Manager (or Subadviser) does not represent fair value. Different 
valuation methods may result in differing values for the same security. The fair value of a portfolio security that a Portfolio uses to 
determine its NAV may differ from the security’s published or quoted price. If a Portfolio needs to implement fair value pricing after 
the NAV publishing deadline but before shares of the Portfolio are processed, the NAV you receive or pay may differ from the 
published NAV price. For purposes of computing the Fund’s NAV, we will value the Fund’s futures contracts 15 minutes after the 
close of regular trading on the NYSE. Except when we fair value securities, we normally value each foreign security held by the Fund 
as of the close of the security’s primary market.

Fair value pricing procedures are designed to result in prices for a Portfolio’s securities and its NAV that are reasonable in light of the 
circumstances which make or have made market quotations unavailable or unreliable, and to reduce arbitrage opportunities 
available to short-term traders. There is no assurance, however, that fair value pricing will more accurately reflect the market value of 
a security than the market price of such security on that day or that it will prevent dilution of a Portfolio’s NAV by short-term traders.

The NAV for each of the Portfolios other than the Money Market Portfolio is determined by a simple calculation. It’s the total value of 
a Portfolio (assets minus liabilities) divided by the total number of shares outstanding. As explained below, the Money Market 
Portfolio uses the amortized cost method of valuation, which is designed to permit the Money Market Fund to maintain a stable NAV 
of $10 per share. Although the price of each share is designed to remain the same, the Money Market Fund issues additional shares 
when dividends are declared.

To determine a Portfolio’s NAV, its holdings are valued as follows:

Equity Securities for which the primary market is on an exchange (whether domestic or foreign) shall be valued at the last sale price 
on such exchange or market on the day of valuation or, if there was no sale on such day, at the mean between the last bid and asked 
prices on such day or at the last bid price on such day in the absence of an asked price. Securities included within the NASDAQ 
market shall be valued at the NASDAQ official closing price (NOCP) on the day of valuation, or if there was no NOCP issued, at the 
last sale price on such day. Securities included within the NASDAQ market for which there is no NOCP and no last sale price on the 
day of valuation shall be valued at the mean between the last bid and asked prices on such day or at the last bid price on such day in 
the absence of an asked price. Equity securities that are not sold on an exchange or NASDAQ are generally valued by an 
independent pricing agent or principal market maker.

A Portfolio may own securities that are primarily listed on foreign exchanges that trade on weekends or other days when the 
Portfolios do not price their shares. Therefore, the value of a Portfolio’s assets may change on days when shareholders cannot 
purchase or redeem Portfolio shares.

All short-term debt securities held by the Money Market Portfolio are valued at amortized cost. Short-term debt securities with 
remaining maturities of 12 months or less held by the Conservative Balanced and Flexible Managed Portfolios are valued on an 
amortized cost basis. The amortized cost valuation method is widely used by mutual funds. It means that the security is valued 
initially at its purchase price and then decreases in value by equal amounts each day until the security matures. It almost always 
results in a value that is extremely close to the actual market value. The Fund’s Board of Trustees has established procedures to 
monitor whether any material deviation between valuation and market value occurs and if so, will promptly consider what action, if 
any, should be taken to prevent unfair results to Contract owners.
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For each Portfolio other than the Money Market Portfolio, and except as discussed above for the Conservative Balanced and Flexible 
Managed Portfolios, short-term debt securities, including bonds, notes, debentures and other debt securities, and money market 
instruments such as certificates of deposit, commercial paper, bankers’ acceptances and obligations of domestic and foreign banks, 
with remaining maturities of more than 60 days, for which market quotations are readily available, are valued by an independent 
pricing agent or principal market maker (if available, otherwise a primary market dealer).

Short-term debt securities with remaining maturities of 60 days or less are valued at cost with interest accrued or discount amortized 
to the date of maturity, unless such valuation, in the judgment of PI or a subadviser, does not represent fair value.

Convertible debt securities that are traded in the over-the-counter market, including listed convertible debt securities for which the 
primary market is believed by PI or a subadviser to be over-the-counter, are valued at the mean between the last bid and asked prices 
provided by a principal market maker (if available, otherwise a primary market dealer).

Other debt securities — those that are not valued on an amortized cost basis — are valued using an independent pricing service.

Options on stock and stock indexes that are traded on a national securities exchange are valued at the last sale price on such 
exchange on the day of valuation or, if there was no such sale on such day, at the mean between the most recently quoted bid and 
asked prices on such exchange.

Futures contracts and options on futures contracts are valued at the last sale price at the close of the commodities exchange or 
board of trade on which they are traded. If there has been no sale that day, the securities will be valued at the mean between the 
most recently quoted bid and asked prices on that exchange or board of trade.

Forward currency exchange contracts are valued at the cost of covering or offsetting such contracts calculated on the day of 
valuation. Securities which are valued in accordance herewith in a currency other than U.S. dollars shall be converted to U.S. dollar 
equivalents at a rate obtained from a recognized bank, dealer or independent service on the day of valuation.

Over-the-counter (OTC) options are valued at the mean between bid and asked prices provided by a dealer (which may be the 
counterparty). A subadviser will monitor the market prices of the securities underlying the OTC options with a view to determining 
the necessity of obtaining additional bid and ask quotations from other dealers to assess the validity of the prices received from the 
primary pricing dealer.

 
Valuation of Private Real Estate-Related Investments. Private real estate-related investments owned by the AST Global Real Estate 
Portfolio will be fair valued each day using a methodology set forth in Valuation Policies and Procedures adopted by the Board of the 
Trust that incorporate periodic independently appraised values of the properties and include an estimate each day of net operating 
income (which reflects operating income and operating losses) for each property. Estimates of net operating income are adjusted 
monthly on a going forward basis as actual net operating income is recognized monthly.
 
An appraisal is an estimate of market value and not a precise measure of realizable value. Generally, appraisals will consider the 
financial aspects of a property, market transactions and the relative yield for an asset measured against comparable real estate 
investments. On any day, Prudential Real Estate Investors (PREI), the AST Global Real Estate Portfolio’s subadviser, may recommend to 
the AST Board’s Valuation Committee an adjustment to the value of a private real estate-related investment based on market events or 
issuer-specific events that have increased or decreased the realizable value of the security. For example, adjustments may be 
recommended by PREI for events indicating an impairment of a borrower’s or lessee’s ability to pay amounts due or events which 
affect property values of the surrounding area. Other major market events for which adjustments may be recommended by PREI 
include changes in interest rates, domestic or foreign government actions or pronouncements, suspended trading or closings of stock 
exchanges, natural disasters or terrorist attacks. There can be no assurance that the factors for which an adjustment may be 
recommended by PREI will immediately come to the attention of PREI.
 
Appraised values do not necessarily represent the price at which real estate would sell since market prices of real estate can only be 
determined by negotiation between a willing buyer and seller. The realizable market value of real estate depends to a great extent on 
economic and other conditions beyond the control of the AST Global Real Estate Portfolio.
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DISTRIBUTOR
Prudential Investment Management Services LLC (PIMS) distributes the Fund’s shares under a Distribution Agreement with the Fund. 
PIMS’ principal business address is Gateway Center Three, 100 Mulberry Street, Newark, New Jersey 07102-3777. 

The Fund has adopted a distribution plan under Rule 12b-1 of the Investment Company Act covering Class II shares. These 12b-1 fees 
do not apply to Class I shares.
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OTHER INFORMATION

FEDERAL INCOME TAXES
Each Portfolio currently intends to be treated as a partnership for federal income tax purposes. As a result, each Portfolio’s income, 
gains, losses, deductions, and credits are “passed through” pro rata directly to the participating insurance companies and retain the 
same character for federal income tax purposes. Distributions may be made to the various separate accounts of the Participating 
Insurance Companies in the form of additional shares (not in cash). 

Holders of variable annuity contracts or variable life insurance policies should consult the prospectuses of their respective contracts 
or policies for information on the federal income tax consequences to such holders. In addition, variable contract owners may wish 
to consult with their own tax advisors as to the tax consequences of investments in the Fund, including the application of state and 
local taxes. 

MONITORING FOR POSSIBLE CONFLICTS
The Fund sells its shares to fund variable life insurance contracts and variable annuity contracts and is authorized to offer its shares to 
qualified retirement plans. Because of differences in tax treatment and other considerations, it is possible that the interest of variable 
life insurance contract owners, variable annuity contract owners and participants in qualified retirement plans could conflict. The 
Fund will monitor the situation and in the event that a material conflict did develop, the Fund would determine what action, if any, to 
take in response. 

DISCLOSURE OF PORTFOLIO HOLDINGS
A description of the Fund’s policies and procedures with respect to the disclosure of each Portfolio’s portfolio securities is included in 
the Fund’s SAI and on the Fund’s website.

REDEMPTION IN KIND
The Fund may pay the redemption price to shareholders of record (generally, the insurance company separate accounts holding Fund 
shares) in whole or in part by a distribution in-kind of securities from the relevant investment portfolio of the Fund, in lieu of cash, in 
conformity with applicable rules of the Securities and Exchange Commission (SEC) and procedures adopted by the Fund’s Board of 
Trustees. Securities will be readily marketable and will be valued in the same manner as in a regular redemption. 

If shares are redeemed in kind, the recipient will incur transaction costs in converting such assets into cash. These procedures govern 
the redemption by the shareholder of record, generally an insurance company separate account. The procedures do not affect 
payments by an insurance company to a contract owner under a variable contract. 

PAYMENTS TO AFFILIATES
PI and its affiliates, including a subadviser or the distributor of the Portfolios may compensate affiliates of PI, including the insurance 
companies issuing variable annuity or variable life contracts by providing reimbursement, defraying the costs of, or paying directly 
for, among other things, marketing and/or administrative services and/or other services they provide in connection with the variable 
annuity and/or variable life contracts which offer the Portfolios as investment options. These services may include, but are not limited 
to: sponsoring or co-sponsoring various promotional, educational or marketing meetings and seminars attended by distributors, 
wholesalers, and/or broker dealer firms’ registered representatives, and creating marketing material discussing the contracts, available 
options, and the Portfolios. 

The amounts paid depend on the nature of the meetings, the number of meetings attended by PI, the subadviser, or distributor, the 
number of participants and attendees at the meetings, the costs expected to be incurred, and the level of PI’s, subadviser’s or 
distributor’s participation. These payments or reimbursements may not be offered by all advisers, subadvisers, or distributor and the 
amounts of such payments may vary between and among each adviser, subadviser and distributor depending on their respective 
participation. 

With respect to variable annuity contracts, the amounts paid under these arrangements to Prudential-affiliated insurers are set forth in 
the prospectuses for the variable annuity contracts which offer the Portfolios as investment options.
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FINANCIAL HIGHLIGHTS

INTRODUCTION
The financial highlights which follow will help you evaluate the financial performance of each Portfolio available under your 
Contract. The total return in each chart represents the rate that a shareholder earned on an investment in that share class of the 
Portfolio, assuming reinvestment of all dividends and other distributions. The charts do not reflect any charges under any variable 
contract. Because Contract Charges are not included, the actual return that you will receive will be lower than the total return in 
each chart. The information is for Class I shares and for Class II shares as applicable for the periods indicated. 

The financial highlights were derived from the financial statements audited by KPMG LLP, the Fund’s independent registered public 
accounting firm, whose reports on these financial statements were unqualified. The Fund’s financial statements are included in the 
Fund’s annual report to shareholders, which is available upon request.
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Conservative Balanced Portfolio
Year Ended December 31,

2008 2007(c) 2006 2005 2004

Per Share Operating Performance:
Net Asset Value, beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 16.69 $ 16.21 $ 15.09 $ 15.10 $ 14.34

Income (Loss) From Investment Operations:
Net investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .50 .50 .48 .38 .34
Net realized and unrealized gain (loss) on investments . . . . . . . . . . . . . . . . . . . . (3.98) .49 1.06 .11 .78

Total from investment operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3.48) .99 1.54 .49 1.12

Less Dividends and Distributions:
Dividends from net investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — (.35) (.28)
Distributions from net realized gains . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — (.15) (.08)
Distributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (.52) (.51) (.42) — —

Total dividends and distributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (.52) (.51) (.42) (.50) (.36)

Net Asset Value, end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 12.69 $ 16.69 $ 16.21 $ 15.09 $ 15.10

Total Return(a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (21.41)% 6.12% 10.44% 3.43% 8.04%
Ratios/Supplemental Data:
Net assets, end of year (in millions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,957.5 $2,721.9 $2,770.6 $2,749.8 $2,893.6
Ratios to average net assets(b):
Expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .59% .59% .57% .58% .59%
Net investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.12% 2.95% 2.97% 2.45% 2.27%

Portfolio turnover rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 336% 178% 114% 110% 153%

(a) Total return is calculated assuming a purchase of a share on the first day and a sale on the last day of each year reported and includes
reinvestment of dividends and distributions and does not reflect the effect of insurance contract charges. Total return does not reflect expenses
associated with the separate account such as administrative fees, account charges and surrender charges which, if reflected, would reduce the
total returns for all years shown. Performance figures may reflect fee waivers and/or expense reimbursements. In the absence of fee waivers
and/or expense reimbursements, the total return would be lower. Past performance is no guarantee of future results. Total returns may reflect
adjustments to conform to generally accepted accounting principles.

(b) Does not include expenses of the underlying portfolios in which the Portfolio invests.

(c) Calculated based upon average shares outstanding during the year.
 

Flexible Managed Portfolio
Year Ended December 31,

2008 2007 2006 2005(c) 2004

Per Share Operating Performance:
Net Asset Value, beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 18.30 $ 18.36 $ 16.92 $ 16.58 $ 15.19

Income (Loss) From Investment Operations:
Net investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .45 .50 .44 .32 .29
Net realized and unrealized gain (loss) on investments . . . . . . . . . . . . . . . . . . . . (4.62) .65 1.59 .34 1.32

Total from investment operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4.17) 1.15 2.03 .66 1.61

Less Dividends and Distributions:
Dividends from net investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — (.32) (.22)
Distributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1.79) (1.21) (.59) — —

Total dividends and distributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1.79) (1.21) (.59) (.32) (.22)

Net Asset Value, end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 12.34 $ 18.30 $ 18.36 $ 16.92 $ 16.58

Total Return(a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (24.82)% 6.30% 12.17% 4.16% 10.74%
Ratios/Supplemental Data:
Net assets, end of year (in millions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,621.6 $3,716.3 $3,723.6 $3,543.9 $3,883.5
Ratios to average net assets(b):
Expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .64% .63% .62% .63% .62%
Net investment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.85% 2.53% 2.48% 1.95% 1.83%

Portfolio turnover rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 321% 212% 153% 126% 150%

(a) Total return is calculated assuming a purchase of a share on the first day and a sale on the last day of each year reported and includes
reinvestment of dividends and distributions and does not reflect the effect of insurance contract charges. Total return does not reflect expenses
associated with the separate account such as administrative fees, account charges and surrender charges which, if reflected, would reduce the
total returns for all years shown. Performance figures may reflect fee waivers and/or expense reimbursements. In the absence of fee waivers
and/or expense reimbursements, the total return would be lower. Past performance is no guarantee of future results. Total returns may reflect
adjustments to conform to generally accepted accounting principles.

(b) Does not include expenses of the underlying portfolios in which the Portfolio invests.

(c) Calculated based upon average shares outstanding during the year.
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PSF SVAL-1

INVESTOR INFORMATION SERVICES: 

Shareholder inquiries should be made by calling (800) 778-2255 or by writing to The Prudential Series Fund at Gateway Center 
Three, 100 Mulberry Street, Newark, New Jersey 07102. Additional information about the Portfolios is included in a Statement of 
Additional Information, which is incorporated by reference into this Prospectus. Additional information about the Portfolios’ 
investments is available in the annual and semi-annual reports to holders of variable annuity contracts and variable life insurance 
policies. In the annual reports, you will find a discussion of the market conditions and investment strategies that significantly affected 
each Portfolio’s performance during its last fiscal year. The Statement of Additional Information and additional copies of annual and 
semi-annual reports are available without charge by calling the above number. The Statement of Additional Information and the 
annual and semi-annual reports are also available without charge on the Fund’s website at www.prudential.com. 

Delivery of Prospectus and Other Documents to Households. To lower costs and eliminate duplicate documents sent to your 
address, the Fund, in accordance with applicable laws and regulations, may begin mailing only one copy of the Fund’s prospectus, 
prospectus supplements, annual and semi-annual reports, proxy statements and information statements, or any other required 
documents to your address even if more than one shareholder lives there. If you have previously consented to have any of these 
documents delivered to multiple investors at a shared address, as required by law, and you wish to revoke this consent or would 
otherwise prefer to continue to receive your own copy, you should call the number above, or write to the Fund at the above address. 
The Fund will begin sending individual copies to you within thirty days of revocation. 

The information in the Fund’s filings with the Securities and Exchange Commission (including the Statement of Additional 
Information) is available from the Commission. Copies of this information may be obtained, upon payment of duplicating fees, by 
electronic request to publicinfo@sec.gov or by writing the Public Reference Section of the Commission, Washington, DC 
20549-0102. The information can also be reviewed and copied at the Commission’s Public Reference Room in Washington, DC. 
Information on the operation of the Public Reference Room may be obtained by calling the Commission at 1-202-551-8090. Finally, 
information about the Fund is available on the EDGAR database on the Commission’s internet site at www.sec.gov.

Investment Company File Act No. 811-03623



Privacy Notice
This notice is being provided on behalf of the companies listed in this Notice. It describes how information about
you is handled and the steps we take to protect your privacy. We call this information “customer data” or just
“data.” If you have other Prudential products or relationships, you may receive a separate privacy notice describing
the practices that apply to those products or relationships. If your relationship with us ends, we will continue to
handle data about you the same way we handle customer data.

Protecting Customer Data
We maintain physical, electronic, and procedural safeguards to protect customer data. The only persons who are
authorized to have access to it are those who need access to do their jobs. We require them to keep the data
secure and confidential.

Information We Collect
We collect data you give us and data about the products and relationships you have with us, so that we can serve
you, including offering products and services to you. It includes, for example:

your name and address,
income and Social Security number.

We also collect data others give us about you, for example:
medical information for insurance applications,
consumer reports from consumer reporting agencies, and
participant information from organizations that purchase products or services from us for the benefit
of their members or employees, for example, group life insurance.

Sharing Data
We may share data with affiliated companies and with other companies so that they can perform services for us
or on our behalf. We may, for example, disclose data to other companies for customer service or administrative
purposes. We may disclose limited information such as:

your name,
address, and
the types of products you own

to service providers so they can provide marketing services to us.

We may also disclose data as permitted or required by law, for example:
to law enforcement officials,
in response to subpoenas,
to regulators, or
to prevent fraud.

We do not disclose data to Prudential affiliates or other companies to allow them to market their products or
services to you. We may tell you about a product or service that a Prudential company or other companies offer.
If you respond, that company will know that you were in the group selected to receive the information.

Annual Notices
We will send notices at least once a year, as federal and state laws require. We reserve the right to modify this
policy at any time.

If you have questions about Prudential’s Privacy Notice please call us. The toll-free number is (800) 236-6848.

Prudential, Prudential Financial and the Rock logo are registered service marks of The Prudential Insurance Company of America, Newark, NJ and its
affiliates. The Prudential Insurance Company of America, 751 Broad Street, Newark, NJ 07102-3777.
Your Financial Security, Your Satisfaction & Your Privacy Privacy 0001 Ed. 1/2009
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Many Prudential Financial companies are required to send privacy notices to their customers. This notice is being
provided to customers of the Prudential Financial companies listed below:

Insurance Companies and Separate Accounts
Prudential Insurance Company of America, The
Prudential Annuities Life Assurance Corporation
Pruco Life Insurance Company
Pruco Life Insurance Company of New Jersey
Separate accounts of The Prudential Insurance Company of America, Pruco Life Insurance Company, Pruco Life Insurance Company

of New Jersey, and Prudential Annuities Life Assurance Corporation
Prudential Retirement Insurance and Annuity Company (PRIAC)
PRIAC Variable Contract Account A
CG Variable Annuity Account I & II (Connecticut General)

Insurance Agencies
Prudential Insurance Agency, LLC

Broker-Dealers and Registered Investment Advisers
AST Investment Services, Inc.
Prudential Annuities Distributors, Inc.
Global Portfolio Strategies, Inc.
Prudential Bache Securities, LLC
Pruco Securities, LLC
Prudential Investment Management, Inc.
Prudential Investment Management Services LLC
Prudential Investments LLC

Bank and Trust Companies
Prudential Bank & Trust, FSB
Prudential Trust Company

Investment Companies and Other Investment Vehicles
Asia Pacific Fund, Inc., The
Cash Accumulation Trust
Greater China Fund Inc., The
High Yield Income Fund, Inc., The
High Yield Plus Fund Inc., The
JennisonDryden Mutual Funds
MoneyMart Assets, Inc.
Nicholas-Applegate Fund, Inc.
Prudential Capital Partners, L.P.
Prudential Bache Commodities, LLC
Prudential Institutional Liquidity Portfolio, Inc.
Strategic Partners Mutual Funds
Target Asset Allocation Funds, Inc.
Target Portfolio Trust, The
PB Financial Services, Inc.

ILIX-D3663



For online access to your policy information, 
visit www.prudential.com/myaccess

If you would like to receive this document through
the internet next time, please enroll for electronic
delivery at www.prudential.com/edelivery now.

Prudential Financial and the Rock logo are registered service marks 
of The Prudential Insurance Company of America, and its affiliates.

SVAL1  Ed. 5/2009

Having you as our customer means a great
deal to us.  We value your business.  Should
you have any questions, or want to review
your insurance needs, contact one of our
licensed financial professionals for prompt
and personalized service.

You may also call our customer service 
office at (800) 778-2255, Monday through
Friday between 8:00 a.m. to midnight
Eastern time, and Saturday between 8:00
a.m. to 3:00 p.m. Eastern time.

Pruco Life Insurance Company 
213 Washington Street, Newark, NJ 07102-2992
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Pruco Life Insurance Company  
 
Consolidated Statements of Financial Position 

As of December 31, 2008 and 2007 (in thousands, except share amounts) 

 

  

   2008 

 

  

2007 

ASSETS    

Fixed maturities available for sale,    

    at fair value (amortized cost, 2008 - $4,865,526; 2007 - $4,470,186) $          4,544,162   $        4,509,969 

Equity securities available for sale, 

    at fair value (amortized cost, 2008 - $28,015; 2007: $28,037) 16,872  30,107 

Trading account assets 9,967  1,164 

Policy loans 1,001,518  961,054 

Short term investments 76,195   119,606 

Commercial loans 881,638   745,223 

Other long term investments 86,833   53,288 

     Total investments 6,617,185  6,420,411 

Cash and cash equivalents 595,045  92,964 

Deferred policy acquisition costs 2,602,085  2,174,315 

Accrued investment income 79,161   73,968 

Reinsurance recoverables 3,043,662   1,599,910 

Receivables from parent and affiliates 190,576  155,990 

Deferred sales inducements 269,310   215,057 

Other assets 24,005  15,932 

Separate account assets 17,574,530   24,609,488 

TOTAL ASSETS     $  30,995,559     $     35,358,035 

    

LIABILITIES AND STOCKHOLDER’S EQUITY    

LIABILITIES    

Policyholders’ account balances     $        6,322,008   $       5,076,654 

Future policy benefits and other policyholder liabilities 3,518,081   2,175,326 

Cash collateral for loaned securities 109,342   142,680 

Securities sold under agreement to repurchase 44,371   272,803 

Income taxes payable  477,591   484,107 

Short term debt to affiliates 100   55,863 

Payables to parent and affiliates 75,653   60,207 

Other liabilities 146,142   207,491 

Separate account liabilities 17,574,530   24,609,488 

Total liabilities $      28,267,818  $    33,084,619 

    

COMMITMENTS AND CONTINGENT LIABILITIES (See Note 12)    

    

STOCKHOLDER’S EQUITY    

Common stock, ($10 par value; 

        1,000,000 shares, authorized; 

        250,000 shares, issued and outstanding) 2,500  

  

 

2,500 

Additional paid-in capital 815,664   455,664 

Retained earnings 2,046,712   1,797,387 

Accumulated other comprehensive income (137,135)  17,865  

Total stockholder’s equity 2,727,741   2,273,416 

TOTAL LIABILITIES AND  

     STOCKHOLDER’S EQUITY $     30,995,559   

 

$   35,358,035 

 

See Notes to Consolidated Financial Statements 
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Pruco Life Insurance Company  
 

Consolidated Statements of Operations and Comprehensive Income 

Years Ended December 31, 2008, 2007 and 2006 (in thousands) 

 

 

  

2008 

  

2007 

  

2006 

      

REVENUES      

      

Premiums          $       76,794   $    61,469  $ 43,516 

Policy charges and fee income 686,149   688,477  547,693 

Net investment income 363,751   381,394  401,436 

Realized investment gains/(losses), net  206,206   (20,683)  (62,749) 

Asset administration fees 24,903   24,439  18,338 

Other income 28,783   24,928  18,207 

      

Total revenues 1,386,586   1,160,024  966,441 

      

BENEFITS AND EXPENSES      

      

Policyholders’ benefits 339,148   111,034  120,049 

Interest credited to policyholders’ account 

balances 

 

213,371  

                      

208,768 

  

212,288 

General, administrative and other expenses 519,738   528,476  308,850 

      

Total benefits and expenses 1,072,257   848,278  641,187 

      

 

Income from operations before income taxes  

 

314,329 

  

311,746 

  

325,254 

      

Income taxes:      

   Current (126,180)  8,570  89,034 

   Deferred 191,184   55,842  (26,572) 

Total income tax expense 65,004   64,412  62,462 

NET INCOME 249,325   247,334  262,792 

      

Change in net unrealized investment 

(losses)/gains and changes in foreign 

currency translation, net of taxes  (155,000) 

 

(7,397) 

  

 

6,662 

      

COMPREHENSIVE INCOME $     94,325   $     239,937  $     269,454 

 

 

 

See Notes to Consolidated Financial Statements 
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Pruco Life Insurance Company  
Consolidated Statements of Stockholder’s Equity 

Years Ended December 31, 2008, 2007 and 2006 (in thousands) 

      

   

 

 

Common 

Stock  

 

 

Additional 

Paid-in- 

Capital 

  

 

 

Retained 

Earnings 

   

Foreign 

Currency 

Translation 

Adjustments 

  

Net  

Unrealized 

Investment 

Gains(Loss) 

 Total 

Accumulated 

Other 

Comprehensive 

Income (Loss) 

  

 

Total  

Stockholder’s 

Equity 

Balance, January 1, 2006    $  2,500  $ 454,670  $ 1,590,441   $          -  $   18,600   $    18,600   $  2,066,211  

                

Net income  -  -  262,792   -  -  -  262,792 
                

Stock-based compensation 

programs   -  (1)  -  

 

- 

 

- 

 

-  (1) 
                

Contributed Capital  -  (142)  -   -  -  -  (142) 
                

Change in foreign currency 

translation adjustments, net 

of taxes  -  -  -  

 

167 

 

- 

 

167  167 
                

Change in net unrealized 

investment gains, net of 

taxes  -  -  -  

 

- 

 

6,495 

 

6,495  6,495  

Balance, December 31, 

2006  
$ 2,500  $ 454,527   $ 1,853,233  

 
$      167 

 
$   25,095 

 
$   25,262  $  2,335,522 

                

Net income      247,334         247,334 
                

Contributed Capital  -  1,137  -   -  -  -     1,137 
                

Dividend to Parent  -  -  (300,000)   -  -  -  (300,000) 
                

Cumulative effect of 

changes in accounting 

principles, net of taxes  -  -  (3,180)  

 

- 

 

- 

 

-  (3,180) 

        
 

 
 

 
 

   

Change in foreign currency  

translation adjustments, net 

of taxes 
 

 -  -  -  

 

462 

 

- 

 

462  462 

        
 

 
 

 
 

   

Change in net unrealized 

investment (losses), net of 

taxes  -  -  -  

 

- 

 

(7,859) 

 

(7,859)  (7,859) 

Balance, December 31, 

2007  $ 2,500  $ 455,664  $ 1,797,387  

 

$      629 

 

$   17,236 

 

$    17,865  $  2,273,416 

                

Net income      249,325         249,325 
                

Contributed Capital  -  360,000  -   -  -  -  360,000 
                

Change in foreign currency  

translation adjustments, net 

of taxes 
 

 -  -  -  

 

(477) 

 

- 

 

(477)  (477) 
                

Change in net unrealized 

investment (losses), net of 

taxes  -  -  -  

 

- 

 

(154,523) 

 

(154,523)  (154,523) 

Balance, December 31, 

2008  $ 2,500  $ 815,664  $2,046,712  

 

$     152 

 

($ 137,287) 

 

($    137,135)  $  2,727,741 

 

 

See Notes to Consolidated Financial Statements 
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Pruco Life Insurance Company  
Consolidated Statements of Cash Flows 

Years Ended December 31, 2008, 2007 and 2006 (in thousands) 

  2008   2007  2006 

CASH FLOWS FROM (USED IN) OPERATING 

ACTIVITIES: 

     

Net income $     249,325  $     247,334      $      262,792 

Adjustments to reconcile net income to net cash from 

     (used in) operating activities: 

     

     Policy charges and fee income (207,498)  (212,764)  (106,310) 

     Interest credited to policyholders’ account balances 213,371  208,768   212,288 

     Realized investment (gains)/losses, net (206,206)  20,683                 62,749 

     Amortization and other non-cash items (5,505)  (1,786)  8,292         

     Change in:                   

         Future policy benefits and other insurance liabilities 1,331,959  410,521              318,680 

         Reinsurance recoverable (1,104,127)  (378,931)            (275,898) 

         Accrued investment income (5,193)  (379)               21,415 

         Receivables from parent and affiliates (30,500)  (12,663)               3,427 

         Payables to parent and affiliates 15,446  30,780                6,981 

         Deferred policy acquisition costs  (163,154)  (204,979)            (306,973) 

         Income taxes payable 76,532  34,505               16,744 

         Deferred sales inducements (54,253)  (33,879)              (43,566) 

         Other, net  (121,669)  (131,522)               17,464 

CASH FLOWS FROM (USED IN) OPERATING 

ACTIVITIES (11,472)  (24,312)            198,085 

      

CASH FLOWS FROM (USED IN) INVESTING 

ACTIVITIES: 

     

     Proceeds from the sale/maturity/prepayment of:      

         Fixed maturities available for sale 1,485,142  2,051,195           5,267,761 

         Policy loans 110,856  105,043       99,553 

         Commercial loans 20,553  30,954              52,131 

         Equity securities (47)  541  1,873 

     Payments for the purchase of:      

         Fixed maturities available for sale (2,019,688)  (1,668,443)         (4,060,433) 

         Policy loans (109,096)  (110,683)             (96,587) 

         Commercial loans (126,892)  (269,135)            (292,232) 

     Notes receivable from parent and affiliates, net (8,687)  (34,801)  (28,465) 

     Other long term investments, net (18,146)  (34,930)            (19,230) 

     Short term investments, net 43,490  (22,550)                 16,691 

CASH FLOWS FROM (USED IN) INVESTING ACTIVITIES (622,515)  47,191               941,062 

      

CASH FLOWS FROM (USED IN) FINANCING  

ACTIVITIES: 

     

     Policyholders’ account deposits 3,180,720  3,057,251          2,716,760 

     Policyholders’ account withdrawals (2,084,535)  (3,464,702)        (3,128,127) 

     Net change in securities sold under agreement to repurchase 

and cash collateral for loaned securities (261,770)  267,275  (278,026) 

Dividend to parent -                       (300,000)                       -       - 

     Contributed capital 360,000                                               -                 - 

     Net change in financing arrangements (maturities 90 days or      

     less) 

 

(58,347) 

  

25,062 

            

       (122,565) 

CASH FLOWS FROM (USED IN) FINANCING 

ACTIVITIES 

1,136,068  (415,114)          (811,958) 

     Net increase (decrease) in cash and cash equivalents 502,081  (392,235)  327,189 

     Cash and cash equivalents, beginning of year 92,964  485,199  158,010 

CASH AND CASH EQUIVALENTS, END OF YEAR $    595,045  $     92,964  $     485,199 

      

SUPPLEMENTAL CASH FLOW INFORMATION      

     Income taxes (refunded) paid  $           (11,525)  $           29,905  $            45,715 

     Interest paid  $                  573  $                590   $             2,788 

 

See Notes to Consolidated Financial Statements 
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Notes to Consolidated Financial Statements 
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1.  BUSINESS 

                             
Pruco Life Insurance Company, or ―the Company,‖ is a stock life insurance company, organized in 1971 under the laws of the 

state of Arizona. The Company is licensed to sell interest sensitive individual life insurance, variable life insurance, term life 

insurance, variable and fixed annuities, in the District of Columbia, Guam and in all states except New York. Pruco Life 

Insurance Company also had marketed individual life insurance through its branch office in Taiwan. The branch office was 

transferred to an affiliated Company on January 31, 2001, as described in Note 13 to the Consolidated Financial Statements. 

 

The Company has three subsidiaries, which include one wholly owned life insurance subsidiary, Pruco Life Insurance Company 

of New Jersey or, ―PLNJ,‖ and two subsidiaries formed in 2003 for the purpose of acquiring and investing in municipal fixed 

maturities from an affiliated company see Note 13 to the Consolidated Financial Statements. All financial information is shown 

on a consolidated basis.  

 

PLNJ is a stock life insurance company organized in 1982 under the laws of the state of New Jersey.  It is licensed to sell 

individual life insurance, variable life insurance, term life insurance, fixed and variable annuities only in the states of New Jersey 

and New York.  

 

The Company is a wholly owned subsidiary of The Prudential Insurance Company of America or ―Prudential Insurance‖, an 

insurance company founded in 1875 under the laws of the state of New Jersey. On December 18, 2001 or, ―the date of 

demutualization,‖ Prudential Insurance converted from a mutual life insurance company to a stock life insurance company and 

became an indirect wholly owned subsidiary of Prudential Financial, Inc. or ―Prudential Financial.‖  

 

Prudential Insurance intends to make additional capital contributions to the Company, as needed, to enable it to comply with its 

reserve requirements and fund expenses in connection with its business.  Generally, Prudential Insurance is under no obligation 

to make such contributions and its assets do not back the benefits payable under the Company’s policyholder contracts.  

 

The Company is engaged in a business that is highly competitive because of the large number of stock and mutual life insurance 

companies and other entities engaged in manufacturing insurance products, and individual and group annuities.  

 

2.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 

Basis of Presentation 

The consolidated financial statements include the accounts of Pruco Life Insurance Company and its subsidiaries. The 

consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the United 

States of America, ―GAAP.‖  The Company has extensive transactions and relationships with Prudential Insurance and other 

affiliates, (as more fully described in Note 13 to the Consolidated Financial Statements).  Due to these relationships, it is 

possible that the terms of these transactions are not the same as those that would result from transactions among wholly 

unrelated parties.   

 

Use of Estimates 

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions 

that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities as of the date of the 

financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ 

from those estimates. 

 

The most significant estimates include those used in determining deferred policy acquisition costs and related amortization; 

valuation of investments including derivatives (in the absence of quoted market values) and the recognition of other-than-

temporary impairments; future policy benefits including guarantees; provision for income taxes and valuation of deferred tax 

assets; and reserves for contingent liabilities, including reserves for losses in connection with unresolved legal matters. 

 

Investments 

Fixed maturities are comprised of bonds, notes and redeemable preferred stock. Fixed maturities classified as ―available for sale‖ 

are carried at fair value.  The amortized cost of fixed maturities is adjusted for amortization of premiums and accretion of 

discounts to maturity. Interest income, as well as the related amortization of premium and accretion of discount is included in 

―Net investment income‖ under the effective yield method. For mortgage-backed and asset-backed securities, the effective yield 

is based on estimated cash flows, including prepayment assumptions based on data from widely accepted third-party data sources 

or internal estimates. For high credit quality mortgage-backed and asset-backed securities (those rated AA or above), cash flows 

are provided quarterly, and the amortized cost and effective yield of the security  

 

 

 

 

 



Pruco Life Insurance Company  

Notes to Consolidated Financial Statements 
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 

are adjusted as necessary to reflect historical prepayment experience and changes in estimated future prepayments. The 

adjustments to amortized cost are recorded as a charge or credit to net investment income in accordance with the retrospective 

method. For asset-backed and mortgage-backed securities rated below AA, the effective yield is adjusted prospectively for any 

changes in estimated cash flows. The amortized cost of fixed maturities is written down to fair value when a decline in value is 

considered to be other-than-temporary. See the discussion below on realized investment gains and losses for a description of the 

accounting for impairments. Unrealized gains and losses on fixed maturities classified as ―available for sale,‖ net of tax, and the 

effect on deferred policy acquisition costs and future policy benefits  that would result from the realization of unrealized gains 

and losses, are included in ―Accumulated other comprehensive income (loss).‖  

 

Trading account assets, includes invested assets that support certain products, , which are experience rated, meaning that the 

investment results associated with these products are expected to ultimately accrue to contractholders. Realized and unrealized 

gains and losses for these investments are reported in ―Asset administration fees and other income.‖ Interest and dividend income 

from these investments is reported in ―Net investment income.‖ 

 

Policy loans are carried at unpaid principal balances. Interest income on policy loans is recognized in net investment income at 

the contract interest rate when earned. 

 

Equity securities are comprised of common stock and non-redeemable preferred stock and are carried at fair value. The 

associated unrealized gains and losses, net of tax, and the effect on deferred policy acquisition costs and future policy benefits 

that would result from the realization of unrealized gains and losses, are included in ―Accumulated other comprehensive income 

(loss).‖ The cost of equity securities is written down to fair value when a decline in value is considered to be other-than-

temporary. See the discussion below on realized investment gains and losses for a description of the accounting for impairments. 

Dividends from these investments are recognized in ―Net investment income‖ when declared.  

 

Commercial loans are carried at unpaid principal balances, net of unamortized premiums or discounts and an allowance for 

losses.  Interest income, as well as prepayment fees and the amortization of related premiums or discounts, is included in ―Net 

investment income.‖ The allowance for losses includes a loan specific reserve for non-performing loans and a portfolio reserve 

for probable incurred but not specifically identified losses. Non-performing loans include those loans for which it is probable that 

amounts due according to the contractual terms of the loan agreement will not all be collected. These loans are measured at the 

present value of expected future cash flows discounted at the loan’s effective interest rate, or at the fair value of the collateral if 

the loan is collateral dependent. Interest received on non-performing loans, including loans that were previously modified in a 

troubled debt restructuring, is either applied against the principal or reported as net investment income, according to 

management’s judgment as to the collectibility of principal. Management discontinues accruing interest on non-performing loans 

after the loans are 90 days delinquent as to principal or interest, or earlier when management has doubts about collectibility. 

When a loan is recognized as non-performing, any accrued but uncollectible interest is charged to interest income in the period 

the loan is deemed non-performing. Generally, a loan is restored to accrual status only after all delinquent interest and principal 

are brought current and, in the case of loans where the payment of interest has been interrupted for a substantial period, a regular 

payment performance has been established. The portfolio reserve for incurred but not specifically identified losses considers the 

Company’s past loan loss experience, the current credit composition of the portfolio, historical credit migration, property type 

diversification, default and loss severity statistics and other relevant factors. The changes in the allowance for loan losses, are 

reported in ―Realized investment (losses), net.‖ 

 

Securities repurchase and resale agreements and securities loaned transactions are used to earn spread income, to borrow funds, 

or to facilitate trading activity. Securities repurchase and resale agreements are generally short term in nature, and therefore, the 

carrying amounts of these instruments approximate fair value. Securities repurchase and resale agreements are collateralized by 

cash, U.S. government and government agency securities. Securities loaned are collateralized principally by cash and U.S. 

government securities. For securities repurchase agreements and securities loaned transactions used to earn spread income, the 

cash received is typically invested in cash equivalents, short term investments or fixed maturities. 

 

Securities repurchase and resale agreements that satisfy certain criteria are treated as collateralized financing arrangements. These 

agreements are carried at the amounts at which the securities will be subsequently resold or reacquired, as specified in the 

respective agreements. For securities purchased under agreements to resell, the Company’s policy is to take possession or control 

of the securities and to value the securities daily. Securities to be resold are the same, or substantially the same, as the securities 

received. For securities sold under agreements to repurchase, the market value of the securities to be repurchased is monitored, 

and additional collateral is obtained where appropriate, to protect against credit exposure. Securities to be repurchased are the 

same, or substantially the same as those sold. Income and expenses related to these transactions executed within the insurance 

subsidiary used to earn spread income are reported as ―Net investment income,‖ however, for transactions used to borrow funds, 

the associated borrowing cost is reported as interest expense (included in ―General and administrative expenses‖).  

 

 

 



Pruco Life Insurance Company  
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

 

Securities loaned transactions are treated as financing arrangements and are recorded at the amount of cash received. The 

Company obtains collateral in an amount equal to 102% and 105% of the fair value of the domestic and foreign securities, 

respectively. The Company monitors the market value of the securities loaned on a daily basis with additional collateral obtained 

as necessary.  Substantially all of the Company’s securities loaned transactions are with large brokerage firms. Income and 

expenses associated with securities loaned transactions used to earn spread income are generally reported as ―Net investment 

income;‖ however, for securities loaned transactions used for funding purposes the associated rebate is reported as interest 

expense (included in ―General and administrative expenses‖). 

 

Short term investments consist of highly liquid debt instruments with a maturity of greater than three months and less than twelve 

months when purchased. These investments are generally carried at fair value.  

 

Other long term investments consist of the Company’s investments in joint ventures and limited partnerships in which the 

Company does not exercise control, as well as investments in the Company’s own separate accounts, which are carried at fair 

value, and investment real estate. Joint venture and partnership interests are generally accounted for using the equity method of 

accounting, except in instances in which the Company’s interest is so minor that it exercises virtually no influence over operating 

and financial policies. In such instances, the Company applies the cost method of accounting. The Company’s share of net 

income from investments in joint ventures and partnerships is generally included in ―Net investment income.‖ 

 
Realized investment gains (losses) are computed using the specific identification method. Realized investment gains and losses 

are generated from numerous sources, including the sale of fixed maturity securities, equity securities, investments in joint 

ventures and limited partnerships and other types of investments, as well as adjustments to the cost basis of investments for other-

than-temporary impairments. Realized investment gains and losses are also generated from prepayment premiums received on 

private fixed maturity securities, recoveries of principal on previously impaired securities, provisions for losses on and other 

loans, fair value changes on commercial mortgage loans carried at fair value, fair value changes on embedded derivatives and 

derivatives that do not qualify for hedge accounting treatment.  

 

The Company’s available-for-sale securities with unrealized losses are reviewed quarterly to identify other-than-temporary 

impairments in value. In evaluating whether a decline in value is other-than-temporary, the Company considers several factors 

including, but not limited to the following: (1) the extent and the duration of the decline; (2) the reasons for the decline in value 

(credit event, currency or interest-rate related, including general credit spread widening); (3) the Company’s ability and intent to 

hold the investment for a period of time to allow for a recovery of value; and (4) the financial condition of and near-term 

prospects of the issuer. In addition, for its impairment review of asset-backed fixed maturity securities with a credit rating below 

AA, the Company forecasts its best estimate of the prospective future cash flows of the security to determine if the present value 

of those cash flows, discounted using the effective yield of the most recent interest accrual rate, has decreased from the previous 

reporting period. When a decrease from the prior reporting period has occurred and the security’s fair value is less than its 

carrying value, the carrying value of the security is reduced to its fair value, with a corresponding charge to earnings. The new 

cost basis of an impaired security is not adjusted for subsequent increases in estimated fair value. In periods subsequent to the 

recognition of an other-than-temporary impairment, the impaired security is accounted for as if it had been purchased on the 

measurement date of the impairment. Accordingly, the discount (or reduced premium) based on the new cost basis is accreted 

into net investment income in future periods based upon the amount and timing of expected future cash flows of the security, if 

the recoverable value of the investment, based upon reasonably estimable cash flow is greater than the carrying value of the 

investment after the impairment.  

 

Cash and cash equivalents  

Cash and cash equivalents include cash on hand, amounts due from banks, money market instruments, and other debt issues with 

maturities of three months or less when purchased.   The Company also engages in overnight borrowing and lending of funds 

with Prudential Financial and affiliates which are considered cash and cash equivalents. 

 

Deferred policy acquisition costs   

The Company is charged distribution expenses from Prudential Insurance’s agency network for both its domestic life and annuity 

products through a transfer pricing agreement, which is intended to reflect a market based pricing arrangement. These acquisition 

costs include commissions and variable field office expenses. The Company is also allocated costs of policy issuance and 

underwriting from Prudential Insurance’s general and administrative expense allocation system. The Company also is charged 

commissions from third parties, which are primarily capitalized as deferred policy acquisition costs (―DAC‖). 

 

The costs that vary with and that are related primarily to the production of new insurance and annuity business are deferred to the 

extent such costs are deemed recoverable from future profits. For annuity products, the entire sales-based transfer pricing fee is 

deemed to be related to the production of new annuity business and is deferred. For life products, there is a look-through into the 

expenses incurred by Prudential Insurance’s agency network and expenses that are considered to be related to the production of  
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 

new insurance business are deferred. The cost of policy issuance and underwriting are also considered to be related primarily to 

the production of new insurance and annuity business and are fully deferred.  

 
DAC is subject to recoverability testing at the end of each accounting period. DAC, for applicable products, is adjusted for the 

impact of unrealized gains or losses on investments as if these gains or losses had been realized, with corresponding credits or 

charges included in ―Accumulated other comprehensive income (loss).‖ 

 

Policy acquisition costs related to interest-sensitive and variable life products and certain investment-type products are deferred 

and amortized over the expected life of the contracts (the periods range from 25 to 99 years) in proportion to estimated gross 

profits arising principally from investment results, mortality and expense margins, and surrender charges and the performance of 

hedging programs based on historical and anticipated future experience, which  is updated periodically.  We continue to derive 

our future rate of return assumptions using a reversion to the mean approach, a common industry practice. Under this approach, 

we consider actual returns over a period of time and initially adjust future projected returns so that the assets grow at the expected 

rate of return for the entire period.  However, beginning in the fourth quarter of 2008, the projected future rate of return 

calculated using the reversion to the mean approach was greater than 10.9% on variable life products and 10.5% on variable 

annuity products, our maximum future rate of return assumption. As a result, we utilized the maximum future rate of return, 

thereby limiting the impact of the reversion to the mean, and further decreasing our estimate of total gross profits.  The effect of 

changes to estimated gross profits on unamortized deferred acquisition costs is reflected in ―General administrative and other 

expenses‖ in the period such estimated gross profits are revised.   

 

DAC related to term insurance are amortized over the initial level premium period for Term Elite/Essential business issued before 

April 2005 and  30 years for the business sold since April 2005.  
 

The Company and Prudential Insurance have offered programs under which policyholders, for a selected product or group of 

products, can exchange an existing policy or contract issued by the Company or Prudential Insurance for another form of policy 

or contract.  These transactions are known as internal replacements. If policyholders surrender traditional life insurance policies 

in exchange for life insurance policies that do not have fixed and guaranteed terms, the Company immediately charges to expense 

an estimate of the remaining unamortized DAC on the surrendered policies. For other internal replacement transactions, the 

unamortized DAC on the surrendered policies is immediately charged to expense if the terms of the new policies are not 

substantially similar to those of the former policies. If the new policies have terms that are substantially similar to those of the 

earlier policies, the DAC is retained with respect to the new policies and amortized over the expected life of the new policies. 

The Company has adopted Statement of Position (―SOP‖) 05-1 ―Accounting by Insurance Enterprises for Deferred Acquisition 

Costs in Connection with Modifications or Exchanges of Insurance Contracts‖ on January 1, 2007. See ―New Accounting 

Pronouncements.‖  

 

Reinsurance recoverables  

Reinsurance recoverables include corresponding payables and receivables associated with reinsurance arrangements with 

affiliates. For additional information about these arrangements see Note 13 to the Consolidated Financial Statements. 

 

Separate account assets and liabilities  

Separate account assets are reported at fair value and represent segregated funds, which are invested for certain policyholders and 

other customers. The assets consist of equity securities, fixed maturities, real estate related investments, real estate mortgage 

loans and short term investments. The assets of each account are legally segregated and are generally not subject to claims that 

arise out of any other business of the Company. Investment risks associated with market value changes are borne by the 

customers, except to the extent of minimum guarantees made by the Company with respect to certain accounts.  Separate account 

liabilities represent the contractholder’s account balance in separate account assets . See Note 8 to the Consolidated Financial 

Statements for additional information regarding separate account arrangements with contractual guarantees. The investment 

income and gains or losses for separate accounts generally accrue to the policyholders and are not included in the Consolidated 

Statements of Operations. Mortality, policy administration and surrender charges assessed against the accounts are included in 

―Policy charges and fee income.‖ Asset administration fees charged to the accounts are included in ―Asset administration fees.‖ 
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 

Deferred sales inducements  

The Company provides sales inducements to contractholders, which primarily include an up-front bonus added to the 

contractholder’s initial deposit for certain annuity contracts. They are amortized using the same methodology and assumptions 

used to amortize deferred policy acquisition costs. The amortization expense is included as a component of interest credited to 

policyholders’ account balances.   

 

Other assets, and other liabilities 

Other assets consist primarily of premiums due, certain restricted assets, and receivables resulting from sales of securities that had 

not yet settled at the balance sheet date. Other liabilities consist primarily of accrued expenses, technical overdrafts, and payables 

resulting from purchases of securities that had not yet been settled at the balance sheet date. 

 

Policyholders’ account balances 

The Company’s liability for policyholders’ account balances represents the contract value that has accrued to the benefit of the 

policyholder as of the balance sheet date. This liability is generally equal to the accumulated account deposits plus interest 

credited less policyholders’ withdrawals and other charges assessed against the account balance. These policyholders’ account 

balances also include provision for benefits under non-life contingent payout annuities and certain unearned revenues. 

 

Future policy benefits 

The Company’s liability for future policy benefits is primarily comprised of the present value of estimated future payments to or 

on behalf of policyholders, where the timing and amount of payment depends on policyholder mortality or morbidity, less the 

present value of future net premiums.  For life insurance, and annuity products, expected mortality and morbidity is generally 

based on the Company’s historical experience or standard industry tables including a provision for the risk of adverse deviation. 

Interest rate assumptions are based on factors such as market conditions and expected investment returns.  

 

Although mortality and morbidity and interest rate assumptions are ―locked-in‖ upon the issuance of new insurance or annuity 

business with fixed and guaranteed terms, significant changes in experience or assumptions may require the Company to provide 

for expected future losses on a product by establishing premium deficiency reserves. Premium deficiency reserves, if required, 

are determined based on assumptions at the time the premium deficiency reserve is established and do not include a provision for 

the risk of adverse deviation. 

 

The Company’s liability for future policy benefits also includes net liabilities for guarantee benefits related to certain 

nontraditional long-duration life and annuity contracts, which are discussed more fully in Note 8, and certain unearned revenues.  

 

Contingent Liabilities 

Amounts related to contingent liabilities are accrued if it is probable that a liability has been incurred and an amount is 

reasonably estimable. Management evaluates whether there are incremental legal or other costs directly associated with the 

ultimate resolution of the matter that are reasonably estimable and, if so, they are included in the accrual. 

 
Insurance Revenue and Expense Recognition  

 

Premiums from individual life products, other than interest-sensitive life contracts, are recognized when due. When premiums are 

due over a significantly shorter period than the period over which benefits are provided, any gross premium in excess of the net 

premium (i.e., the portion of the gross premium required to provide for all expected future benefits and expenses) is deferred and 

recognized into revenue in a constant relationship to insurance in force. Benefits are recorded as an expense when they are 

incurred. A liability for future policy benefits is recorded when premiums are recognized using the net level premium method.  

 

Certain individual annuity contracts provide the holder a guarantee that the benefit received upon death or annuitization will be 

no less than a minimum prescribed amount. These benefits are accounted for as insurance contracts and are discussed in further 

detail in Note 8. The Company also provides contracts with certain living benefits which are considered embedded derivatives. 

These contracts are discussed in further detail in Note 8. 

 

Amounts received as payment for interest-sensitive individual life contracts, are reported as deposits to ―Policyholders’ account 

balances.‖ Revenues from these contracts are reflected in ―Policy charges and fee income‖ consisting primarily of fees assessed 

during the period against the policyholders’ account balances for mortality charges, policy administration charges and surrender 

charges. In addition to fees, the Company earns investment income from the investment of policyholders’ deposits in the Company’s 

general account portfolio. Fees assessed that represent compensation to the Company for services to be provided in future periods 

and certain other fees are deferred and amortized into revenue over the life of the related contracts in proportion to  
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 

estimated gross profits. Benefits and expenses for these products include claims in excess of related account balances, expenses 

of contract administration, interest credited to policyholders’ account balances and amortization of DAC.  

 

Premiums, benefits and expenses are stated net of reinsurance ceded to other companies. Estimated reinsurance recoverables and 

the cost of reinsurance are recognized over the life of the reinsured policies using assumptions consistent with those used to 

account for the underlying policies. 

 

Asset administration fees 

The Company receives asset administration fee income from policyholders’ account balances invested in The Prudential Series 

Funds or, ―PSF,‖ which are a portfolio of mutual fund investments related to the Company’s separate account products.   Also 

the Company receives fee income calculated on contractholder separate account balances invested in the Advanced Series Trust 

Funds (see Note 13 to the Consolidated Financial Statements). In addition, the Company receives fees from policyholders’ 

account balances invested in funds managed by companies other than Prudential Insurance.  Asset administration fees are 

recognized as income when earned. 

 

Derivative Financial Instruments  

Derivatives are financial instruments whose values are derived from interest rates, foreign exchange rates, financial indices, or the 

value of securities or commodities. Derivative financial instruments used by the Company may be exchange-traded or contracted 

in the over-the-counter market. Derivative positions are carried at fair value, generally by obtaining quoted market prices or 

through the use of valuation models. Values can be affected by changes in interest rates, foreign exchange rates, credit spreads, 

market volatility, expected returns and liquidity. Values can also be affected by changes in estimates and assumptions including 

those related to counterparty behavior used in valuation models. 

 

Derivatives are used to manage the characteristics of the Company’s asset/liability mix, manage the interest rate and currency 

characteristics of assets or liabilities. Additionally, derivatives may be used to seek to reduce exposure to interest rate and foreign 

currency risks associated with assets held or expected to be purchased or sold, and liabilities incurred or expected to be incurred. 

 

Derivatives are recorded within ―Other long term investments,‖ in the Statement of Financial Position except for embedded 

derivatives, which are recorded in the Statement of Financial Position with the associated host contract. As discussed in detail below 

and in Note 11, all realized and unrealized changes in fair value of derivatives, with the exception of the effective portion of cash 

flow hedges, are recorded in current earnings. Cash flows from these derivatives are reported in the investing activities section in the 

Statements of Cash Flows. 
 

The Company designates derivatives as either (1) a hedge of the fair value of a recognized asset or liability or unrecognized firm 

commitment (―fair value‖ hedge),  (2) a hedge of a forecasted transaction or the variability of cash flows to be received or paid 

related to a recognized asset or liability (―cash flow‖ hedge), (3) a foreign currency fair value or cash flow hedge (―foreign 

currency‖ hedge), or (4) a derivative entered into as an economic hedge that does not qualify for hedge accounting. During the 

years ended December 31, 2008, 2007 and 2006 derivatives qualifying for hedge accounting were not material.  

 
To qualify for hedge accounting treatment, a derivative must be highly effective in mitigating the designated risk of the hedged 

item. Effectiveness of the hedge is formally assessed at inception and throughout the life of the hedging relationship. Even if a 

derivative qualifies for hedge accounting treatment, there may be an element of ineffectiveness of the hedge. Under such 

circumstances, the ineffective portion is recorded in ―Realized investment gains (losses), net.‖  

 

The Company formally documents at inception all relationships between hedging instruments and hedged items, as well as its 

risk-management objective and strategy for undertaking various hedge transactions. This process includes linking all derivatives 

designated as fair value, cash flow, or foreign currency, hedges to specific assets and liabilities on the balance sheet or to specific 

firm commitments or forecasted transactions. Hedges of a net investment in a foreign operation are linked to the specific foreign 

operation.  

  
When a derivative is designated as a fair value hedge and is determined to be highly effective, changes in its fair value, along 

with changes in the fair value of the hedged asset or liability (including losses or gains on firm commitments), are reported on a 

net basis in the income statement, generally in ―Realized investment gains (losses), net.‖ When swaps are used in hedge 

accounting relationships, periodic settlements are recorded in the same income statement line as the related settlements of the 

hedged items.  

  
When a derivative is designated as a cash flow hedge and is determined to be highly effective, changes in its fair value are 

recorded in ―Accumulated other comprehensive income (loss)‖ until earnings are affected by the variability of cash flows being  
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 

hedged (e.g., when periodic settlements on a variable-rate asset or liability are recorded in earnings). At that time, the related 

portion of deferred gains or losses on the derivative instrument is reclassified and reported in the income statement line item 

associated with the hedged item. 

 

If it is determined that a derivative no longer qualifies as an effective fair value or cash flow hedge or management removes the 

hedge designation, the derivative will continue to be carried on the balance sheet at its fair value, with changes in fair value 

recognized currently in ―Realized investment gains (losses), net.‖ The asset or liability under a fair value hedge will no longer be 

adjusted for changes in fair value and the existing basis adjustment is amortized to the income statement line associated with the 

asset or liability. The component of ―Accumulated other comprehensive income (loss)‖ related to discontinued cash flow hedges 

is amortized to the income statement line associated with the hedged cash flows consistent with the earnings impact of the 

original hedged cash flows. 

 
If a derivative does not qualify for hedge accounting, all changes in its fair value, including net receipts and payments, are 

included in ―Realized investment gains (losses), net‖ without considering changes in the fair value of the economically associated 

assets or liabilities. 

 

The Company is a party to financial instruments that may contain derivative instruments that are ―embedded‖ in the financial 

instruments. At inception, the Company assesses whether the economic characteristics of the embedded derivative are clearly and 

closely related to the economic characteristics of the remaining component of the financial instrument (i.e., the host contract) and 

whether a separate instrument with the same terms as the embedded instrument would meet the definition of a derivative instrument. 

When it is determined that (1) the embedded derivative possesses economic characteristics that are not clearly and closely related to 

the economic characteristics of the host contract, and (2) a separate instrument with the same terms would qualify as a derivative 

instrument, the embedded derivative is separated from the host contract, carried at fair value, and changes in its fair value are 

included in ―Realized investment gains (losses), net.‖ 

 

Income Taxes 

The Company and its subsidiaries are members of the consolidated federal income tax return of Prudential Financial and file separate 

company state and local tax returns.  Pursuant to the tax allocation arrangement with Prudential Financial, total federal income tax 

expense is determined on a separate company basis.  Members with losses record tax benefits to the extent such losses are recognized 

in the consolidated federal tax provision.   

 

Deferred income taxes are 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 reduce a deferred tax asset to the amount that is more likely than 

not to to be realized. 

 

New Accounting Pronouncements  

 
In January 2009, the FASB issued FSP EITF 99-20-1, ―Amendments to the Impairment Guidance of EITF Issue No. 99-20.‖ 

This FSP revises other-than-temporary-impairment guidance for beneficial interests in securitized financial assets that are within 

the scope of Issue 99-20. This FSP is effective for interim and annual reporting periods ending after December 15, 2008.  

Accordingly, the Company adopted this guidance effective December 31, 2008. The Company’s adoption of this guidance did 

not have a material effect on the Company’s consolidated financial position or results of operations. 

 
In October 2008, the FASB issued FSP FAS 157-3, ―Determining the Fair Value of a Financial Asset When the Market for That 

Asset Is Not Active.‖ This FSP clarifies the application of SFAS No. 157 in a market that is not active and applies to financial 

assets within the scope of accounting pronouncements that require or permit fair value measurements in accordance with SFAS 

No. 157. The FSP is effective upon issuance, including prior periods for which financial statements have not been issued.  

Accordingly, the Company adopted this guidance effective September 30, 2008. The Company’s adoption of this guidance did 

not have a material effect on the Company’s consolidated financial position or results of operations.   

In September 2008, the FASB issued FSP FAS 133-1 and FIN 45-4, ―Disclosures about Credit Derivatives and Certain 

Guarantees‖ an amendment of FASB Statement No. 133 and FASB Interpretation No. 45. This FSP requires sellers of credit 

derivatives and certain guarantees to disclose (a) the nature of the credit derivative, the reason(s) for entering into the credit 

derivative, approximate term, performance triggers, and the current status of the performance risk; (b) the undiscounted 

maximum potential amount of future payments the seller could be required to make before considering any recoveries from 

recourse provisions or collateral; (c) the credit derivative’s fair value; (d) the nature of any recourse provisions and any collateral 

assets held to ensure performance. This FSP also requires the above disclosures for hybrid instruments that contain embedded 

derivatives and amends paragraph 13 of FIN 45 to require disclosure of the current status of the guarantee’s performance risk. 

This FSP is effective for interim and annual reporting periods ending after December 15, 2008. Accordingly, the Company  
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 

adopted this guidance effective December 31, 2008. The Company’s adoption of this guidance did not have a material effect on 

the Company’s consolidated financial position or results of operations. 

 

In March 2008, the FASB issued SFAS No. 161, ―Disclosures about Derivative Instruments and Hedging Activities‖ an 

amendment of SFAS No. 133. This statement amends and expands the disclosure requirements for derivative instruments and 

hedging activities by requiring companies to provide enhanced disclosures about (a) how and why an entity uses derivative 

instruments, (b) how derivative instruments and related hedged items are accounted for under FASB Statement No. 133 and its 

related interpretations, and (c) how derivative instruments and related hedged items affect an entity’s financial position, financial 

performance, and cash flows. The Company will adopt this guidance effective January 1, 2009. The Company’s adoption of this 

guidance is not expected to have a material effect on the Company’s consolidated financial position or results of operations. 

In February 2008, the FASB issued FSP FAS 140-3, ―Accounting for Transfers of Financial Assets and Repurchase Financing 

Transactions.‖ The FSP provides recognition and derecognition guidance for a repurchase financing transaction, which is a 

repurchase agreement that relates to a previously transferred financial asset between the same counterparties, that is entered into 

contemporaneously with or in contemplation of, the initial transfer. The FSP is effective for fiscal years beginning after 

November 15, 2008. The FSP is to be applied prospectively to new transactions entered into after the adoption date. The 

Company will adopt this guidance effective January 1, 2009. The Company is currently assessing the impact of this FSP on the 

Company’s consolidated financial position and results of operations. 

 

In February 2008, the FASB issued FSP FAS 157-2, ―Effective Date of FASB Statement No. 157.‖ This FSP applies to 

nonfinancial assets and nonfinancial liabilities, except for items that are recognized or disclosed at fair value in the financial 

statements on a recurring basis (at least annually).  FSP FAS 157-2 delays the effective date of SFAS No. 157 for these items to 

fiscal years beginning after November 15, 2008, and interim periods within those fiscal years. The Company will adopt this 

guidance effective January 1, 2009. The Company’s adoption of this guidance is not expected to have a material effect on the 

Company’s consolidated financial position or results of operations. 

 

In January 2008, the FASB issued Statement No. 133 Implementation Issue No. E23, ―Hedging—General: Issues Involving the 

Application of the Shortcut Method under Paragraph 68.‖ Implementation Issue No. E23 amends Statement No. 133, paragraph 

68 with respect to the conditions that must be met in order to apply the shortcut method for assessing hedge effectiveness. This 

implementation guidance was effective for hedging relationships designated on or after January 1, 2008. The Company’s 

adoption of this guidance effective January 1, 2008 did not have a material effect on the Company’s consolidated financial 

position or results of operations. 

 

In December 2007, the FASB issued SFAS No. 160, ―Noncontrolling Interests in Consolidated Financial Statements.‖ SFAS 

No. 160 will change the accounting for minority interests, which will be recharacterized as noncontrolling interests and classified 

by the parent company as a component of equity. The Company will adopt this guidance effective January 1, 2009. Upon 

adoption, SFAS No. 160 requires retroactive adoption of the presentation and disclosure requirements for existing minority 

interests and prospective adoption for all other requirements. The Company’s adoption of this guidance is not expected to have a 

material effect on the Company’s consolidated financial position or results of operations, but will affect financial statement 

presentation and disclosure.  

 

In February 2007, the Financial Accounting Standards Board (―FASB‖) issued SFAS No. 159, ―The Fair Value Option for 

Financial Assets and Financial Liabilities.‖ This statement provides companies with an option to report selected financial assets 

and liabilities at fair value, with the associated changes in fair value reflected in the Consolidated Statements of Operations. The 

Company has adopted this guidance effective January 1, 2008.  The Company’s adoption of this guidance did not have a material 

effect on the Company’s consolidated financial position or results of operations. 

 

In September 2006, the Staff of the SEC issued Staff Accounting Bulletin (―SAB‖) No. 108, ―Considering the Effects of Prior 

Year Misstatements when Quantifying Misstatements in Current Year Financial Statements.‖  The interpretations in this SAB 

express the Staff’s views regarding the process of quantifying financial statement misstatements.  Specifically, the SEC staff 

believes that registrants must quantify the impact on current period financial statements of correcting all misstatements, including 

both those occurring in the current period and the effect of reversing those that have accumulated from prior periods. This SAB 

should be applied beginning with the first fiscal year ending after November 15, 2006, with early adoption encouraged. Since the 

Company’s method for quantifying financial statement misstatements already considers those occurring in the current period and 

the effect of reversing those that have accumulated from prior periods, the adoption of SAB No. 108 had no effect to the financial 

position and result of operations of the Company. 

 

In September 2006, the FASB issued SFAS No. 157, ―Fair Value Measurements.‖ This Statement defines fair value, establishes a 

framework for measuring fair value in generally accepted accounting principles, and requires additional disclosures about fair 

value measurements. This Statement does not require any new fair value measurements, but the application of this Statement  
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 

could change current practices in determining fair value. The Company has adopted this guidance effective January 1, 2008. The 

Company’s adoption of this guidance did not have a material effect on the Company’s consolidated financial position or results 

of operations. 

 

In June 2006, the FASB issued FIN No. 48, ―Accounting for Uncertainty in Income Taxes,‖ an Interpretation of FASB Statement 

No. 109. See Note 7 for details regarding the adoption of this pronouncement. 

 
In February 2006, the FASB issued SFAS No. 155, ―Accounting for Certain Hybrid Instruments.‖ This statement also eliminates 

an exception from the requirement to bifurcate an embedded derivative feature from beneficial interests in securitized financial 

assets. The Company has relied upon this exception for certain investments that the Company has made in securitized financial 

assets in the normal course of operations, and thus has not previously had to consider whether such investments contain an 

embedded derivative. The new  requirement to identify embedded derivatives in beneficial interests will be applied on a 

prospective basis only to beneficial interests acquired, issued, or subject to certain remeasurement conditions after the adoption 

of the guidance. This statement also provides an election, on an instrument by instrument basis, to measure at fair value an entire 

hybrid financial instrument that contains an embedded derivative requiring bifurcation, rather than measuring only the embedded 

derivative on a fair value basis. If the fair value election is chosen, changes in unrealized gains and losses are reflected in the 

Consolidated Statements of Operations. The Company adopted this guidance effective January 1, 2007. The Company’s adoption 

of this guidance did not have a material effect on the Company’s consolidated financial position or results of operations. 

 

In September 2005, the Accounting Standards Executive Committee (―AcSEC‖) of the American Institute of Certified Public 

Accountants issued Statement of Position (―SOP‖) 05-1, ―Accounting by Insurance Enterprises for Deferred Acquisition Costs in 

Connection With Modifications or Exchanges of Insurance Contracts.‖ SOP 05-1 provides guidance on accounting by insurance 

enterprises for deferred acquisition costs, including deferred policy acquisition costs, and deferred sales inducements, on internal 

replacements of insurance and investment contracts other than those specifically described in SFAS No. 97. SOP 05-1 defines an 

internal replacement as a modification in product benefits, features, rights, or coverages that occurs by the exchange of a contract 

for a new contract, or by amendment, endorsement, or rider to a contract, or by the election of a feature or coverage within a 

contract, and was effective for internal replacements occurring in fiscal years beginning after December 15, 2006. The Company 

adopted SOP 05-1 on January 1, 2007, which resulted in a net after-tax reduction to retained earnings of $2.5 million.  

 

Reclassifications 

Certain amounts in the prior years have been reclassified to conform to the current year presentation. 
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3.  INVESTMENTS  

 
Fixed Maturities and Equity Securities :  

 

The following tables provide additional information relating to fixed maturities and equity securities as of December 31:  

 

 

2008 

   

Amortized 

Cost 

 Gross 

Unrealized 

Gains 

 Gross 

Unrealized 

Losses 

  

 

Fair Value 

(in thousands) 

         

Fixed maturities, available for sale         

    U.S. Treasury securities and obligations of 

        U.S. government authorities and agencies 

 

$    147,879 

 

$      7,848  

 

  $        101   

 

$    155,626  

         
    Obligations of  U.S. States, and political       

subdivisions 

  

114,375 

  

3,449 

  

352 

  

117,472 

         
    Foreign government bonds  30,633  3,156  204  33,585 

         
    Asset-backed securities(1)  696,441  14,357  83,242  627,556 

    Commercial mortgage-backed securities  525,257  193  88,187  437,263 

 

 

        
    Residential mortgage-backed securities(2)  692,082  29,970  3,868  718,184 

         
    Corporate securities  2,658,859  25,771  230,154  2,454,476 

         
Total fixed maturities, available for sale  $ 4,865,526  $   84,744  $   406,108  $ 4,544,162 

Equity securities, available for sale                                  $      28,015  $         11  $11,154  $16,872 

 
(1)   Includes credit tranched securities collateralized by sub-prime mortgages, auto loans, credit cards, education loans, and other asset types.  
(2)   Includes publicly traded agency pass-through securities and collateralized mortgage obligations.  
 

2007 

   

Amortized 

Cost 

 Gross 

Unrealized 

Gains 

 Gross 

Unrealized 

Losses 

  

 

Fair Value 

(in thousands) 

         

Fixed maturities, available for sale         

    U.S. Treasury securities and obligations of 

        U.S. government authorities and agencies 

 

$    123,058 

 

$      1,923  

 

$             -   

 

$    124,981  

         
Obligations of  U.S. States, and political       

subdivisions 

  

121,405 

  

3,445 

  

125 

  

124,725 
         
    Foreign government bonds  40,632  5,447  -  46,079 

         
    Asset-backed securities  665,332  3,291  22,666  645,957 

    Commercial mortgage-backed securities  507,596  6,242  699  513,139 

         
    Residential mortgage-backed securities  550,536  12,669  480  562,725 

         
    Corporate securities  2,461,627  52,496  21,760  2,492,363 

         
Total fixed maturities, available for sale  $ 4,470,186  $   85,513  $   45,730  $ 4,509,969 

Equity securities, available for sale                                

$       28,037             $      2,072             $      

2,070           $      30,107 

  $     28,037                   $     2,072  $             2  $      30,107 
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3.  INVESTMENTS (continued) 
 

The amortized cost and estimated fair value of fixed maturities, by contractual maturities at December 31, 2008 is shown below: 

Available for sale 

 Amortized 

Cost 

 Fair 

 Value 

         (in thousands)  

Due in one year or less $          311,600  $         310,516  

     
Due after one year through five years 1,408,878  1,344,350  

     
Due after five years through ten years 847,918  754,258  

     
Due after ten years 383,350  352,033  

     
Residential mortgage-backed securities 

 

692,082  718,185  

Commercial mortgage-backed securities 525,257  437,263  

Asset-backed securities 696,441  627,557  

     
Total $      4,865,526  $     4,544,162  

 

Actual maturities may differ from contractual maturities because issuers may have the right to call or prepay obligations. Asset-

backed, commercial mortgage-backed, and residential mortgage-backed securities are shown separately in the table above, as 

they are not due at a single maturity date.  

 

Proceeds from the sale of fixed maturities available for sale during 2008, 2007, and 2006, were $1,070 million, $1,488 million, 

and $4,378 million, respectively.  Proceeds from the maturity of fixed maturities available for sale during 2008, 2007, and 2006, 

were $416 million, $554 million, and $781 million, respectively.  Gross gains of $14 million, $14 million, and $16 million and 

gross losses of $7 million, $6 million, and $74 million were realized on those sales during 2008, 2007, and 2006, respectively. 

 

 

Other Long term Investments and Trading Account Assets  

The following table provides information relating to other long term investments and trading account assets as of December 31: 

 

  2008  2007 

(in thousands) 

Company’s investment in Separate accounts   $           41,982   $           46,028 

Joint ventures and limited partnerships               39,671               27,757 

Derivatives       5,180        (20,497) 

Total other long- term investments    $           86,833    $              53,288 

Trading account assets                                                 $             9,967     $                1,164  

 

The Company’s share of net income from the joint ventures was $2.8 million, $2.0 million, and $0.4 million for each of the years 

ended December 31, 2008, 2007, and 2006, respectively, and is reported in ―Net investment income.‖ 
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3. INVESTMENTS (continued) 
 

Investment Income and Investment Gains and Losses 

 

Net investment income arose from the following sources for the years ended December 31:    

 

 2008  2007  2006 

(in thousands) 

  Fixed maturities, available for sale $       269,498  $       283,526  $       322,832 

  Policy loans      53,073       50,776       48,493 

  Commercial loans 49,786  37,174  22,662 

  Short term investments and cash equivalents 10,142  25,064  25,564 

  Other (1,181)  7,213  7,258 

  Gross investment income 381,318  403,753  426,809 

       Less:  investment expenses (17,567)  (22,359)  (25,373) 

  Net investment income $      363,751  $      381,394  $        401,436 

 

Realized investment gains/ (losses), net including charges for other than temporary impairments, for the years ended December 

31, were from the following sources:               

 

 2008  2007  2006 

(in thousands) 

  Fixed maturities, available for sale  $          (50,358)  $          5,159  $         (59,482) 

  Derivatives  260,027  (24,926)  (2,437) 

  Commercial loans (3,656)  (1,077)  (1,168) 

  Equity securities, available for sale (22)  159  340 

  Other 215  2  (2) 

  Realized investment (losses)/gains, net $          206,206  $         (20,683)  $         (62,749) 

 

Writedowns for impairments, which were deemed to be other than temporary for fixed maturities during 2008, 2007 and 2006 

were $58 million, $3 million, and $1 million, respectively. 

 
Commercial Loans    

The Company’s commercial loans are comprised as follows as at December 31: 

  

    2008     2007  

  
   

Amount 

(in thousands)     

% of 

Total      

Amount 

(in thousands)     

% of 

Total   

Commercial mortgage loans by property type                                 

Industrial buildings   $     199,366      22.6 %    $   178,873       23.9 % 

Retail stores          163,289         18.5 %      119,528        15.9 % 

Apartment complexes          147,744         16.8 %        129,559        17.3 % 

Office buildings          159,606         18.1 %        131,557        17.5 % 

Agricultural properties            66,518           7.5 %        67,049          8.9 % 

Other          145,198         16.5 %        123,174        16.5 % 

                        Total collateralized loans        881,721       100.0 %      749,740      100.0 % 

Valuation allowance               (8,173)                          (4,517)     

                            
Total net collateralized loans             873,548                        745,223       

Total other uncollaterized loans                      8,090 

 

             -         

Total commercial loans and other loans      $     881,638                  $     745,223         

 

 
              

The commercial loans are geographically dispersed throughout the United States with the largest concentrations in California 

(22%) and New Jersey (12%) at December 31, 2008. 
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3. INVESTMENTS (continued) 

 

Activity in the allowance for losses for all commercial loans, for the years ended December 31, is as follows:  

  
  2008  2007  2006 

(in thousands)    (in thousands)  

Allowance for losses, beginning of year  $       4,517  $       3,438  $      2,270 

Addition of allowance for losses         3,656         1,079  1,168 

Allowance for losses, end of year  $       8,173  $       4,517  $      3,438 

 
Net Unrealized Investment Gains (Losses) 

 
Net unrealized investment gains (losses) on securities available for sale are included in the Consolidated Statements of Financial Position as a 

component of ―Accumulated other comprehensive income (loss), net of tax.‖  Changes in these amounts include reclassification adjustments to 

exclude from ―Accumulated other comprehensive income (loss), net of tax‖ those items that are included as part of ―Net income‖ for a period 

that also had been part of ―Accumulated other comprehensive income (loss), net of tax‖ in earlier periods.  The amounts for the years ended 

December 31, net of taxes, are as follows: 

   

 

 

 

 

Net Unrealized 

Gains (Losses) 

on Investments 

  

 

 

 

Deferred  

Policy 

Acquisition  

Costs 

  

 

 

 

 

Policyholders’ 

Account 

Balances 

 

 

 

Deferred  

Income Tax 

(Liability) 

Benefit 

 Accumulated 

Other 

Comprehensive 

Income (Loss) 

Related to Net 

Unrealized 

Investment  

Gains (Losses) 

 

Balance, January 1, 2006 

  

 $  47,049 

  

$  (27,544) 

 (in thousands) 

$  10,105 

  

  $ (11,010) 

  

$   18,600 

Net investment gains on investments arising 

during the period 

  

76,107 

  

- 

  

- 

  

(27,198) 

  

48,909 

 

Reclassification adjustment for gains included 

in net income 

  

      

(59,142) 

  

 

- 

  

 

- 

  

 

20,700 

  

 

(38,442) 

 

Impact of net unrealized investment (losses) on 

deferred policy acquisition costs 

  

 

- 

  

 

(10,546) 

  

 

- 

  

 

3,691 

  

 

(6,855) 

 

Impact of net unrealized investment losses on 

Policyholders’ account balances 

  

 

- 

  

 

- 

  

 

4,435 

  

 

(1,552) 

  

 

2,883 

Balance, December 31, 2006         $  64,014    $  (38,090)    $  14,540   $  (15,369)    $   25,095 

Net investment (losses) on investments arising 

during the period 

  

(25,373) 

  

- 

  

- 

  

8,279 

  

(17,094) 

 

Reclassification adjustment for (losses) 

included in net income 

 

  

      

5,319 

  

 

- 

  

 

- 

  

 

(1,862) 

  

 

3,457 

Impact of net unrealized investment gains on 

deferred policy acquisition costs 

  

 

- 

  

 

13,071 

  

 

- 

  

 

(4,575) 

  

 

8,496 

Impact of net unrealized investment gains on 

Policyholders’ account balances 

  

 

- 

  

 

- 

  

 

(4,182) 

  

 

1,464 

  

 

(2,718) 

Balance, December 31, 2007       $  43,960  $  (25,019)  $   10,358  $  (12,063)  $   17,236 

 

 

 

 

 

 

 

 

 

 



Pruco Life Insurance Company  

Notes to Consolidated Financial Statements 

 

 

                                                                                   B-18     

3. INVESTMENTS (continued) 

 

 

Net investment (losses) on investments arising 

during the period 

  

(325,480) 

  

- 

  

- 

  

113,648 

  

(211,832) 

 

Reclassification adjustment for (losses) 

included in net income 

  

      

(50,380) 

  

 

- 

  

 

- 

  

 

17,633 

  

 

(32,747) 

 

Impact of net unrealized investment gains on 

deferred policy acquisition costs 

  

 

- 

  

 

264,616 

  

 

- 

  

 

(92,616) 

  

 

172,000 

 

Impact of net unrealized investment gains on 

policyholders’ account balances 

  

 

- 

  

 

- 

  

 

(126,068) 

  

 

44,124 

  

 

(81,944) 

           

Balance, December 31, 2008           

       $  (331,900)  $  239,597  $   (115,710)  $  70,726  $   (137,287) 

 
The table below presents net unrealized gains/(losses) on investments by asset class at December 31, 

 

 2008  2007  2006 

   (in thousands)   
Fixed maturities, available for sale  $        (321,364)   $            39,782  $       60,760 

Other long term investments             ( 10,536)                  4,178  3,254 

Unrealized gains/losses on investments $         (331,900)  $             43,960  $        64,014 

 
            Duration of Gross Unrealized Loss Positions for Fixed Maturities and Equity Securities 

 
The following table shows the fair value and gross unrealized losses aggregated by investment category and length of time that 

individual fixed maturity securities have been in a continuous unrealized loss position, as of December 31, 2008 and 2007 

respectively: 

 
Less than twelve 

months 

 
Twelve months 

or more 

 

Total 

 Fair 

Value 

Unrealized 

Losses 

 Fair 

Value 

Unrealized 

Losses 

 Fair 

Value 

Unrealized 

Losses 

 (in thousands) 

Fixed maturities, available for sale: 2008         

U.S. Treasury securities and obligations of 

U.S. government authorities and agencies $    22,796 $      101 

 

   $          - $          -     

  

$    22,796 $      101 

Obligations of  U.S. States, and political       

subdivisions       23,989          352 

 

  

                  

23,989          352 

Foreign government bonds         4,891          204                -              -  4,891          204     

Corporate securities  1,467,078 154,683  258,113 75,471  1,725,191 230,154 

Residential mortgage-backed securities 13,575 1,446  9,732 2,422  23,307 3,868 

Commercial mortgage-backed securities 321,414 55,557  111,996 32,630  433,410 88,187 

Asset-backed securities 425,154 54,640  111,181 28,602  536,335 83,242 

 

Total fixed maturities, available for sale 

 

$2,278,897 $266,983  

 

$491,022 $139,125 

 

$2,769,919 $ 406,108 

Equity Securities, available for sale: 2008 $     15,842 $  11,154  -  -  $     15,842 $   11,154 

         

Fixed maturities, available for sale: 2007         

U.S. Treasury securities and obligations of 

U.S. government authorities and agencies $   122,706 $           - 

 

   $    350 $       - 

 

$   123,056 $        - 

Obligations of  U.S. States, and political       

subdivisions 118,724           11 

 

   2,557 

             

113 

 

121,281         124 

Foreign government bonds       40,632              -               -              -  40,632              - 

Corporate securities   2,096,194 11,824  343,673 9,937  2,439,867 21,761 

Residential mortgage-backed securities      529,566 60  20,489 420  550,055 480 
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3. INVESTMENTS (continued) 
   

 

  

 

  

Commercial mortgage-backed securities      499,449 696  7,448 4  506,897 700 

Asset-backed securities      477,664 18,395  165,002 4,272  642,666 22,667 

 

Total fixed maturities, available for sale 

 

$3,884,935 $  30,986 

 

$539,519 $ 14,746 

 

$4,424,454 $   45,732 

Equity securities, available for sale: 2007 $     28,035       $           2  - -  $      28,035 $            2 

 

As of December 31, 2008, unrealized gains (losses) on fixed maturities and equity securities was comprised of $417 million of gross 

unrealized losses and $85 million of gross unrealized gains.  Gross unrealized losses includes $139 million of gross losses that have 

been in such a position for twelve months or greater.  Based on a review of  the above information in conjunction with other factors 

as outlined in our policy surrounding other than temporary impairments (see Note 2 to the Consolidated Financial Statements), we 

have concluded that an adjustment for other than temporary impairments for these securities was not warranted at December 31, 

2008. Each security is current on its contractual payments, and a detailed analysis of the underlying credit resulted in the 

determination that there is no evidence of probable credit deterioration that would indicate they would be unable to meet their 

contractual obligations. The declines in fair value were primarily due to credit spread widening and increased liquidity discounts. In 

each case, the Company has the ability and intent to hold the security for a period of time to allow for a recovery of value.   

 

As of December 31, 2007, unrealized gains (losses) on fixed maturities and equity securities was comprised of $46 million of gross 

unrealized losses and $85 million of gross unrealized gains.  Gross unrealized losses includes $15 million of gross losses that have 

been in such a position for twelve months or greater.  Based on a review of  the above information in conjunction with other factors 

as outlined in our policy surrounding other than temporary impairments (see Note 2 to the Consolidated Financial Statements), we 

have concluded that an adjustment for other than temporary impairments for these securities was not warranted at December 31, 

2007. Each security is current on its contractual payments, and a detailed analysis of the underlying credit resulted in the 

determination that there is no evidence of probable credit deterioration that would indicate they would be unable to meet their 

contractual obligations. The declines in fair value were primarily due to credit spread widening and increased liquidity discounts. In 

each case, the Company has the ability and intent to hold the security for a period of time to allow for a recovery of value.   

 

Securities Pledged, Restricted Assets and Special Deposits    

 

The Company pledges investment securities it owns to unaffiliated parties through certain transactions including securities 

lending, securities sold under agreements to repurchase, and futures contracts.  At December 31, 2008 and 2007, the carrying 

value of fixed maturities available for sale pledged to third parties as reported in the Consolidated Statements of Financial 

Position were $152 million and $408 million, respectively. 

 

Fixed maturities of $4 million at December 31, 2008 and 2007 were on deposit with governmental authorities or trustees as 

required by certain insurance laws.   

 

4.  DEFERRED POLICY ACQUISITION COSTS  
 

The balances of and changes in deferred policy acquisition costs as of and for the years ended December 31, are as follows: 

                          

 2008  2007  2006 

   (in thousands)   

Balance, beginning of year $2,174,315  $1,959,431  $        1,663,003 

Capitalization of commissions, sales and issue expenses 471,771  490,422  383,410 

Amortization (308,617)  (285,443)  (76,436) 

Change in unrealized investment gains/(losses) 264,616  13,071  (10,546) 

Impact of adoption of SOP 05-1 -  (3,166)  - 

Balance, end of year $2,602,085  $2,174,315  $        1,959,431 

 
Deferred acquisition costs include reductions in capitalization and amortization related to the reinsurance expense allowances 

resulting from the coinsurance treaty with Prudential Reinsurance Captive Company or ―PARCC,‖ discussed in Note 13 to the 

Consolidated Financial Statements.   

 

Ceded capitalization in the above table amounted to $126 million, $123 million and $85 million in 2008, 2007 and 2006 

respectively.  Amortization amounted to $22 million, $16 million and $16 million in 2008, 2007 and 2006 respectively. 
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5.  POLICYHOLDERS’ LIABILITIES 

 
Future policy benefits at December 31, are as follows: 

 

  2008  2007 

(in thousands) 

Life insurance – domestic  $  1,757,415  $  1,390,687 

Life insurance – Taiwan  701,160  650,384 

Individual and group annuities  51,366  49,625 

Policy claims and other contract liabilities  1,008,140  84,630 

Total future policy benefits  $3,518,081  $2,175,326 

 

Life insurance liabilities include reserves for death benefits and other policy benefits.  Individual and Group annuity liabilities 

include reserves for annuities with life contingencies that are in payout status.  

 

Future policy benefits for domestic and Taiwan individual non-participating traditional life insurance policies are generally equal 

to the aggregate of (1) the present value of future benefit payments and related expenses, less the present value of future net 

premiums, and (2) any premium deficiency reserves.  Assumptions as to mortality and persistency are based on the Company’s 

experience, and in certain instances, industry experience, when the basis of the reserve is established.  Interest rates range from 

2.50% to 8.25% for setting domestic insurance reserves and 6.18% to 7.43% for setting Taiwan reserves. 
 

Future policy benefits for individual and group annuities and supplementary contracts are generally equal to the aggregate of 

(1) the present value of expected future payments, and (2) any premium deficiency reserves. Assumptions as to mortality are 

based on the Company’s experience, and in certain instances, industry experience, when the basis of the reserve is established.  

The interest rates used in the determination of present values range from 1.06% to 14.75%, with approximately 20.02% of the 

reserves based on an interest rate in excess of 8.00%. The interest rate used in the determination of group annuities reserves is 

14.75%. 

 

Future policy benefits for other contract liabilities are generally equal to the present value of expected future payments based on 

the Company’s experience.  The interest rates used in the determination of the present values range from 1.17% to 6.08%. 

 

Policyholders’ account balances at December 31, are as follows: 

 

  2008  2007 

(in thousands) 

     

Interest-sensitive life contracts  $   3,689,624  $   3,244,881 

Individual annuities  2,085,002  1,348,884 

Guaranteed  interest accounts    272,934  245,156 

Dividend accumulations and other  274,448  237,733 

Total policyholders’ account balances  $   6,322,008  $   5,076,654 

 

Policyholders’ account balances represent an accumulation of account deposits plus credited interest less withdrawals, expenses 

and mortality charges, if applicable.  Interest crediting rates range from 4.00% to 6.60% for interest-sensitive life contracts.  

Interest crediting rates for individual annuities range from 1.06% to 11.00%, with less than 1.00% of policyholders’ account 

balances with interest crediting rates in excess of 8.00%. Interest crediting rates for guaranteed interest accounts range from 

3.00% to 6.25%.  Interest crediting rates range from 1.00% to 6.23% for dividend accumulations and other. 

 

6.  REINSURANCE 
                                 
The Company participates in reinsurance, with Prudential Insurance, Prudential of Taiwan, Prudential Arizona Reinsurance 

Captive Company ―PARCC‖, Universal Prudential Arizona Reinsurance Captive ―UPARC‖ and Pruco Reinsurance, Ltd. ―Pruco 

Re‖, in order to provide risk diversification, additional capacity for future growth and limit the maximum net loss potential 

arising from large risks. Life reinsurance is accomplished through various plans of reinsurance, primarily yearly renewable term 

and coinsurance. Reinsurance ceded arrangements do not discharge the Company as the primary insurer.  Ceded balances would 

represent a liability of the Company in the event the reinsurers were unable to meet their obligations to the Company under the 

terms of the reinsurance agreements. The likelihood of a material reinsurance liability resulting from such inability of reinsurers 

to meet their obligation is considered to be remote. 
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6.  REINSURANCE (continued)       
 

During 2008, the Company entered into two new reinsurance agreements with an affiliate as part of its risk management and 

capital management strategies.  Effective January 28, 2008, the Company entered into a coinsurance agreement with Pruco Re 

providing for the 100% reinsurance of its Highest Daily Lifetime Seven (―HD7‖) and Spousal Highest Daily Lifetime Seven 

(―SHD7‖) benefit features sold on certain of its annuities.  Effective January 28, 2008, the Company entered into a coinsurance 

agreement with Pruco Re providing for the 100% reinsurance of its Highest Daily Guaranteed Return Option (―HD GRO‖) 

benefit feature sold on certain of its annuities. 

 

During 2007, the Company amended the reinsurance agreements it entered into in 2005 covering its Lifetime Five benefit 

(―LT5‖) feature sold on certain of its annuities.  The coinsurance agreement entered into with Prudential Insurance in 2005 

provided for the 100% reinsurance of its LT5 feature sold on certain new business with issue dates from March 15, 2005 to May 

5, 2005.  This agreement was recaptured effective August 1, 2007. Effective July 1, 2005, the Company entered into a 

coinsurance agreement with Pruco Re providing for the 100% reinsurance of its LT5 feature sold on new business after May 5, 

2005 as well as for riders issued on or after March 15, 2005 on business in-force before March 15, 2005.  This agreement was 

amended effective August 1, 2007 to include the reinsurance of business sold from March 15, 2005 to May 5, 2005 that was 

previously reinsured to Prudential Insurance. 

 
Effective November 20, 2006, the Company entered into a coinsurance agreement with Pruco Re. providing for the 100% 

reinsurance of its Highest Daily Lifetime Five benefit feature sold on its annuities. 

 
Effective October 1, 2006, the Company entered into an agreement to reinsure its universal life policies having no-lapse 

guarantees with an affiliated company, UPARC.  UPARC reinsures 90% of the net amount of mortality at risk as well            

 as 100% of the risk of uncollectible policy charges and fees associated with the no lapse provision of these policies. 

 

Reinsurance premiums, commissions, expense reimbursements, benefits and reserves related to reinsured long-duration contracts 

are accounted for over the life of the underlying reinsured contracts using assumptions consistent with those used to account for 

the underlying contracts. Amounts recoverable from reinsurers, for long duration reinsurance arrangements, are estimated in a 

manner consistent with the claim liabilities and policy benefits associated with the reinsured policies. The affiliated reinsurance 

agreements, including the Company’s reinsurance of all its Taiwan business as of February 1, 2001, are described further in Note 

13 of the Consolidated Financial Statements. 

 

Reinsurance amounts included in the Consolidated Statements of Operations and Comprehensive Income for the year ended 

December 31, are as follows: 

 

2008  2007  2006 

 (in thousands) 

 

Gross premiums and policy charges and fee income   $      1,717,526  $      1,604,200  $     1,279,125 

Reinsurance ceded  (954,583)  (854,254)  (687,916) 

Net premiums and policy charges and fee income  762,943  749,946  591,209 

       

Policyholders’ benefits ceded  $         496,280  $         434,522  $       362,945 

Realized capital gains ceded, net  $      1,059,476          $           35,557  $         16,100 

 

Reinsurance premiums ceded for interest-sensitive life products are accounted for as a reduction of policy charges and fee 

income. Reinsurance ceded for term insurance products is accounted for as a reduction of premiums. 

 

In 2008 reinsurance ceded included a $49 million benefit from an adjustment due to an overpayment to an affiliate in prior 

periods. 

 

Realized capital gains ceded include the reinsurance of the Company’s derivatives under SFAS No. 133. Changes in the fair 

value of the derivatives are recognized through ―Realized investment gains‖. The Company has entered into reinsurance 

agreements to transfer the risk related to certain living benefit options to Pruco Re.  The Company also sells certain universal life 

products that contain a no lapse guarantee provision.  The Company entered into an agreement with an affiliate (See Note 13 to 

the Consolidated Financial Statements) to reinsure these guarantees.  These reinsurance agreements are derivatives and have been 

accounted for in the same manner as an embedded derivative. 
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6.  REINSURANCE (continued)       
 

Reinsurance recoverables, included in the Company’s Consolidated Statements of Financial Position at December 31, were as 

follows:   

2008  2007 

 (in thousands) 

 

Domestic life insurance – affiliated   $       2,340,962  $       947,616 

Domestic life insurance - unaffiliated   1,540  1,910 

Taiwan life insurance-affiliated  701,160  650,384 

  $    3,043,662  $    1,599,910 

 

Substantially all reinsurance contracts are with affiliates as of December 31, 2008 and 2007.  These contracts are described 

further in Note 13 of the Consolidated Financial Statements. 

 

The gross and net amounts of life insurance in-force at December 31, were as follows:    

 

 2008  2007  2006 

   (in thousands)   

      

Gross life insurance in-force $      450,675,048  $      388,072,515  $    307,804,610 

Reinsurance Ceded  (405,820,776)  (346,204,265)  (271,758,791) 

Net  life insurance in-force $        44,854,272  $        41,868,250  $     36,045,819 

 

7.  INCOME TAXES     
 

The components of income tax expense (benefit) for the years ended December 31, are as follows: 

 

  2008  2007  2006 

(in thousands) 

     Current tax (benefit) expense:      

        U.S. $        (126,180)  $        8,570  $        89,030 

        Foreign -  -  4 

     Total (126,180)  8,570    89,034 

      

      

     Deferred tax expense (benefit):      

        U.S. 191,184  55,842  (26,572) 

     Total 191,184  55,842            (26,572) 

      

      Total income tax expense on income from operations $     65,004  $     64,412  $        62,462 

        Other comprehensive (loss) income  (83,046)  (3,062)  4,454 

        Cumulative effect of changes in accounting policy -  (693)  - 

      Total income tax expense on income from operations $     (18,042)  $     60,657  $        66,916 

 

The Company’s income (loss) from continuing operations before income taxes includes income from domestic operations of 

$314.3 million, $311.7 million and $325.2 million, and no income from foreign operations for the years ended December 31, 

2008, 2007 and 2006, respectively. 
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7.  INCOME TAXES    (continued) 
 

The income tax expense for the years ended December 31, differs from the amount computed by applying the expected federal 

income tax rate of 35% to income from operations before income taxes and cumulative effect of accounting change for the 

following reasons: 

 

 2008  2007  2006 

(in thousands) 

      

         Expected federal income tax expense $  110,015   $  109,111   $  113,839 

         Non taxable investment income (43,914)  (45,952)  (47,030) 

 Tax credits (4,974)  (5,203)  (7,770) 

         Other  3,877  6,456  3,423 

         Total income tax expense on income from operations $   65,004  $   64,412  $    62,462 

 

Deferred tax assets and liabilities at December 31, resulted from the items listed in the following table: 

 

 2008  2007 

(in thousands) 

     Deferred tax assets    

          Insurance reserves $   202,239  $   124,182 

          Net unrealized losses on securities  113,853  - 

          Investments -  15,371 

          Other 30,506  10,147 

          Deferred tax assets 346,598  149,700 

        

     Deferred tax liabilities    

          Deferred acquisition costs 710,583  582,578 

          Investments 195,900  - 

          Net unrealized gains on securities -  17,801 

          Other 575  1,643 

          Deferred tax liabilities 907,058  602,022 

    

     Net deferred tax liability $   560,460  $   452,322 

    

As of December 31, 2008, the Company had no ordinary or capital losses or tax credits that are attributable to reduce taxes in 

future years. 

 

The application of U.S. GAAP requires the Company to evaluate the recoverability of deferred tax assets and establish a 

valuation allowance if necessary to reduce the deferred tax asset to an amount that is more likely than not to be realized. 

Considerable judgment is required in determining whether a valuation allowance is necessary, and if so, the amount of such 

valuation allowance. In evaluating the need for a valuation allowance the Company considers many factors, including: (1) the 

nature of the deferred tax assets and liabilities; (2) whether they are ordinary or capital; (3) in which tax jurisdictions they were 

generated and the timing of their reversal; (4) taxable income in prior carryback years as well as projected taxable earnings 

exclusive of reversing temporary differences and carryforwards; (5) the length of time that carryovers can be utilized in the 

various taxing jurisdictions; (6) any unique tax rules that would impact the utilization of the deferred tax assets; and (7) any tax 

planning strategies that the Company would employ to avoid a tax benefit from expiring unused. Although realization is not 

assured, management believes it is more likely than not that the deferred tax assets, net of valuation allowances, will be realized.  

The Company had no valuation allowance as of December 31, 2008, 2007 and 2006. 

 

Management believes that based on its historical pattern of taxable income, the Company and its subsidiaries will produce 

sufficient income in the future to realize its deferred tax assets. Adjustments to the valuation allowance will be made if there is a 

change in management’s assessment of the amount of the deferred tax asset that is realizable.   

 

On January 1, 2007, the Company adopted FIN No. 48, ―Accounting for Uncertainty in Income Taxes,‖ an Interpretation of 

FASB Statement No. 109. This interpretation prescribes a comprehensive model for how a company should recognize, measure, 

present, and disclose in its financial statements uncertain tax positions that a company has taken or expects to take on a tax 

return. Adoption of FIN No. 48 resulted in an increase to the Company’s income tax liability and a decrease to retained earnings 

of $0.7 million as of January 1, 2007. 
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7.  INCOME TAXES    (continued) 

 
The Company’s unrecognized tax benefits as of the date of adoption of FIN No. 48 and as of December 31, 2008 are as follows: 

 

 

Unrecognized tax 

benefits prior to 

2002  

Unrecognized 

tax benefits 

2002 and 

forward  

Total unrecognized 

tax benefits all 

years 

 

 

(in thousands) 

 

Amounts as of January 1, 2007 ........................................................................................................  $ 45,118   $ 6,608   $ 51,726  

             

(Decreases) in unrecognized tax benefits taken in a prior period .....................................................   0    (826 )   (826 ) 

Increases in unrecognized tax benefits taken in a prior period .........................................................   0    0    0  

             

Amounts as of December 31, 2007   $         45,118    $       5,782    $         50,900  

 

Increases in unrecognized tax benefits taken in a prior period 
 

 
0    297    297 

 

 

 

(Decreases) in unrecognized tax benefits taken in a prior period .....................................................   0    0    0  

             

Amount as of December 31, 2008  $ 45,118   $ 6,079   $ 51,197  

 

Unrecognized tax benefits that, if recognized, would favorably impact the 

effective rate as of December 31, 2007 .............................................................................................  $ 45,118   $ 0   $ 45,118  

             

Unrecognized tax benefits that, if recognized, would favorably impact the 

effective rate as of December 31, 2008 .............................................................................................      $            45,118    $                0    $          45,118  

 

The Company classifies all interest and penalties related to tax uncertainties as income tax expense.  The Company recognized 

$1.2 and $0.7 million in the statement of operations during 2008 and 2007, respectively and recognized $6.0 and $4.8 million in 

liabilities in the statement of financial position in 2008 and 2007 respectively, for tax-related interest and penalties. 

 

The Company's liability for income taxes includes the liability for unrecognized tax benefits, interest and penalties which relate 

to tax years still subject to review by the Internal Revenue Service, or IRS, or other taxing authorities. Audit periods remain open 

for review until the statute of limitations has passed. Generally, for tax years which produce net operating losses, capital losses or 

tax credit carryforwards (―tax attributes‖), the statute of limitations does not close, to the extent of these tax attributes, until the 

expiration of the statute of limitations for the tax year in which they are fully utilized. The completion of review or the expiration 

of the statute of limitations for a given audit period could result in an adjustment to the liability for income taxes. The statute of 

limitations for the 2002 and 2003 tax years is set to expire in 2009. The Company does not anticipate any significant changes to 

its total unrecognized tax benefits within the next 12 months. Taxable years 2004 through 2008 are still open for IRS 

examination.  

 

On January 26, 2006, the IRS officially closed the audit of the Company’s consolidated federal income tax returns for the 1997 

to 2001 periods.  The statute of limitations has closed for these tax years; however, there were tax attributes which were utilized 

in subsequent tax years for which the statute of limitations remains open.  

 

In August 2007, the IRS issued Revenue Ruling 2007-54, which included, among other items, guidance on the methodology to 

be followed in calculating the dividend received deduction, or DRD, related to variable life insurance and annuity contracts. In 

September 2007, the IRS released Revenue Ruling 2007-61. Revenue Ruling 2007-61 suspends Revenue Ruling 2007-54 and 

informs taxpayers that the U.S. Treasury Department and the IRS intend to address through new regulations the issues considered 

in Revenue Ruling 2007-54, including the methodology to be followed in determining the DRD related to variable life insurance 

and annuity contracts. A change in the DRD, including the possible retroactive or prospective elimination of this deduction 

through regulations or legislation, could increase actual tax expense and reduce the Company’s consolidated net income. These 

activities had no impact on the Company’s 2007 or 2008 results. 
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7.  INCOME TAXES    (continued) 
 

In December 2006, the IRS completed all fieldwork with regards to its examination of the consolidated federal income tax 

returns for tax years 2002 and 2003. The final report was initially submitted to the Joint Committee on Taxation for their review 

in April 2007. The final report was resubmitted in March 2008 and again in April 2008. The Joint Committee returned the report 

to the IRS for additional review of an industry issue regarding the methodology for calculating the DRD related to variable life 

insurance and annuity contracts. Within the table above, reconciling the Company’s effective tax rate to the expected amount 

determined using the federal statutory rate of 35%, the DRD was the primary component of the non-taxable investment income in 

recent years. The IRS completed its review of the issue and proposed an adjustment with respect to the calculation of the DRD. 

In order to expedite receipt of an income tax refund related to the 2002 and 2003 years, the Company has agreed to such 

adjustment. Nevertheless, the Company believes that its return position is technically correct. Therefore, the Company intends to 

file a protective refund claim to recover the taxes associated with the agreed upon adjustment and to pursue such other actions as 

appropriate. The report, with the adjustment, was submitted to the Joint Committee on Taxation in October 2008. The Company 

was advised on January 2, 2009 that the Joint Committee completed its consideration of the report and has taken no exception to 

the conclusions reached by the IRS. Accordingly, the final report was processed and a refund was received. The statute of 

limitations for these years will close on December 31, 2009. These activities had no impact on the Company’s 2007 or 2008 

results.  

 

In January 2007, the IRS began an examination of the consolidated U.S. federal income tax years 2004 through 2006. For the 

consolidated U.S. federal income tax years 2007 and 2008, the Company participated in the IRS’s Compliance Assurance 

Program (―CAP‖).  Under CAP, the IRS assigns an examination team to review completed transactions contemporaneously 

during the 2007 and 2008 tax years in order to reach agreement with the Company on how they should be reported in the tax 

return. If disagreements arise, accelerated resolutions programs are available to resolve the disagreements in a timely manner 

before the tax return is filed. It is management’s expectation this program will shorten the time period between the Company’s 

filing of its federal income tax return and the IRS’s completion of its examination of the return. 

  

8.    CERTAIN NONTRADITIONAL LONG-DURATION CONTRACTS 

 

The Company issues traditional variable annuity contracts through its separate accounts for which investment income and 

investment gains and losses accrue directly to, and investment risk is borne by, the contractholder. The Company also issues 

variable annuity contracts with general and separate account options where the Company contractually guarantees to the 

contractholder a return of no less than (1) total deposits made to the contract less any partial withdrawals (―return of net 

deposits‖), (2) total deposits made to the contract less any partial withdrawals plus a minimum return (―minimum return‖), or (3) 

the highest contract value on a specified date minus any withdrawals (―contract value‖). These guarantees include benefits that 

are payable in the event of death, annuitization or at specified dates during the accumulation period including withdrawal and  

income benefits payable during specified periods.  The company also offers an enhanced withdrawal benefit should a 

contractholder not be able to perform normal activities of daily living. 

 

The Company also issues annuity contracts with market value adjusted investment options (―MVAs‖), which provide for a return 

of principal plus a fixed rate of return if held to maturity, or, alternatively, a ―market adjusted value‖ if surrendered prior to 

maturity or if funds are reallocated to other investment options. The market value adjustment may result in a gain or loss to the 

Company, depending on crediting rates or an indexed rate at surrender, as applicable.  

 

In addition, the Company issues variable life, variable universal life and universal life contracts where the Company contractually 

guarantees to the contractholder a death benefit even when there is insufficient value to cover monthly mortality and expense 

charges, whereas otherwise the contract would typically lapse (―no lapse guarantee‖). Variable life and variable universal life 

contracts are offered with general and separate account options.  

 

The assets supporting the variable portion of both traditional variable annuities and certain variable contracts with guarantees are 

carried at fair value and reported as ―Separate account assets‖ with an equivalent amount reported as ―Separate account 

liabilities.‖ Amounts assessed against the contractholders for mortality, administration, and other services are included within 

revenue in ―Policy charges and fee income‖ and changes in liabilities for minimum guarantees are generally included in 

―Policyholders’ benefits.‖ In 2008 and 2007 there were no gains or losses on transfers of assets from the general account to a 

separate account.   
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8.    CERTAIN NONTRADITIONAL LONG-DURATION CONTRACTS (continued) 

 
For those guarantees of benefits that are payable in the event of death, the net amount at risk is generally defined as the current 

guaranteed minimum death benefit in excess of the current account balance at the balance sheet date. The Company’s primary 

risk exposures for these contracts relates to actual deviations from, or changes to, the assumptions used in the original pricing of 

these products, including equity market returns, contract lapses and contractholder mortality.  

 

For guarantees of benefits that are payable at annuitization, the net amount at risk is generally defined as the present value of the 

minimum guaranteed annuity payments available to the contractholder determined in accordance with the terms of the contract in 

excess of the current account balance. The Company’s primary risk exposures for these contracts relates to actual deviations 

from, or changes to, the assumptions used in the original pricing of these products, including equity market returns, timing of 

annuitization, contract lapses and contractholder mortality.  

 

For guarantees of benefits that are payable at withdrawal, the net amount at risk is generally defined as the present value of the 

minimum guaranteed withdrawal payments available to the contractholder determined in accordance with the terms of the 

contract in excess of the current account balance. For guarantees of accumulation balances, the net amount at risk is generally 

defined as the guaranteed minimum accumulation balance minus the current account balance. The Company’s primary risk 

exposures for these contracts relates to actual deviations from, or changes to, the assumptions used in the original pricing of these 

products, including equity market returns, interest rates, market volatility or contractholder behavior used in the original pricing 

of these products.  

 

The Company’s contracts with guarantees may offer more than one type of guarantee in each contract; therefore, the amounts 

listed may not be mutually exclusive. As of December 31, 2008 and 2007, the Company had the following guarantees associated 

with these contracts, by product and guarantee type: 

 December 31, 2008  December 31, 2007 

  At Annuitization / 

Accumulation (1) 
  At Annuitization / 

Accumulation (1) 
In the Event of Death 

 
In the Event of Death 

Variable Annuity Contracts ( in thousands)  ( in thousands) 

      
Return of net deposits      
Account value $4,851,040 N/A  $4,997,756 N/A 

Net amount at risk $812,387 N/A  $4,104 N/A 

Average attained age of contractholders 62 years N/A  62 years N/A 

      

Minimum return or contract value      

Account value $7,786,709 $6,509,124  $11,355,802 $7,028,798 

Net amount at risk $3,648,143      $1,288,590       $739,233      $59,013 

Average attained age of contractholders 66 years      62 years       65 years      61 years 

Average period remaining until earliest 

expected annuitization 

N/A       3.2 years 

 

            N/A       6 years 

(1) Includes income and withdrawal benefits  as described herein     
Market value adjusted annuities Unadjusted Value Adjusted Value  Unadjusted Value Adjusted Value 

Account value $205,546 $206.669  $204,459 $202,853 

      

 December 31, 2008 December 31, 2007    

 In the Event of Death    
Variable Life, Variable Universal Life and 

Universal Life Contracts 

(in thousands) 

   

      
No Lapse Guarantees      
Separate account value $1,602,802 $2,194,765    
General account value $1,216,324 $976,679    

Net amount at risk $45,408,328 $43,309,645    
Average attained age of contractholders 50 years 48 years    
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8.  CERTAIN NONTRADITIONAL LONG-DURATION CONTRACTS (continued) 

      

Account balances of variable annuity contracts with guarantees were invested in separate account investment options as follows: 

 December 31, 2008 December 31, 2007  

 (in thousands)   

      

Equity funds $   5,241,841 $   9,126,548  

Bond funds 1,281,743 590,295  

Balanced funds 3,413,707 4,763,978  

Money market funds 481,372 328,323  

Specialty funds 66,501 136,383  

   Total  $ 10,485,164 $ 14,945,527  

 
In addition to the above mentioned amounts invested in separate account investment options, $2.153 billion and $1.408 billion of 

account balances of variable annuity contracts with guarantees, inclusive of contracts with MVA feature, were invested in general 

account investment options in 2008 and 2007, respectively. 

 

Liabilities For Guaranteed Benefits 

 

The table below summarizes the changes in general account liabilities for guarantees on variable contracts. The liabilities for 

guaranteed minimum death benefits (―GMDB‖) and guaranteed minimum income benefits (―GMIB‖) are included in ―Future 

policy benefits‖ and the related changes in the liabilities are included in ―Policyholders’ benefits.‖ Guaranteed minimum income 

and withdrawal benefits (―GMIWB‖) and guaranteed minimum accumulation benefits (―GMAB‖) features are considered to be 

bifurcated embedded derivatives under SFAS No. 133 and are recorded at fair value. Changes in the fair value of these 

derivatives, along with any fees attributed or payments made relating to the derivative, are recorded in ―Realized investment 

gains (losses), net.‖ The liabilities for GMAB and GMIWB are included in ―Future policy benefits.‖  

 

 GMDB 

  

GMIB  

GMIWB-

GMAB  Total 

 

 

Variable 

Annuity 

 

Variable Life, Variable 

Universal Life, & 

Universal Life 

                           Variable Annuity 

 
(in thousands) 

Balance as of January 1, 2006 $40,194 $12,001 
  

$12,366     $(1,370)  $63,191  

Incurred guarantee benefits (1)    17,157 15,475 

  

    5,370       (6,966)     31,036  

Paid guarantee benefits  (14,729) 

        

(1,050)    

  

        -               -      (15,779) 

Balance as of December 31, 2006 $42,622  $26,426   $17,736     $(8,336)  $78,448  

Incurred guarantee benefits (1) 4,247 28,758   (8,831)  43,569  67,743 

Paid guarantee benefits (11,198)         -      -  -  (11,198) 

Balance as of December 31, 2007 $35,671 $55,184   $8,905  $35,233  $134,993 

Incurred guarantee benefits (1) 162,244 32,311   32,112  759,407  986,074 

Paid guarantee benefits (35,346) (756)   -  -  (36,102) 

Balance as of December 31, 2008 $162,569 $86,739   $41,017  $794,640  $1,084,965 

 

(1) Incurred guarantee benefits include the portion of assessments established as additions to reserves as well as changes in 

estimates affecting the reserves.  Also includes changes in the fair value of features considered to be derivatives. 
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8.  CERTAIN NONTRADITIONAL LONG-DURATION CONTRACTS (continued) 
 

The GMDB liability is determined each period end by estimating the accumulated value of a portion of the total assessments to 

date less the accumulated value of the death benefits in excess of the account balance. The GMIB liability is determined each 

period by estimating the accumulated value of a portion of the total assessments to date less the accumulated value of the 

projected income benefits in excess of the account balance. The portion of assessments used is chosen such that, at issue (or, in 

the case of acquired contracts, at the acquisition date), the present value of expected death benefits or expected income benefits 

in excess of the projected account balance and the portion of the present value of total expected assessments over the lifetime of 

the contracts are equal. The Company regularly evaluates the estimates used and adjusts the GMDB and GMIB liability balances, 

with an associated charge or credit to earnings, if actual experience or other evidence suggests that earlier assumptions should be 

revised. 

 

The GMAB features provide the contractholder with a guaranteed return of initial account value or an enhanced value if 

applicable.  The Company’s GMAB feature (HD GRO) includes an automatic investment rebalancing element that reduces the 

Company’s exposure to these guarantees.  The GMAB liability is calculated as the present value of future expected payments to 

customers less the present value of assessed rider fees attributed to the embedded derivative feature. 

 

The GMIWB features predominantly present a benefit that provides a contractholder two optional methods to receive guaranteed 

minimum payments over time, a ―withdrawal‖ option or an ―income‖ option. The withdrawal option guarantees that, upon the 

election of such benefit, a contract holder can withdraw an amount each year until the cumulative withdrawals reach a total 

guaranteed balance. The guaranteed remaining balance is generally equal to the protected value under the contract, which is 

initially established as the greater of: (1) the account value on the date of first withdrawal; (2) cumulative deposits when 

withdrawals commence, less cumulative withdrawals plus a minimum return; or (3) the highest contract value on a specified date 

minus any withdrawals. The income option guarantees that a contract holder can, upon the election of this benefit, withdraw a 

lesser amount each year for the annuitant’s life based on the total guaranteed balance. The withdrawal or income benefit can be 

elected by the contract holder upon issuance of an appropriate deferred variable annuity contract or at any time following 

contract issue prior to annuitization. Certain GMIWB features include an automatic investment rebalancing element that reduces 

the Company’s exposure to these guarantees. The GMIWB liability is calculated as the present value of future expected payments 

to customers less the present value of assessed rider fees attributable to the embedded derivative feature. 

 

As part of risk management strategy in addition to reinsurance, Pruco Re. hedges or limits exposure to these risks through a 

combination of product design elements, such as an automatic rebalancing element, and externally purchased hedging 

instruments, such as equity options and interest rate swaps. The automatic rebalancing element included in the design of certain 

variable annuity products transfers assets between contractholder sub-accounts depending on a number of factors, including the 

investment performance of the sub-accounts. Negative investment performance may result in transfers to either a fixed-rate 

general account option or a separate account bond portfolio. In certain situations, assets may transfer back when investment 

performance improves. Other product design elements we utilize for certain products to manage these risks include asset 

allocation and minimum purchase age requirements. For risk management purposes the Company segregates the variable annuity 

living benefit features into three broad categories, (1) those that utilize both an automatic rebalancing element and capital 

markets hedging, such as for certain GMIWB riders; (2) those that  utilize only capital markets hedging , such as for certain 

legacy GMIWB and GMAB riders; and (3) those with risks we have deemed suitable to retain, such as for GMDB and GMIB 

riders.  Riders in category 1 from above also include GMDB riders, and as such the GMDB risk in these riders benefits from the 

automatic investment rebalancing element.   

 

Deferred Sales Inducements  

 

The Company defers sales inducements and amortizes them over the anticipated life of the annuity using the same methodology 

and assumptions used to amortize deferred policy acquisition costs.  The Company offers various types of sales inducements. 

These inducements include: (i) a bonus whereby the policyholder’s initial account balance is increased by an amount equal to a 

specified percentage of the customer’s initial deposit and (ii) additional interest credits after a certain number of years a contract 

is held. Changes in deferred sales inducements are as follows:  

 

 2008  2007  2006 

   ((in thousands)   

Balance, beginning of year $215,057  $182,578       $  139,012  

Capitalization 71,899      57,253            57,302  

Amortization (17,646)      (24,774)          (13,736) 

Balance, end of year $269,310  $215,057       $ 182,578  
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9. STATUTORY NET INCOME AND SURPLUS AND DIVIDEND RESTRICTIONS  

 
The Company is required to prepare statutory financial statements in accordance with accounting practices prescribed or 

permitted by the Arizona Department of Insurance. Statutory accounting practices primarily differ from GAAP by charging 

policy acquisition costs to expense as incurred, establishing future policy benefit liabilities using different actuarial assumptions 

and valuing investments, deferred taxes, and certain assets on a different basis.  

 

Statutory net income (loss) for the Company amounted to $(566) million, $61 million, and $499 million for the years ended 

December 31, 2008, 2007, and 2006, respectively.  Statutory surplus of the Company amounted to $601 million and $773 

million at December 31, 2008 and 2007, respectively. The Company obtained reinsurance in October 2006 on the portion of 

Universal life business containing no lapse guarantees, from an affiliate.  This affiliated reinsurance agreement mitigates surplus 

strain and is discussed further in Note 13 to the Consolidated Financial Statements.  

 

The Company prepares its statutory financial statements in accordance with accounting practices prescribed or permitted by the 

Arizona Department of Insurance. Prescribed statutory accounting practices include publications of the NAIC, state laws, 

regulations, and general administrative rules.  Permitted statutory accounting practices encompass all accounting practices not so 

prescribed. 

 

The Company is subject to Arizona law, which limits the amount of dividends that insurance companies can pay to stockholders 

without approval of the Arizona Department of Insurance.  The maximum dividend, which may be paid in any twelve-month 

period without notification or approval, is limited to the lesser of 10% of statutory surplus as of December 31 of the preceding 

year or the net gain from operations of the preceding calendar year.  Cash dividends may only be paid out of surplus derived from 

realized net profits. Based on these limitations, there is no capacity to pay a dividend in 2009 without prior approval.   The 

Company paid a dividend of $102 million, and returned capital of $198 million, to its parent company in 2007.    In 2006 and 

2008, there were no dividends paid or a return of capital to the parent company. 

 

10.   FAIR VALUE OF ASSETS AND LIABILITIES      

 
Fair Value Measurement – Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability 

in an orderly transaction between market participants at the measurement date. SFAS No. 157 establishes a framework for 

measuring fair value that includes a hierarchy used to classify the inputs used in measuring fair value. The hierarchy prioritizes 

the inputs to valuation techniques used to measure fair value into three levels. The level in the fair value hierarchy within which 

the fair value measurement falls is determined based on the lowest level input that is significant to the fair value measurement. 

The levels of the fair value hierarchy are as follows:  

 

Level 1 – Fair value is based on unadjusted quoted prices in active markets that are accessible to the Company for identical assets 

or liabilities. These generally provide the most reliable evidence and are used to measure fair value whenever available.Active 

markets are defined as having the following for the measured asset/liability: i) many transactions, ii) current prices, iii) price 

quotes not varying substantially among market makers, iv) narrow bid/ask spreads and v) most information publicly available. 

The Company’s Level 1 assets and liabilities primarily include certain cash equivalents and short-term investments, equity 

securities and derivative contracts that are traded in an active exchange market. Prices are obtained from readily available sources 

for market transactions involving identical assets or liabilities. 

 
Level 2 – Fair value is based on significant inputs, other than Level 1 inputs, that are observable for the asset or liability, either 

directly or indirectly, for substantially the full term of the asset or liability through corroboration with observable market data. 

Level 2 inputs include quoted market prices in active markets for similar assets and liabilities, quoted market prices in markets 

that are not active for identical or similar assets or liabilities and other observable inputs. The Company’s Level 2 assets and 

liabilities include:  fixed maturities (corporate public and private bonds, most government securities, certain asset-backed and 

mortgage-backed securities, etc.), certain equity securities, short-term investments and cash equivalents (primarily commercial 

paper), and certain over-the-counter derivatives.  Valuations are generally obtained from third party pricing services for identical 

or comparable assets or liabilities through the use of valuation methodologies using observable market inputs.  

 

Prices from pricing services are sourced from multiple vendors, and a vendor hierarchy is maintained by asset type based on 

historical pricing experience and vendor expertise. The Company generally receives prices from multiple pricing services for 

each security, but ultimately use the price from the pricing service highest in the vendor hierarchy based on the respective asset 

type. In order to validate reasonability, prices are reviewed by internal asset managers through comparison with directly observed 

recent market trades and internal estimates of current fair value, developed using market observable inputs and economic 

indicators.  
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10.  FAIR VALUE OF ASSETS AND LIABILITIES     (continued) 
 

The use of valuation methodologies using observable inputs for private fixed maturities are primarily determined using a 

discounted cash flow model, which utilizes a discount rate based upon the average of spread surveys collected from private 

market intermediaries who are active in both primary and secondary transactions, and takes into account, among other factors, the 

credit quality and industry sector of the issuer and the reduced liquidity associated with private placements. Private fixed 

maturities also include debt investments in funds that, in addition to a stated coupon, pay a return based upon the results of the 

underlying portfolios. The fair values of these securities are determined by reference to the funds’ net asset value (NAV). Any 

restrictions on the ability to redeem interests in these funds at NAV are considered to have a de minimis effect on the fair value. 

 

The majority of the Company’s derivative positions are classified within Level 2 in the fair value hierarchy. Derivatives classified 

within Level 2 are valued using models generally accepted in the financial services industry that use actively quoted or 

observable market input values from external market data providers, non-binding broker-dealer quotations, third-party pricing 

vendors and/or recent trading activity. The fair values of most derivatives, including  interest rate swaps,cross currency swaps, 

and  single name credit default swaps are determined using discounted cash flow models. These models’ key assumptions include 

the contractual terms of the respective contract, along with significant observable inputs, including interest rates, currency rates, 

credit spreads, yield curves, index dividend yields, and nonperformance risk. Derivative contracts are executed under master 

netting agreements with counterparties with a Credit Support Annex, or CSA, which is a bilateral ratings-sensitive agreement that 

requires collateral postings at established credit threshold levels. These agreements protect the interests of the Company and its 

counterparties, should either party suffer a credit rating deterioration.  Substantionaly all of the company’s derivative contracts 

are transacted with an affiliate. In instances where the company transacts with unaffiliated counterparty’s derivative agreements 

are with highly rated major international financial institutions. Consistent with the practice of major international financial 

institutions, the Company uses the credit spread embedded in the LIBOR interest rate curve to reflect nonperformance risk when 

determining the fair value of derivative assets and liabilities. The Company believes this credit spread is an appropriate estimate 

of the nonperformance risk for derivative related assets and liabilities between highly rated institutions. Most derivative contracts 

have bid and ask prices that can be readily observed in the market place. The Company’s policy is to use mid-market pricing in 

determining its best estimate of fair value.  

  

Other long-term investments carried at fair value include limited partnerships which are consolidated because the Company is 

either deemed to exercise control or considered the primary beneficiary of a variable interest entity. These entities are considered 

investment companies and follow specialized industry accounting whereby their assets are carried at fair value. The investments 

held by these entities include various feeder fund investments in underlying master funds (whose underlying holdings generally 

include public fixed maturities and equity securities), as well as wholly-owned real estate held within other investment funds.  

  

Level 3 – Fair value is based on at least one or more significant unobservable inputs for the asset or liability. These inputs reflect 

the Company’s assumptions about the assumptions market participants would use in pricing the asset or liability. The Company’s 

Level 3 assets and liabilities primarily include:  certain private fixed maturities and equity securities, certain manually priced 

public equity securities and fixed maturities (including certain asset-backed securities), certain highly structured over-the-counter 

derivative contracts, certain commercial loans, certain consolidated real estate funds for which the Company is the general 

partner, and embedded derivatives resulting from certain products with guaranteed benefits.  In circumstances where vendor 

pricing is not available, internally developed valuations or non-binding broker quotes are used to determine fair value. Non-

binding broker quotes are reviewed for reasonableness, based on the Company’s understanding of the market. These estimates 

may use significant unobservable inputs, which reflect the Company’s own assumptions about the inputs market participants 

would use in pricing the asset. Circumstances where observable market data is not available may include events such as market 

illiquidity and credit events related to the security. Under certain conditions, the Company may conclude the prices received from 

independent third party pricing services or brokers are not reasonable or reflective of market activity. In those instances, the 

Company may choose to over-ride the third-party pricing information or quotes received and apply internally developed values to 

the related assets or liabilities. In such cases, the valuations are generally classified as Level 3. As of December 31, 2008, such 

over-rides on a net basis were not material.  
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10.  FAIR VALUE OF ASSETS AND LIABILITIES     (continued) 

 

For certain private fixed maturities, including those that are distressed, the discounted cash flow model may also incorporate 

significant unobservable inputs, which reflect the Company’s own assumptions about the inputs market participants would use in 

pricing the asset. Certain public fixed maturities and private fixed maturities priced internally are based on observable and 

unobservable inputs. Significant unobservable inputs used include: issue specific credit adjustments, material non-public 

financial information, management judgment, estimation of future earnings and cashflows, default rate assumptions, liquidity 

assumptions and non-binding quotes from market makers. These inputs are usually considered unobservable, as not all market 

participants will have access to this data.  

 

Estimated fair values for most privately traded equity securities are determined using valuation and discounted cash flow models 

that require a substantial level of judgment. In determining the fair value of certain privately traded equity securities the 

discounted cash flow model may also use unobservable inputs, which reflect the Company’s assumptions about the inputs market 

participants would use in pricing the asset.  
 

The fair values of the GMAB, GMWB and GMIWB liabilities are calculated as the present value of future expected benefit 

payments to customers less the present value of assessed rider fees attributable to the embedded derivative feature. The expected 

cash flows are discounted using LIBOR interest rates, which are commonly viewed as being consistent with the Company’s 

claims-paying ratings of AA quality. Since there is no observable active market for the transfer of these obligations, the 

valuations are calculated using internally developed models with option pricing techniques. The models calculate a risk neutral 

valuation, generally using the same interest rate assumptions to both project and discount future rider fees and benefit payments, 

and incorporate premiums for risks inherent in valuation techniques, inputs, and the general uncertainty around the timing and 

amount of future cash flows. Significant inputs to these models include capital market assumptions, such as interest rate and 

implied volatility assumptions, as well as various policyholder behavior assumptions that are actuarially determined, including 

lapse rates, benefit utilization rates, mortality rates and withdrawal rates. These assumptions are reviewed at least annually, and 

updated based upon historical experience and give consideration to any observable market data, including market transactions 

such as acquisitions and reinsurance transactions.  

 

Level 3 includes derivatives where the bid-ask spreads are generally wider than derivatives classified within Level 2 thus 

requiring more judgment in estimating the mid-market price of such derivatives.  

 

Derivatives that are valued based upon models with unobservable market input values or input values from less actively traded or 

less-developed markets are classified within Level 3 in the fair value hierarchy. Derivatives classified as Level 3 include first-to-

default credit basket swaps, and other structured options. The fair values of first-to-default credit basket swaps are derived from 

relevant observable inputs such as: individual credit default spreads, interest rates, recovery rates and unobservable model-

specific input values such as correlation between different credits within the same basket.  Level 3 methodologies are validated 

through periodic comparison of the Company’s fair values to broker-dealer’s values.  
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10.  FAIR VALUE OF ASSETS AND LIABILITIES     (continued) 

 

The table below presents the balances of assets and liabilities measured at fair value on a recurring basis, as of December 31, 

2008. 

  Level 1    Level 2    Level 3      Total  

                                                                       (in thousands) 

Fixed maturities, available for sale ..........................................  $ —    $ 4,479,986    $ 64,176    $ 4,544,162  

Other trading account assets ...................................................   —    8,878    1,089    9,967  

Equity securities, available for sale .........................................   181    15,723    968    16,872  

Other long-term investments ...................................................   —    22,347    (17,167)    5,180  

Short-term investments ...........................................................   26,691    49,504    —    76,195  

Cash and cash equivalents ......................................................   —    594,262    —    594,262  

Other assets .............................................................................   —    13,699    1,157,884    1,171,583  

     Sub-total excluding separate account assets .......................   26,872    5,184,399    1,206,950    6,418,221  

                
Separate account assets (1) .....................................................   11,109,765    6,310,449    154,316    17,574,530  

                
  Total assets ............................................................................  $ 11,136,637    $11,494,848    $1,361,266    $23,992,751  

                
Future policy benefits ..............................................................   —    —    794,640    794,640  

      —          
  Total liabilities ......................................................................  $ —    $             —    $    794,640    $    794,640  

 

, except to the extent of minimum guarantees made by the Company with respect to certain accounts.  

Separate account liabilities are not included in the above table as they are reported at contract value and not fair value in the Company’s 

consolidated Statement of Financial Position. 
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10.  FAIR VALUE OF ASSETS AND LIABILITIES     (continued) 

 

The following tables provide a summary of the changes in fair value of Level 3 assets and liabilities for the twelve months ended 

December 31, 2008, as well as the portion of gains or losses included in income for the twelve months ended December 31, 

2008, attributable to unrealized gains or losses related to those assets and liabilities still held at December 31, 2008. 

 

 Twelve Months Ended December 31, 2008 

 

Fixed 

Maturities, 

Available For 

Sale  

Equity 

Securities, 

Available for 

Sale  

Other 

Trading 

Account 

Assets  

Other Long-

term 

Investments 

                 (in thousands) 

Fair value, beginning of period ...................................................  $ 107,063   $ 4,703   $ 1,164   $ (4,768)  

   Total gains or (losses) (realized/unrealized):  —    —    —    —  
       Included in earnings:  —    —    —    —  
          Realized investment gains (losses), net .............................   (7,165)    (19)    —    (12,399)  

          Asset administration fees and other income ......................   —    —    (75)    —  
          Interest credited to policyholder account...........................   —    —    —    —  
       Included in other comprehensive income (loss) ...................   (20,006)    (2,365)    —    —  
   Net investment income.............................................................   (329)    —    —    —  
   Purchases, sales, issuances, and settlements ............................   41,319    —    —    —  
   Transfers into (out of) Level 3 (2) ............................................   (56,706)    (1,351)    —    —  
Fair value, end of period .............................................................  $ 64,176   $ 968   $ 1,089   $ (17,167)  

                

Unrealized gains (losses) for the period ending relating 

to those level 3 assets that were still held by the 

Company at the end of the period:                

       Included in earnings:                

          Realized investment gains (losses), net .............................  $ (5,390)   $ (19)   $ —   $ (12,394)  

          Asset management fees and other income .........................  $ —   $ —   $ (75)   $ —  
          Interest credited to policyholder account...........................  $ —   $ —   $ —   $ —  
       Included in other comprehensive income (loss) ...................  $ (20,261)   $ (2,366)   $ —   $ —  
                

 

 

 

 

 
Other 

Assets   

Separate 

Account 

Assets (1)    

Future 

Policy 

Benefits 

            (in thousands) 

           

Fair value, beginning of period ...................................................  $ 48,024   $ 172,226   $ (35,232) 

   Total gains or (losses) (realized/unrealized):  —    —    — 
       Included in earnings:  —    —    — 
          Realized investment gains (losses), net .............................   1,066,865    —    (739,407) 

          Asset administration fees and other income ......................   —    —    — 
          Interest credited to policyholder account...........................   —    (36,648)    — 
       Included in other comprehensive income .............................   (1,393)    —    — 
   Net investment income.............................................................   —    —    — 
   Purchases, sales, issuances, and settlements ............................   17,899    18,738    (20,001) 

   Transfers into (out of) Level 3 (2) ............................................   26,489    —    — 
   Other ........................................................................................   —    —    — 

Fair value, end of period .............................................................  $ 1,157,884   $ 154,316   $ (794,640) 

           

Unrealized gains (losses) for the period ending relating to 

those level 3 assets that were still held by the Company 

at the end of the period:           

       Included in earnings:           

          Realized investment gains (losses), net .............................  $ 1,067,417   $ —   $ (739,961) 

          Asset administration fees and other income ......................  $ —   $ —   $ — 
          Interest credited to policyholder account...........................  $ —   $ (36,648)   $ — 
       Included in other comprehensive income (loss) ...................  $ (1,393)   $ —   $ — 
 

 

 



Pruco Life Insurance Company  

Notes to Consolidated Financial Statements 

 

 

                                                                                   B-34     

10.  FAIR VALUE OF ASSETS AND LIABILITIES     (continued) 
 

 Separate account assets represent segregated funds that are invested for certain customers. Investment risks associated with market 

value changes are borne by the customers, except to the extent of minimum guarantees made by the Company with respect to certain 

accounts.  Separate account liabilities are not included in the above table as they are reported at contract value and not fair value in 

the Company’s consolidated Statement of Financial Position. 

 Transfers into or out of Level 3 are generally reported as the value of the beginning of the quarter in which the transfer occurs. 

 
Transfers – Net transfers out of Level 3 for Fixed Maturities Available for Sale totaled $56.706 million during the twelve 

months ended December 31, 2008. Transfers into Level 3 for these investments was primarily the result of unobservable inputs 

utilized within valuation methodologies and the use of broker quotes when previously information from third party pricing 

services was utilized. Partially offsetting these transfers into Level 3 were transfers out of Level 3 due to the use of observable 

inputs in valuation methodologies as well as the utilization of pricing service information for certain assets that the Company was 

able to validate.  

 

Fair Value of Financial Instruments -  
 

The fair values presented below have been determined by using available market information and by applying valuation 

methodologies. Considerable judgment is applied in interpreting data to develop the estimates of fair value. These fair values may 

not be realized in a current market exchange. The use of different market assumptions and/or estimation methodologies could 

have a material effect on the fair values. The methods and assumptions discussed below were used in calculating the fair values 

of the instruments.  See Note 11 to the Consolidated Financial Statements for a discussion of derivative instruments. 

 
Commercial Mortgage and Other Loans  

  
The fair value of commercial mortgage loans are primarily based upon the present value of the expected future cash flows 

discounted at the appropriate U.S. Treasury rate adjusted for the current market spread for similar quality loans. 

 

Policy loans 

The fair value of policy loans is calculated using a discounted cash flow model based upon current U.S. Treasury rates and 

historical loan repayment patterns.  

 

Investment Contracts – Policyholders’ Account Balances  

  
Only the portion of policyholders’ account balances and separate account liabilities related to products that are investment 

contracts (those without significant mortality or morbidity risk) are reflected in the table below. For fixed deferred annuities,  

payout annuities and other similar contracts without life contingencies, fair values are derived using discounted projected cash 

flows based on LIBOR interest rates which are commonly viewed as being consistent with the Company’s claims paying ratings.  

For those balances that can be withdrawn by the customer at any time without prior notice or penalty, the fair value is the 

estimated to be amount payable to the customer as of the reporting date, which is generally the carrying value.  

 

 

 

 

 

 

 

 

 

2008  2007 

 Carrying 

Value 

  

Fair Value 

 Carrying 

Value 

  

Fair Value 

(in thousands) 

Financial assets:        

Commercial mortgage loans $           881,638  $       776,059  $       745,223  $        750,581 

Policy loans $        1,001,518  $      1,297,852  $       961,054  $     1,079,129 

 

Financial liabilities:        

        

Investment contracts $          393,998  $        396,778  $        363,730  $        363,730 
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11.  DERIVATIVE INSTRUMENTS  
 

Types of Derivative Instruments and Derivative Strategies 

Interest rate swaps are used by the Company to manage interest rate exposures arising from mismatches between assets and 

liabilities (including duration mismatches) and to hedge against changes in the value of assets it anticipates acquiring and other 

anticipated transactions and commitments. Swaps may be attributed to specific assets or liabilities or may be used on a portfolio 

basis. Under interest rate swaps, the Company agrees with other parties to exchange, at specified intervals, the difference between 

fixed rate and floating rate interest amounts calculated by reference to an agreed upon notional principal amount. Generally, no 

cash is exchanged at the outset of the contract and no principal payments are made by either party. These transactions are entered 

into pursuant to master agreements that provide for a single net payment to be made by one counterparty at each due date.  

 

Exchange-traded futures are used by the Company to reduce risks from changes in interest rates, to alter mismatches between the 

duration of assets in a portfolio and the duration of liabilities supported by those assets, and to hedge against changes in the value 

of securities it owns or anticipates acquiring or selling. In exchange-traded futures transactions, the Company agrees to purchase 

or sell a specified number of contracts, the values of which are determined by the values of underlying referenced securities, and 

to post variation margin on a daily basis in an amount equal to the difference in the daily market values of those contracts. The 

Company enters into exchange-traded futures transactions with regulated futures commissions merchants that are members of a 

trading exchange.  

 

Futures typically are used to hedge duration mismatches between assets and liabilities. Futures move substantially in value as 

interest rates change and can be used to either modify or hedge existing interest rate risk.  

 

Currency derivatives, including currency swaps, are used by the Company to reduce risks from changes in currency exchange 

rates with respect to investments denominated in foreign currencies that the Company either holds or intends to acquire or sell.  
 

Under currency swaps, the Company agrees with other parties to exchange, at specified intervals, the difference between one 

currency and another at an exchange rate and calculated by reference to an agreed principal amount. Generally, the principal 

amount of each currency is exchanged at the beginning and termination of the currency swap by each party. These transactions 

are entered into pursuant to master agreements that provide for a single net payment to be made by one counterparty for payments 

made in the same currency at each due date. 

 

Credit derivatives are used by the Company to enhance the return on the Company’s investment portfolio by creating credit 

exposure similar to an investment in public fixed maturity cash instruments.  With credit derivatives the Company can sell credit 

protection on an identified name, or a basket of names in a first to default structure, and in return receive a quarterly premium. 

With first to default baskets, the premium generally corresponds to a high proportion of the sum of the credit spreads of the 

names in the basket. If there is an event of default by the referenced name or one of the referenced names in a basket, as defined 

by the agreement, then the Company is obligated to pay the counterparty the referenced amount of the contract and receive in 

return the referenced defaulted security or similar security. In addition to selling credit protection, the Company may purchase 

credit protection using credit derivatives in order to hedge specific credit exposures in the Company’s investment portfolio. 

 

Embedded Derivatives 
As described in Note 8, the Company sells variable annuity products which contain embedded derivatives.  The Company has 

entered into reinsurance agreements to transfer the risk related to the embedded derivatives to affiliates.  The Company also sells 

certain universal life products that contain a no lapse guarantee provision.  The Company entered into an agreement with an 

affiliate (See Note 13 to the Consolidated Financial Statements) to reinsure these guarantees that are accounted for in the same 

manner as the embedded derivative.  These embedded derivatives are marked to market through ―Realized investment gains 

(losses), net‖ based on the change in value of the underlying contractual guarantees, which are determined using valuation 

models. 

 

The Company invests in fixed maturities that, in addition to a stated coupon, provide a return based upon the results of an 

underlying portfolio of fixed income investments and related investment activity. The Company accounts for these investments as 

available for sale fixed maturities containing embedded derivatives.  Such embedded derivatives are marked to market through 

―Realized investment gains (losses), net,‖ based upon the change in value of the underlying portfolio. 
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11.  DERIVATIVE INSTRUMENTS (continued) 
 

Credit Derivatives Written 

 

The following tables set forth our exposure from credit derivatives where we have written credit protection excluding credit 

protection written on our own credit and embedded derivatives contained in European managed investments, by NAIC rating of 

the underlying credits as of the dates indicated. 

   

    December 31, 2008    

NAIC    First to Default Basket  Total  

Designation     

(1)  

Rating Agency 

Equivalent  Notional  Fair Value 

 

Notional 

 

Fair Value 

   

1  Aaa, Aa, A  ..................   $ 4.5  $ (.5)  $  4.7  $    (.5)  

2  Baa    92   (15.5)   92   (15.5)  

  

Subtotal Investment 

  Grade    96.5        (16)     

 

96.7   (16)  

3  Ba    1.3          (.1)   1.3   (.1)  

4  B    -   -   -   -  

5  C and lower    6.2   (1.0)   6   (1.0)  

6  In or near default    -   -   -   -  

Total   $ 104  $ (17.1)  $ 104  $ (17.1)  

 

   

   

    December 31, 2007    

NAIC    First to Default Basket  Total  

Designation     

(1)  

Rating Agency 

Equivalent  Notional  Fair Value 

 

Notional 

 

Fair Value 

   

1  Aaa, Aa, A  ..................   $ 49  $ (1.2)  $   49  $  (1.2)  

2  Baa    52.5   (3.3)   52.5   (3.3)  

  

Subtotal Investment 

  Grade    101.5   (4.5)     

 

101.5   (4.5)  

3  Ba    1.8          (.1)   1.8   (.1)  

4  B    -   -   -   -  

5  C and lower    1.7   (.2)   1.7   (.2)  

6  In or near default    -   -   -   -  

Total   $ 105  $ (4.8)  $ 105  $ (4.8)  

 

 (1)First-to-default credit swap baskets, which may include credits of varying qualities, are grouped above based on the lowest 

credit in the basket.  However, such basket swaps may entail greater credit risk than the rating level of the lowest credit. 

 

The following table sets forth the composition of our credit derivatives where we have written credit protection excluding credit 

protection written on our own credit and embedded derivatives contained in European managed investments, by industry 

category as of the dates indicated. 

 December 31, 2008  December 31, 2007 

Industry  Notional  Fair Value  Notional  Fair Value 

    (in millions)   

Corporate Securities:         

         First to Default Baskets(1)  104  (17.1)  105  (4.8) 

Total Credit Derivatives ……...  $         104  $         (17.1)  $         105  (4.8) 

 

(1) Credit default baskets may include various industry categories. 
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11.  DERIVATIVE INSTRUMENTS  (continued) 

 
The Company writes credit derivatives under which the Company is obligated to pay the counterparty the referenced amount of 

the contract and receive in return the defaulted security or similar security. The Company’s maximum amount at risk under these 

credit derivatives, assuming the value of the underlying referenced securities become worthless, is $104  million at December 31, 

2008. These credit derivatives generally have maturities of five years or less. 

 

The Company holds certain externally managed investments in the European market which contain embedded derivatives whose 

fair value are primarily driven by changes in credit spreads. These investments are medium term notes that are collateralized by 

investment portfolios primarily consisting of investment grade European fixed income securities, including corporate bonds and 

asset-backed securities, and derivatives, as well as varying degrees of leverage. The notes have a stated coupon and provide a 

return based on the performance of the underlying portfolios and the level of leverage. The Company invests in these notes to 

earn a coupon through maturity, consistent with its investment purpose for other debt securities. The notes are accounted for 

under U.S. GAAP as available for sale fixed maturity securities with bifurcated embedded derivatives (total return swaps). 

Changes in the value of the fixed maturity securities are reported in Stockholders’ Equity under the heading ―Accumulated Other 

Comprehensive Income‖ and changes in the market value of the embedded total return swaps are included in current period 

earnings in ―Realized investment gains (losses), net.‖ The Company’s maximum exposure to loss from these interests was $63 

million and $109 million at December 31, 2008 and 2007, respectively. 

 

Credit Risk 

The Company is exposed to credit-related losses in the event of nonperformance by counterparties to financial derivative 

transactions. Substantially all of the Company’s over-the-counter derivative contracts are transacted with an affiliate.  In 

instances where the Company transacts with unaffiliated counterparties, the Company manages credit risk by entering into 

derivative transactions with major international financial institutions and other creditworthy counterparties, and by obtaining 

collateral where appropriate.  Additionally, limits are set on single party credit exposures which are subject to periodic 

management review. 

 

The credit exposure of the Company’s over-the-counter derivative transactions is represented by the contracts with a positive fair 

value (market value) at the reporting date.  The Company effects exchange-traded futures transactions through regulated 

exchanges and these transactions are settled on a daily basis, thereby reducing credit risk exposure in the event of 

nonperformance by counterparties to such financial instruments. 

 

12. COMMITMENTS, CONTINGENCIES AND LITIGATION AND REGULATORY MATTERS  

 
Commitments    
The Company has made commitments to fund $19 million of commercial loans in 2008.  The Company also made commitments 

to purchase or fund investments, mostly private fixed maturities, of $33 million in 2008. 

 
Contingencies    

On an ongoing basis, our internal supervisory and control functions review the quality of our sales, marketing, administration and 

servicing, and other customer interface procedures and practices and may recommend modifications or enhancements. From time 

to time, this review process results in the discovery of administration, servicing or other errors, including errors relating to the 

timing or amount of payments or contract values due to customers. In these cases, we offer customers appropriate remediation 

and may incur charges and expenses, including the costs of such remediation, administrative costs and regulatory fines. 

 

It is possible that the results of operations or the cash flow of the Company in a particular quarterly or annual period could be 

materially affected as a result of payments in connection with the matters discussed above depending, in part, upon the results of 

operations or cash flow for such period.  Management believes, however, that the ultimate payments in connection with these 

matters should not have a material adverse effect on the Company’s financial position. 

 

Litigation and Regulatory Proceedings 

 

The Company is subject to legal and regulatory actions in the ordinary course of its businesses, including class action lawsuits. 

Legal and regulatory actions may include proceedings relating to aspects of the businesses and operations that are specific to the 

Company and that are typical of the businesses in which the Company operates. Class action and individual lawsuits may involve 

a variety of issues and/or allegations, which include sales practices, underwriting practices, claims payment and procedures, 

premium charges, policy servicing and breach of fiduciary duties to customers.  The Company may also be subject to litigation 

arising out of its general business activities, such as investments and third party contracts. In certain of these matters, plaintiffs 

may seek large and/or indeterminate amounts, including punitive or exemplary damages.  

 

 



Pruco Life Insurance Company  

Notes to Consolidated Financial Statements 

 

 

                                                                                   B-38     

12. COMMITMENTS, CONTINGENCIES AND LITIGATION AND REGULATORY MATTERS 

(continued) 

 
The Company’s litigation and regulatory matters are subject to many uncertainties, and given their complexity and scope, their 

outcomes cannot be predicted.   It is possible that results of operations or cash flow of the Company in a particular quarterly or 

annual period could be materially affected by an ultimate unfavorable resolution of pending litigation and regulatory matters 

depending, in part, upon the results of operations or cash flow for such period.  In light of the unpredictability of the Company’s 

litigation and regulatory matters, it is also possible that in certain cases an ultimate unfavorable resolution of one or more 

pending litigation or regulatory matters could have a material adverse effect on the Company’s financial position.  Management 

believes, however, that, based on information currently known to it, the ultimate outcome of all pending litigation and regulatory 

matters, after consideration of applicable reserves and rights to indemnification, is not likely to have a material adverse effect on 

the Company’s financial position. 

 

13.  RELATED PARTY TRANSACTIONS  

The Company has extensive transactions and relationships with Prudential Insurance and other affiliates.  Although we seek to 

ensure that these transactions and relationships are fair and reasonable, it is possible that the terms of these transactions are not 

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

 

Expense Charges and Allocations 

Many of the Company’s expenses are allocations or charges from Prudential Insurance or other affiliates.  These expenses can be 

grouped into the following categories: general and administrative expenses and agency distribution expenses.  

 

The Company’s general and administrative expenses are charged to the Company using allocation methodologies based on 

business production processes.  Management believes that the methodology is reasonable and reflects costs incurred by 

Prudential Insurance to process transactions on behalf of the Company.  The Company operates under service and lease 

agreements whereby services of officers and employees, supplies, use of equipment and office space are provided by Prudential 

Insurance.  The Company reviews its allocation methodology periodically which it may adjust accordingly. General and 

administrative expenses also include allocations of stock compensation expenses related to a stock option program and a  

deferred compensation program issued by Prudential Financial. The expense charged to the Company for the stock option 

program was less than $0.4 million for the twelve months ended December 31, 2008, 2007 and 2006.  The expense charged to 

the Company for the deferred compensation program was $2 million and $3 million for the twelve months ended December 31, 

2008 and 2007, respectively. 

 

The Company receives a charge to cover its share of employee benefits expenses.  These expenses include costs for funded and 

non-funded contributory and non-contributory defined benefit pension plans.  Some of these benefits are based on final group 

earning and length of service.   While others are based on an account balance, which takes into consideration age, service and 

earnings during career. 

 

Prudential Insurance sponsors voluntary savings plans for the Company’s employees (401(k) plans).  The plans provide for salary 

reduction contributions by employees and matching contributions by the Company of up to 4% of annual salary.  The  

expense charged the Company for the matching contribution to the plans was $3.5 million, $3.5 million and $2.6 million in 2008, 

2007 and 2006, respectively.   
 

The Company’s share of net expense for the pension plans was $7.7 million, $7.4 million and $7.2 million in 2008, 2007 and 

2006 respectively.   

 
The Company is charged distribution expenses from Prudential Insurance’s agency network for both its domestic life and annuity 

products through a transfer pricing agreement, which is intended to reflect a market based pricing arrangement.  

 

Affiliated Asset Administration Fee Income  

The Company participates in a revenue sharing agreement with Prudential Investments LLC, whereby the Company receives fee 

income from policyholders’ account balances invested in the Prudential Series Funds (―PSF‖).  

 

The Company also receives fee income calculated on contractholder separate account balances invested in the Advanced Series 

Trust Funds. These revenues are recorded as ―Asset administration fees‖ in the Consolidated Statements of Operations and 

Comprehensive Income.  

 

Corporate Owned Life Insurance                 

The Company has sold four Corporate Owned Life Insurance or, ―COLI,‖ policies to Prudential Insurance, and one to Prudential 

Financial.  The cash surrender value included in separate accounts for the COLI policies was $1.217 billion and $1.431 billion at  
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13. RELATED PARTY TRANSACTIONS (continued) 
 

December 31, 2008 and December 31, 2007, respectively.  Fees related to the COLI policies were $32 million, $33 million and 

$20 million for the years ending December 31, 2008, 2007 and 2006 respectively.  

 
Reinsurance with affiliates 

 

UPARC 

The Company reinsures universal life policies having no-lapse guarantees with an affiliated company, UPARC.  UPARC 

reinsures 90% of the net amount of mortality at risk as well as 100% of the risk of uncollectible policy charges and fees 

associated with the no lapse provision of these policies. The Company is not relieved of its primary obligation to the policyholder 

as a result of these transactions.   

 

The portion of this contract related to mortality is accounted for as reinsurance. Reinsurance recoverables related to this 

agreement were $366 million and $24 million as of December 31, 2008 and December 31, 2007, respectively.  Fees ceded to 

UPARC in 2008 and 2007 were $39 million and $39 million, respectively.  Benefits ceded to UPARC in 2008 and 2007 were 

$57 million and $30 million, respectively. The portion of this contract related to the no lapse provision is accounted for as an 

embedded derivative.  Realized gains of $340 million and  $12 million for December  31, 2008 and 2007 respectively, related to 

the change in the value of this embedded derivative.  The underlying asset is reflected as other assets in the Company’s  

Consolidated Statements of Financial Position.   

 

PARCC 

The Company reinsures 90% of the risk under its term life insurance policies through an automatic and facultative coinsurance 

agreement with PARCC.  The Company is not relieved of its primary obligation to the policyholder as a result of this agreement. 

Reinsurance recoverables related to this agreement were $1.137 billion and $835 million as of December 31, 2008  and 

December 31, 2007, respectively.  Premiums ceded to PARCC in 2008, 2007 and 2006 were $654 million and $528 million  and 

$388 million respectively.  Benefits ceded in 2008, 2007 and 2006 were $249 million and $197 million and $144 million,  

respectively.  Reinsurance expense allowances, net of capitalization and amortization were $130 million and $105 million and 

$84 million for the 2008,  2007 and 2006, respectively  

 

Prudential Insurance 

The Company has a yearly renewable term reinsurance agreement with Prudential Insurance and reinsures the majority of all 

mortality risks not otherwise reinsured.  Reinsurance recoverables related to this agreement were $46 million and $44 million as 

of December 31, 2008 and December 31, 2007, respectively.  Premiums and fees ceded to Prudential Insurance in 2008, 2007 

and 2006 were $217 million and $203 million  and $208 million, respectively.  Benefits ceded in 2008, 2007 and 2006 were 

$172 million, $191 million and $199 million, respectively.  The Company is not relieved of its primary obligation to the 

policyholder as a result of this agreement.   

 

The Company has reinsured a group annuity contract with Prudential Insurance, in consideration for a single premium payment 

by the Company, providing reinsurance equal to 100% of all payments due under the contract. In addition, there are two yearly 

renewable term agreements in which the Company may offer, and the reinsurer may accept reinsurance on any life in excess of 

the Company’s maximum limit of retention.  The Company is not relieved of its primary obligation to the policyholder’s as a  

result of these agreements.  Reinsurance recoverables related to this agreement were $9 million as of December 31, 2008 and 

December 31, 2007. Benefits ceded were  $2 million for December 31, 2008 and 2007, respectively. 

 

In 2008 a $360 million contribution  was made to the Company from Prudential Insurance, the parent company.  

 

Pruco Re. 

During 2008, the Company entered into two new reinsurance agreements with an affiliate as part of its risk management and 

capital management strategies.  Effective January 28, 2008, the Company entered into a coinsurance agreement with Pruco Re 

providing for the 100% reinsurance of its HD7 benefit feature sold on certain of its annuities.  Fees ceded on this agreement, 

included in ―Realized investments (losses) gains, net‖ on the financial statements as of December 31, 2008, was $779 million. 

Effective January 28, 2008, the Company entered into a coinsurance agreement with Pruco Re providing for the 100% 

reinsurance of its HD GRO benefit feature sold on certain of its annuities.  Fees ceded on this agreement, included in ―Realized 

investments (losses) gains, net‖ on the financial statements as of December 31, 2008, was $4 million. 

 
During 2007, the Company amended the reinsurance agreements it entered into in 2005 covering its LT5.  The coinsurance 

agreement entered into with Prudential Insurance in 2005 provided for the 100% reinsurance of its LT5 feature sold on new 

business prior to May 6, 2005.  This agreement was recaptured effective August 1, 2007. Effective July 1, 2005, the Company 

entered into a coinsurance agreement with Pruco Re providing for the 100% reinsurance of its LT5 feature sold on new business 

after May 5, 2005 as well as for riders issued on or after March 15, 2005 on business in-force before March 15, 2005.  This  
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13. RELATED PARTY TRANSACTIONS (continued) 
 

agreement was amended effective August 1, 2007 to include the reinsurance of business sold prior to May 6, 2005 that was 

previously reinsured to Prudential Insurance. 

 

Taiwan branch reinsurance agreement 
On January 31, 2001, the Company transferred all of its assets and liabilities associated with the Company’s Taiwan branch 

including Taiwan’s insurance book of business to an affiliated Company, Prudential Life Insurance Company of Taiwan Inc. 

(―Prudential of Taiwan‖), a wholly owned subsidiary of Prudential Financial.  

 
The mechanism used to transfer this block of business in Taiwan is referred to as a ―full acquisition and assumption‖ transaction.  

Under this mechanism, the Company is jointly liable with Prudential of Taiwan for two years from the giving of notice to all 

obligees for all matured obligations and for two years after the maturity date of not-yet-matured obligations. Prudential of Taiwan 

is also contractually liable, under indemnification provisions of the transaction, for any liabilities that may be asserted against the  

Company.  The transfer of the insurance related assets and liabilities was accounted for as a long-duration coinsurance 

transaction under accounting principles generally accepted in the United States. Under this accounting  treatment, the insurance 

related liabilities remain on the books of the Company and an offsetting reinsurance recoverables is established.  

 

Affiliated premiums ceded for the periods ended December 31, 2008, 2007 and 2006 from the Taiwan coinsurance agreement 

were $77 million, $82 million and $84 million, respectively. Affiliated benefits ceded for the periods ended December 31, 2008, 

2007 and 2006 from the Taiwan coinsurance agreement were $21 million, $17 million and $15 million, respectively.   

Reinsurance recoverables related to the Taiwan coinsurance agreement of $701 million and $650 million at December 31, 2008 

and December 31, 2007, respectively. 

 
Purchase of fixed maturities from an affiliate           
 

During 2007, the Company purchased fixed maturities securities from an affiliated company, Commerce Street.  The investments 

included collateralized mortgage backed securities.  These securities were recorded at an amortized cost of $136 million and a 

fair value of $135 million.  The net difference between historic amortized cost and the fair value, net of taxes was $1 million.  

 

During 2007, the Company purchased fixed maturities securities from Prudential Insurance.  The investments included public 

and private placement bonds.  These securities were recorded at an amortized cost of $64 million and a fair value of $64 million.  

The net difference between historic amortized cost and the fair value, net of taxes was less than $1 million.  

 

During 2006 the Company transferred fixed maturities securities, from the Company to an affiliate.  The investments included 

public and private high yield bonds, private placement bonds, and mortgage loans.  These securities were recorded at an 

amortized cost of $151 million and a fair value of $150 million.  The net difference between historic amortized cost and the fair 

value, net of taxes was less than $1 million.  

 

Debt Agreements 

The Company has an agreement with Prudential Funding, LLC, a wholly owned subsidiary of Prudential Insurance which allows 

it to borrow funds for working capital and liquidity needs.  The borrowings under this agreement are limited to $600 million.  

There was less than $1 million of debt outstanding to Prudential Funding, LLC as of December 31, 2008 as compared to $56 

million at December 31, 2007.  Interest expense related to this agreement was $0.6 million in 2008 and 2007. The related interest 

was charged at a variable rate ranging from .31% to 4.31% for 2008 and 4.26% to 5.86% for 2007. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Pruco Life Insurance Company  

Notes to Consolidated Financial Statements 

 

 

                                                                                   B-41     

 

14.  QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)    
   
The unaudited quarterly results of operations for the years ended December 31, 2008 and 2007 are summarized in the table 

below: 

 

 Three months ended (in thousands) 

         March 31  June 30 September 30 December 31 

2008                                   

Total revenues $       259,712 $   285,789       $   234,086            $     606,999 

Total benefits and expenses 210,453      212,439 237,546        411,819 

Income/(Loss) from operations before income taxes            49,259        73,350 (3,460)        195,180 

Net income $         40,914 $     64,659 $      15,560 $       128,192 

    

2007    

Total revenues $       276,384 $   272,384       $   322,648             $    288,608 

Total benefits and expenses 207,972       203,941 221,058     215,307 

Income from operations before income taxes            68,412         68,443 101,590      73,301 

Net income $         56,027 $      50,163 $      85,914 $      55,230 
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Management’s Annual Report on Internal Control Over Financial Reporting  

 
Management of Pruco Life Insurance Company (―the Company‖) is responsible for establishing and maintaining adequate 

internal control over financial reporting.  Management conducted an assessment of the effectiveness, as of December 31, 2008, of 

the Company’s internal control over financial reporting, based on the framework established in Internal Control – Integrated 

Framework Issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).  Based on our 

assessment under that framework, management concluded that the Company’s internal control over financial reporting was 

effective as of December 31, 2008. 

 

Our internal control over financial reporting is a process designed by or under the supervision of our principal executive and 

principal financial officers to provide reasonable assurance regarding the reliability of financial reporting and the preparation of 

financial statements for external purposes in accordance with generally accepted accounting principles.  Our internal control over 

financial reporting includes policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, 

accurately and fairly reflect transactions and dispositions of assets; (2) provide reasonable assurance that transactions are 

recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, 

and that receipts and expenditures are being made only in accordance with authorizations of management and the directors of the 

Company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or 

disposition of the Company’s assets that could have a material effect on our financial statements.  

 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.   

 

This annual report does not include an attestation report of the company’s registered public accounting firm regarding internal 

control over financial reporting. Management’s report was not subject to attestation by the company’s registered public 

accounting firm pursuant to temporary rules of the Securities and Exchange Commission that permit the company to provide only 

management’s report in this annual report. 

 

 

 

March 16, 2009 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Pruco Life Insurance Company  

Notes to Consolidated Financial Statements 

 

 

                                                                                   B-43     

 

 

 

 

Report of Independent Registered Public Accounting Firm 

 

 

 

 

 

To the Board of Directors and Stockholder of 

Pruco Life Insurance Company 

 
In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in all material respects, the 

financial position of Pruco Life Insurance Company (a wholly owned subsidiary of The Prudential Insurance Company of 

America) and its subsidiaries at December 31, 2008 and December 31, 2007, and the results of their operations and their cash 

flows for each of the three years in the period ended December 31, 2008 in conformity with accounting principles generally 

accepted in the United States of America.  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 of these 

statements 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, assessing the accounting principles used and significant estimates made by management, and evaluating 

the overall financial statement presentation.  We believe that our audits provide a reasonable basis for our opinion. 

 
As described in Note 2 of the consolidated financial statements, the Company adopted a framework for measuring fair value on 

January 1, 2008.  Also, the Company changed its method of accounting for uncertainty in income taxes and for deferred 

acquisition costs in connection with modifications or exchanges of insurance contracts on January 1, 2007.   

 

 
/s/ PricewaterhouseCoopers LLP 

New York, New York 

March 16, 2009 
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