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WHO WE ARE

For 130 years, Prudential Financial has helped people grow
and protect their wealth. We offer individual and institutional
clients a wide array of financial products and services,
including life insurance, mutual funds, annuities, pension and

retirement-related services and administration, -

,, i —
o o

. . -
asset management, banking and trust services,

real estate brokerage and relocation services, / &- \\-M
and, through a joint venture, refail securities ‘ '/I |

brokerage services. Today, we are one of the
largest financial services companies in the United \ f
States. We have $532 billion in assets under
management and more than $2 frillion of life insurance in
force, and we serve customers in more than 30 countries. We
also have one of the most recognized and trusted brand
symbols in the world today: The Rock® We measure our long-
term success on our ability to deliver value to shareholders,
meet customer needs, offer an inclusive environment where
employees can develop to their full potential and give back to
the communities where we live and work. That'’s why our focus
on our shareholders, our customers, our employees and our

communities will remain unwavering.



Dear Fellow Shareholders:

2005 was a very good year for Prudential Financial. Not only did
we meet important financial performance objectives that we set
four years ago, we also continued to strengthen our business
model and enhance our capital position. As a result, we are well
positioned to continue growing our businesses and capitalizing
on opportunities in the marketplace.

When Prudential went public four years ago, we set a goal to
achieve 12 percent return on equity (ROE)* by year-end 2005.
At that time, it was an aspirational goal, because in 2001 our
ROE was less than half that amount.

The last four years have been both challenging and rewarding,
and I'm pleased to report that we not only met our goal, we
exceeded it. For 2005, our ROE was 12.4 percent.

We were successful because we consistently delivered on the four
levers we outlined to get us to our ROE goal.

* We pledged to grow our high-return businesses, and we have.
We made important acquisitions that have increased the
breadth and scale of our retirement and annuities businesses,
as well as our international businesses.

* We pledged to resolve our underperforming businesses, and
we did. In 2003, we sold our property and casualty business
and combined our retail securities brokerage operations with
Wachovia Corporation’s in a joint venture called Wachovia
Securities, in which we have a 38 percent ownership interest.

* We pledged to cut expenses, and we have—by approximately
$600 million.

* We pledged to redeploy capital, and we have. Not only did we
invest nearly $4 billion in acquisitions, we also repurchased
more than $5 billion in Common Stock.

Equally important to reaching our ROE target was the way
in which we did so. Along the way, we built a superior mix of
businesses that gives us the opportunity to outperform most of
our competitors.

Delivering value to shareholders

As a result of our success in delivering on the four ROE levers, I
believe Prudential is in its strongest financial position since we
became a public company.

In 2005, on a generally accepted accounting principles (GAAP)
basis, our Financial Services Businesses reported net income of
$3.22 billion, or $6.34 per share of Common Stock.

On a before-tax adjusted operating income basis’ our Financial
Services Businesses earned $3.55 billion in 2005 and, based on
after-tax adjusted operating income, posted earnings per share of
Common Stock of $4.83, a year-over-year increase of 34 percent.

Our financial strength is very important to us as well. In 2005,
we maintained our superior balance sheet and capital position.
Our operating performance, coupled with our financial disci-
pline, helped us retain our strong insurance financial strength
ratings from all four major ratings agencies.

Our financial performance in 2005 enabled us to continue to
deliver solid value for our shareholders. For the third consecutive
year, we increased our annual Common Stock dividend by
25 percent, to 78 cents per share in 2005.

In addition, the price of Prudential Financial’s Common Stock
rose more than 33 percent in 2005, while the broad market, as
measured by the S&P 500, gained 3 percent, and the Dow
Jones Industrial Average finished in negative territory. It is the

We consistently delivered on the four levers
we outlined to get us to our ROE goal.

* ROE is based on after-tax adjusted operating income for the Financial Services Businesses, a financial measure we use to analyze our operating
performance. See footnotes (A) and (B) on page 7 and footnote (1) on page 8 for a further description of adjusted operating income and ROE.
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fourth consecutive year our stock has significantly outper-
formed the S&P 500 and the Dow. With an average annual
total return to shareholders (including dividend reinvestment)
of more than 24 percent from 2002 to 2005, Prudential has
proved to be a very strong investment for shareholders since we
became a public company.

Strengthening our businesses

to meet customer needs

Behind these strong gains in both our earnings and our stock
price is a solid mix of broad-based businesses focused on growing
and protecting wealth for our customers in the United States and
in select countries around the world. In 2005, not only did each
of our divisions contribute to our earnings growth, they also took
steps to improve our market position, expand our distribution
channels and enhance our product offerings.

That’s certainly evident in our retirement and annuities busi-
nesses. These two businesses combined contributed before-tax
adjusted operating income of more than $1 billion, a 32 percent
increase from 2004.

In April 2004, we acquired CIGNA’s retirement business, which
greatly increased our scale, as well as our range of products and
services across the retirement market. Since then, we have
successfully integrated these two businesses. Today, we have
$136 billion in retirement account values, which encompass
defined contribution and defined benefit plan balances, as well
as institutional investment product balances. These account
values also include $31 billion in full-service stable value
products—a great value proposition for us because they provide
attractive returns at what we consider to be lower levels of risk.
The CIGNA deal also added new distribution capabilities
through retirement and investment brokers and consultants.

Our acquisition of American Skandia in 2003 immediately
propelled us to a top-10 position in the variable annuities market
in both sales and assets under management. We have solidified
our market position through a combination of product
innovation and distribution expansion. Account values in our
variable annuity products were $51 billion at the end of 2005, up
more than $3 billion from 2004. We also increased year-over-year
sales through third parties, including large securities firms,
which represent the wirechouse channel. In fact, our sales in the
wirchouse channel—in which we have been historically under-
represented—increased by 86 percent. We are the fifth-largest
variable annuity company in terms of assets under management
in the advisor-sold market, and we are the No. 1 seller of variable
annuities through independent broker-dealers. Much of our sales
momentum was driven by the introduction in March 2005 of a
new, innovative living benefit option called Lifetime Five.

The individual life insurance market does not hold the same
growth prospects as the retirement and annuities marketplace.
However, our individual life insurance business has been able to
grow more quickly than the marketplace by maintaining its
focus on productivity and third-party distribution. Before-tax
adjusted operating income for our individual life insurance
business in 2005 was $498 million, a $108 million increase over
2004. Agent productivity also showed marked improvement, up
10 percent from a year ago. Third-party sales, though, are the
real growth story here. Sales of our individual life insurance
products through this channel increased 34 percent from 2004.
We now have a better mix of sales through our captive agency
force and third-party channels.

In our group insurance business, we remain committed to
achieving consistent bottom-line growth through a disciplined
approach to acquiring new business. We maintained our
position as the second-largest group life insurer, based on

In 2005, not only did each of our divisions contribute to
our market position, expand our distribution channels and
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premiums in force, and provide more than $1 trillion of group
life insurance coverage to America’s workforce.

Our asset management segment posted strong results in 2005.
Before-tax adjusted operating income grew 74 percent, and we
increased overall assets under management by $28 billion. The
depth and breadth of our investment capabilities in equity,
fixed-income and real estate, both in the United States and
abroad, and the broad diversification of our asset sources give us
a robust platform on which to continue this growth.

Our International Insurance and Investments Division has been
a strong performer for years now, and it remained so in 2005.
Before-tax adjusted operating income for the division increased
42 percent over 2004 and, for the second year in a row,
accounted for 40 percent of Prudential’s overall before-tax
adjusted operating income.

In International Insurance, we had more than $1 billion in
annualized new business premium (on a constant currency basis)
in 2005 and more than 6 million total policies in force. Our
Life Planner business—which relies on a distribution force
composed of well-educated, highly trained life insurance sales
professionals in eight countries, most notably Japan and
Korea—continued to lead the way in many important business
drivers. From 1999 to 2005, our Life Planner force, annualized
new business premiums (on a constant currency basis) and
number of policies in force all grew annually at a double-digit
rate. In addition, strong policy persistency rates in our Life
Planner business point to the caliber of our field force and the
quality sales they make.

Gibraltar Life, our traditional insurance business in Japan, has
also been a success story for us. Before-tax adjusted operating
income for Gibraltar Life increased 25 percent in 2005, and our
Life Advisor force, which supports this business, surpassed

5,400, compared with just under 5,000 at year-end 2004. In
addition, the policy persistency rate for Gibraltar Life is among
the highest in the industry.

We also enjoyed solid results from the business of Aoba Life, the
Japanese life insurance business we acquired in November 2004,
and we took initial steps to expand our Life Planner business to
Mexico. Through a consortium of investors led by the Carlyle
Group, we acquired a minority stake in China Pacific Life
Insurance Co., the third-largest life insurer in China in terms of
premiums. This investment gives us a foothold in one of the
world’s fastest-growing markets.

International Investments also reported a double-digit increase in
before-tax adjusted operating income, up 28 percent from 2004.
Continued strong results from our Korean asset management
firm, Prudential Investment & Securities Company, were the
primary driver of the improved performance.

Supporting our employees

and our communities

We measure our success as a company on our ability to deliver
value to shareholders and to meet customers’ needs. Our strong
financial results show that we are delivering for our sharecholders,
and our growth in both assets under management and policies
in force show that we are delivering smart solutions for our
clients to grow and protect their wealth. By these measures, we
had a successful year.

We also measure our success on our ability to offer a rewarding
and inclusive work environment for our employees and to give
back to the communities we serve. Here, too, we were successful.

We know that to win in the marketplace, we must first win in the
workplace. At Prudential, we recognize that each of our nearly

our earnings growth, they also took steps to improve
enhance our product offerings.
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39,000 employees brings a unique set of backgrounds, talents
and insights to work. It is the combination of these diverse
perspectives that gives us a competitive advantage in the
marketplace. That is why we are committed to fostering a
work environment where diversity is valued and sought after,
where innovation is encouraged and applauded, and where
opportunities are rich.

In 2005, we were once again recognized for our efforts in doing
so. Among the numerous honors we received, we were especially
proud to be named one of the most admired companies in our
industry and one of the 50 best companies for minorities by
Fortune magazine. We also earned a spot on Fortunes first-ever
“Top Employers for Women” list, as well as Working Mother
magazine’s “Top 10 Companies for Working Mothers.”

We believe it is our business to invest in a better quality of life
in the communities where we live and work. In 2005, The
Prudential Foundation, the company’s nonprofit grant-making
unit, directed grants totaling more than $25 million to help
revitalize communities across the country. Through our Social
Investment Program, we have provided more than $1 billion in
cumulative financing to address critical social issues, such as
affordable housing, minority entreprencurial opportunities
and education.

Our employees are also making a difference in our communities.
For the past 11 years, our annual Global Volunteer Day has
represented the extraordinary ways our employees give back to
their communities throughout the year. On October 1, 2005,
more than 33,000 employees, their family members and friends
participated in 800 volunteer projects in all 50 states and 13
other countries. In all, our employees donated more than
281,000 volunteer hours in 2005.

Prudential and our employees further demonstrated our
commitment to communities around the world through philan-

thropic giving. Through corporate contributions, employee
donations and matching gifts from The Prudential Foundation,
we gave more than $6 million to charitable organizations dedi-
cated to helping people in the Gulf Coast region get back to a
normal life after hurricanes Katrina and Rita. In 2005, we also
donated nearly $3 million to help those affected by the tsunami
that devastated South Asia and gave more than half a million
dollars to help victims of the earthquake in Pakistan.

Focusing on our future

I am very proud of the company we have become over the last
four years. I am even prouder of the platform we have built for
future growth—a platform that I believe will enable us to grow
at a faster rate than our competitors.

Today, we have a superior mix of businesses. We are unusually well
diversified—between domestic and international markets,
between insurance and investment businesses, between individual
and institutional customers, between captive and third-party dis-
tribution channels. As a result, we have a diversified earnings
stream that, I believe, few of our competitors can approach.

We have a significant amount of capital deployed in our higher-
return businesses—our retirement and annuities businesses and
our international business. Our discipline around capital
management continues to give us the financial flexibility to take
advantage of market opportunities and further grow our ROE.

We made several important acquisitions that strengthened our
businesses, both domestically and internationally. We proved
that we are adroit not only in identifying companies that
complement our existing businesses and have the potential to
meet our return hurdles, but also in successfully integrating
those businesses into ours.

We made strong progress in moving from a company that sold
products almost exclusively through a captive sales force to one

We have a diversified earnings stream that, I believe, few of
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that focuses on multiple distribution channels. In addition,
our captive agents have made great strides in improving their
efficiency and productivity. By continuing to strengthen our
agency force and penetrate third-party distribution channels, we
will create more opportunities for growth.

Most importantly, we adhered to our business model and
demonstrated our ability to consistently execute the strategic
vision we set four years ago.

For these reasons, we are optimistic about our future. We are
committed to further improving our ROE in the coming years.
We are also committed to delivering double-digit growth in
earnings and earnings per share, as measured by adjusted
operating income. The momentum we have built since going
public and the strong growth platforms we have established give
us every confidence that we will achieve these targets.

We are proud of the company we are today and we are excited
about what lies ahead. I thank you, our shareholders, for your
continued confidence and support, and I look forward to
sharing our future progress with you.

e

ﬁ
ARTHUR E RYAN

Chairman and Chief Executive Officer

our competitors can approach.
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FINANCIAL HIGHLIGHTS

Financial Services Businesses
In millions, except per share amounts

For the years ended December 31, 2005 2004 2003
RESULTS BASED ON ADJUSTED OPERATING INCOME (A)
Revenues $ 23028 $ 19878 $ 17,977
Benefits and expenses 19,476 17,362 16,007
Adjusted operating income before income taxes $ 3552 § 2516 § 1970
Operating return on average equity (B) 12.43% 10.19% 7.54%
GAAP RESULTS
Revenues $ 23682 $ 19892 $ 19,680
Benefits and expenses 19,693 17,439 18,067
Income from continuing operations before income taxes,
extraordinary gain on acquisition and cumulative effect
of accounting change $ 3,989 $ 2,453 $ 1,613
Return on average equity (B) 15.43% 9.35% 5.48%
EARNINGS PER SHARE OF COMMON STOCK - diluted
Adjusted operating income after income taxes $ 483 $ 361 $ 2.53
Reconciling items:
Realized investment gains (losses), net, and related charges and adjustments 1.08 0.05 (0.36)
Other reconciling items (0.24) (0.16) (0.30)
Tax benefit on above 0.79 0.11 0.21
Income from continuing operations (after-tax) before extraordinary gain
on acquisition and cumulative effect of accounting change 646 $ 361 § 2.08
Consolidated Information
In millions, unless otherwise noted
As of or for the years ended December 31, 2005 2004 2003
GAAP RESULTS
Total revenues $ 31,708 $ 28,123 $ 27,662
Income (loss) after income taxes:
Continuing operations before extraordinary gain on
acquisition and cumulative effect of accounting change $ 3602 $ 2413 $ 1,321
Impact of discontinued operations, extraordinary gain on
acquisition and cumulative effect of accounting change $ 62) $ (157) $ (57)
Net income:
Financial Services Businesses $ 3,219 $ 1674 $ 1,025
Closed Block Business 321 582 239
Consolidated net income $ 3,540 $ 2256 $ 1,264
FINANCIAL POSITION
Invested assets $ 221,401 $ 217,756 $ 182,194
Total assets $ 417776 $ 400,828 $ 321,274
Attributed equity:
Financial Services Businesses $ 21654 $ 21,209 $ 20,340
Closed Block Business 1,109 1,135 952
Total equity $ 22763 $ 22344 $§ 21,292
Assets under management (in billions) $ 532 $ 500 $ 414
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Financial Services Businesses Financial Services Businesses (A) Adjusted operating income is a
Adjusted Operating Income* and Adjusted Operating Revenues”! non-GAAP measure that excludes

Income from Continuing Operations and GAAP Revenues biesliceel lnvesiimen) geilis (Jossed)
(pre-tax, in million| (i billions| net (other than those representing

profit or loss of certain of our busi-
nesses which primarily originate
Y _ investments for sale or syndication
[ ] E‘Cfome_ﬁom continuing OPefgf'O"S B Revenues (GAAP) to unrelated investors, and those

efore income taxes, extraordinary associated  with terminating

gain on acquisition and cumulative hed f forei
effect of accounting change (GAAP) efges ©r erEign Clinshiey
earnings and current period yield

adjustments), and related charges

B Adjusted operating income B Adjusted operating revenues

$4,000- $25- and adjustments; net investment
gains and losses on trading
account assets supporting
$20- insurance liabilities; change in
BT experience-rated contractholder
liabilities due to asset value
$15- changes; results of divested
s businesses and discontinued
‘ operations; cumulative effect of
$10- accounting change; extraordinary
gain on acquisition; and the related
$1.000- tax effects thereof. Revenues and
‘ $5. benefits and expenses shown as
components of adjusted operating
income, are presented on the same
| i basis as pretax adjusted operating
2003 2004 2005 2003 2004 2005 income ond exc|ude fhese items

as well.
See Management's Discussion and
Analysis of Financial Condition and
Assets Under Management Financial Services Businesses Results of Operations for further
(in billions) Operating Return on Average Equity® discussion of adjusted operating
and Return on Average Equity® results and the Consolidated
0 Financial Statements for a reconcil-
B Operating return on average equity iation of results based on adjusted
: operating income to GAAP results.

B Return on average equity

$400- (B) Operating return on average
s equity is calculated by dividing
adjusted operating income after
14%. income taxes by average attributed
$300- equity for the Financial Services
12%- Businesses excluding unrealized
gains and losses on investments.
10%- An dlternative measure to oper-
$200- ating refurn on average equity is
8%- refurn on average equity. Return on
average equity is calculated by
e dividing income from continuing
$100- " operations after income taxes by
° average total attributed equity for
Do the Financial Services Businesses.
Both income amounts above give
J § effect to the direct equity adjustment
2003 2004 2005 2003 2004 2005 for earnings per share calculation.
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EXECUTIVE OFFICERS

Arthur E Ryan
Chairman of the Board,
Chief Executive Officer
and President

Vivian Banta
Vice Chairman,
Insurance Division

Mark B. Grier
Vice Chairman,
Financial Management

Rodger A. Lawson
Vice Chairman,

International Insurance and

Investments Division

John R. Strangfeld Jr.
Vice Chairman,
Investment Division

Robert C. Golden
Executive Vice President,
Operations and Systems

Richard J. Carbone
Senior Vice President and

Chief Financial Officer

Susan L. Blount
Senior Vice President
and General Counsel

Sharon C. Taylor
Senior Vice President,
Human Resources

BOARD OF DIRECTORS

Frederic K. Becker
President, Wilentz,
Goldman & Spitzer, PA.

Gordon M. Bethune
Former Chairman and
Chief Executive Officer,

Continental Airlines, Inc.

Gaston Caperton
President,

The College Board

Gilbert E Casellas

Of Counsel, Mintz Levin
Cohn Ferris Glovsky
and Popeo, PC.

James G. Cullen

Retired President and
Chief Operating Officer,
Bell Adlantic Corporation

William H. Gray III
Senior Advisor of
Public Policy and
Business Diversity,
Buchanan Ingersoll PC

Jon E Hanson
Chairman,
The Hampshire

Companies

Constance ]J. Horner
Former Assistant

to the President

of the United States

Karl J. Krapek

Retired President and
Chief Operating Officer,
United Technologies
Corporation

Arthur E Ryan
Chairman of the Board,
Chief Executive Officer
and President,

Prudential Financial, Inc.

James A. Unruh
Founding Principal,
Alerion Capital Group,
L.L.C.

(1) We measure our Return on Equity (ROE) based on after-tax adjusted operating income and attributed equity of our Financial Services
Businesses, which is referred to as “Operating return on average equity” on page 6. Adjusted operating income, which is not measured in
accordance with accounting principles generally accepted in the United States of America (GAAP), excludes net realized investment gains
and losses, other than those representing profit or loss of certain of our businesses which primarily originate investments for sale or syndi-
cation to unrelated investors, and those associated with terminating hedges of foreign currency earnings and current period yield adjust-
ments. A significant element of realized losses is impairments and losses from sales of credit-impaired securities, the timing of which depends
largely on market credit cycles and can vary considerably across periods. The timing of other sales that would result in gains or losses is largely
subject to our discretion and influenced by market opportunities. Similarly, adjusted operating income excludes investment gains and losses
on trading account assets supporting insurance liabilities and changes in experience-rated contractholder liabilities due to asset value changes,
because these recorded changes in asset and liability values will ultimately accrue to contractholders. Trends in the underlying profitability
of our businesses can be more clearly identified without the fluctuating effects of these transactions. Adjusted operating income also excludes
the results of divested businesses, which are not relevant to our ongoing operations, and certain other items, described elsewhere herein.
Because we do not predict future realized investment gains / losses or recorded changes in asset and liability values that will ultimately accrue
to contractholders, we cannot provide a measure of our goals based on income from continuing operations of the Financial Services
Businesses, which is the GAAP measure most comparable to adjusted operating income.

Some of the statements included in this Annual Report may contain forward-looking statements within the meaning of the U.S. Private
Securities Litigation Reform Act of 1995. Please see page 168 for a description of certain risks and uncertainties that could cause actual
results to differ, possibly materially, from expectations or estimates reflected in such forward-looking statements.

All facts and figures as of December 31, 2005, unless otherwise noted.

“Prudential Financial”®, “The Rock”®, Prudential @ Financial® and “Growing and Protecting Your Wealth”® are registered service marks of
The Prudential Insurance Company of America.

Securities products offered by Prudential Investment Management Services, LLC, American Skandia Marketing, Incorporated, and Pruco
Securities, LLC. (all members SIPC).

Insurance issued by The Prudential Insurance Company of America and American Skandia Life Assurance Corporation.

All are Prudential Financial companies, and each is responsible for its own financial condition and contractual obligations.
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Throughout this Annual Report, “Prudential Financial” refers to Prudential Financial, Inc., the ultimate holding company for all
of our companies. “Prudential Insurance” refers to The Prudential Insurance Company of America, before and after its
demutualization on December 18, 2001. “Prudential,” the “Company,” “we” and “our” refer to our consolidated operations before and
after demutualization.

Financial Services Businesses and Closed Block Business

Effective with the date of demutualization, we established the Financial Services Businesses and the Closed Block Business. The
Financial Services Businesses refer to the businesses in our three operating divisions and our Corporate and Other operations. The
Insurance division consists of our Individual Life and Annuities and Group Insurance segments. The Investment division consists of our
Asset Management, Financial Advisory and Retirement segments. The International Insurance and Investments division consists of our
International Insurance and International Investments segments. The Common Stock reflects the performance of the Financial Services
Businesses, but there can be no assurance that the market value of the Common Stock will reflect solely the financial performance of these
businesses. The Class B Stock, which was issued in a private placement on the date of the demutualization, reflects the financial
performance of the Closed Block Business, as defined in Note 20 to the Consolidated Financial Statements.

We allocate all of our assets, liabilities and earnings between the Financial Services Businesses and Closed Block Business as if they
were separate legal entities, but there is no legal separation between these two businesses. Holders of both the Common Stock and the Class
B Stock are common stockholders of Prudential Financial and, as such, are subject to all the risks associated with an investment in
Prudential Financial and all of its businesses. The Common Stock and the Class B Stock will be entitled to dividends, if and when declared
by Prudential Financial’s Board of Directors from funds legally available to pay them, as if the businesses were separate legal entities. See
Note 13 to the Consolidated Financial Statements for a discussion of liquidation rights of the Common Stock and the Class B Stock,
dividend restrictions on the Common Stock if we do not pay dividends on the Class B Stock when there are funds legally available to pay
them and conversion rights of the Class B Stock.
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SELECTED FINANCIAL DATA

We derived the selected consolidated income statement data for the years ended December 31, 2005, 2004 and 2003 and the selected
consolidated balance sheet data as of December 31, 2005 and 2004 from our Consolidated Financial Statements included elsewhere herein.
We derived the selected consolidated income statement data for the years ended December 31, 2002 and 2001 and the selected consolidated
balance sheet data as of December 31, 2003, 2002 and 2001 from consolidated financial statements not included herein.

The 2005 income tax provision includes a benefit of $720 million from reduction of tax liabilities in connection with the Internal
Revenue Service examination of our tax returns for the years 1997 through 2001.

On April 1, 2004, we acquired the retirement business of CIGNA Corporation. Results for 2004 include results of that business from
the date of acquisition.

On July 1, 2003, we completed an agreement with Wachovia Corporation, or Wachovia, to combine each company’s respective retail
securities brokerage and clearing operations forming a joint venture, Wachovia Securities. We have a 38% ownership interest in the joint
venture, while Wachovia owns the remaining 62%. The transaction included our securities brokerage operations but did not include our
equity sales, trading and research operations. As part of the transaction we retained certain assets and liabilities related to the contributed
businesses, including liabilities for certain litigation and regulatory matters. We account for our 38% ownership of the joint venture under
the equity method of accounting; periods prior to July 1, 2003, continue to reflect the results of our previously wholly owned securities
brokerage operations on a fully consolidated basis. Accordingly, operating results for 2005 and 2004 reflect earnings from the joint venture
on the equity basis. Results for 2003 reflect our securities brokerage operations on a consolidated basis for the first six months of 2003 and
earnings from the joint venture on the equity basis for the remaining six month period. Results for 2002 and prior years reflect our
securities brokerage operations on a fully consolidated basis.

On May 1, 2003, we acquired Skandia U.S. Inc., which included American Skandia, Inc. Results presented below include results of
American Skandia from the date of acquisition.

In April 2001, we acquired Gibraltar Life, which has adopted a November 30 fiscal year end. Consolidated balance sheet data as of
December 31, 2005, 2004, 2003, 2002 and 2001 includes Gibraltar Life assets and liabilities as of November 30 and fully consolidated
income statement data for 2001 includes Gibraltar Life results from April 2, 2001, the date of its reorganization, through November 30,
2001. Consolidated income statement data for 2005, 2004, 2003 and 2002 includes Gibraltar Life results for the twelve months ended
November 30, 2005, 2004, 2003 and 2002, respectively.

We have made several dispositions that materially affect the comparability of the data presented below. In the fourth quarter of 2003,
we completed the sale of our property and casualty insurance companies that operated nationally in 48 states outside of New Jersey, and the
District of Columbia, to Liberty Mutual Group, as well as our New Jersey property and casualty insurance companies to Palisades Group.
Results for 2003 include a pre-tax loss of $491 million related to the disposition of these businesses. In the fourth quarter of 2000, we
terminated the capital markets activities of Prudential Securities. This business had a pre-tax loss of $22 million in 2004, pre-tax income of
$287 million in 2003, including the gain from a $332 million settlement of an arbitration award, a pre-tax loss of $36 million in 2002 and a
pre-tax loss of $159 million in 2001. We incurred losses of $81 million in 2003 and $79 million in 2002 under a stop-loss agreement we
entered into at the time of sale. Gibraltar Casualty had no impact on results in 2001.

On December 18, 2001, Prudential Insurance converted from a mutual life insurance company owned by its policyholders to a stock
life insurance company and became an indirect, wholly owned subsidiary of Prudential Financial. “Demutualization costs and expenses”
amounted to $588 million in 2001. “Demutualization costs and expenses” in 2001 include $340 million of demutualization consideration
paid to former Canadian branch policyholders.
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This selected consolidated financial information should be read in conjunction with “Management’s Discussion and Analysis of

Financial Condition and Results of Operations’ and the Consolidated Financial Statements included elsewhere herein.

Year Ended December 31,

2005

2004

2003

2002

2001

(in millions, except per share and ratio information)

Income Statement Data:

Revenues:
Premilums ...t $ 13,685 $ 12,459 $ 13,112 $ 12,860 $ 11,714
Policy charges and fee income . ............ ... i 2,555 2,372 2,012 1,815 2,062
Net investment iNCOME . . . ..ottt e e e e e e e e 10,560 9,430 8,668 8,809 9,079
Realized investment gains (10SS€S), NSt . . .. ..o vttt ettt 1,375 798 380 (1,300) (603)
Asset management fees and otherincome . .......... .. .. i i i 3,533 3,064 3,490 3,858 4,163
TOtal TEVENUES . . . o ottt et e e e e e e e e e 31,708 28,123 27,662 26,042 26,415
Benefits and expenses:
Policyholders’ benefits ... ... ...t 13,840 12,836 13,287 13,197 12,280
Interest credited to policyholders’ account balances . ............................ 2,699 2,359 1,857 1,869 1,826
Dividends to policyholders ... ....... ...ttt 2,860 2,485 2,602 2,644 2,722
General and administrative @XPEeNSES . . ...« v et ne et ettt 7,838 7,075 7,442 8,244 9,120
Loss on disposition of property and casualty insurance operations .................. — — 491 — —
Demutualization cOSts and XPEeNnSes . . . .. v v vttt et — — — — 588
Total benefits and eXPenses . .............uuiiiiiinn i 27,237 24,755 25,679 25,954 26,536
Income (loss) from continuing operations before income taxes, extraordinary gain on
acquisition and cumulative effect of accounting change .............. ... ... ...... 4,471 3,368 1,983 88 (121)
Income tax expense (benefit) ........ ... 869 955 662 (185) 29)
Income (loss) from continuing operations before extraordinary gain on acquisition and
cumulative effect of accounting change(4) ... ...t 3,602 2,413 1,321 273 (92)
Loss from discontinued operations, net of taXxes ... ......... ..ot (62) 99) 57) (79) (62)
Extraordinary gain on acquisition, net of taxes . ... .....o. it — 21 — — —
Cumulative effect of accounting change, netof taxes ............ ... ... ... ..., — (79) — — —
Net inCome (I0SS) . ..o v vttt et e e e e e e e $ 3540 $ 2256 $ 1264 $ 194  $ (154
Basic income from continuing operations before extraordinary gain on acquisition and
cumulative effect of accounting change per share—Common Stock(1) ................ $ 657 $ 368 $ 210 $ 139 $ 0.07
Diluted income from continuing operations before extraordinary gain on acquisition and
cumulative effect of accounting change per share—Common Stock(1) ................ $ 646 $ 361 $ 208 $ 139 $ 0.07
Basic net income per share—Common Stock(1) ...t $ 645 $ 338 $ 199 $ 125 $ 0.07
Diluted net income per share—Common Stock(1) . ........... ... ... $ 634 $ 331 $ 198 $ 125 $ 0.07
Basic and diluted net income (loss) per share—Class B Stock(1) ....................... $ 11950 $ 249.00 $ 89.50 $(264.00) $ 1.50
Dividends declared per share—Common Stock .. ... $ 078 $ 0625 $ 050 $ 040
Dividends declared per share—Class B StOCK ... ..ottt $ 9.625 $ 9.625 $ 9.625 $ 9.625
Ratio of earnings to fixed charges(2) . ... 2.13 2.09 1.79 1.05
As of December 31,
2005 2004 2003 2002 2001
(in millions)
Balance Sheet Data:
Total investments excluding policy loans .. ........... ... i $213,031  $209,383  $174,042 $174,895 $158,618
Separate aCCOUNT ASSELS . . . ..ottt ettt e ettt e e et e e e e e e et 157,561 115,568 106,680 70,555 77,158
TOtAl ASSELS . o o v ottt et e e e e e e 417,776 400,328 321,274 292,616 292,901
Future policy benefits and policyholders’ account balances ........................... 177,531 179,337 146,223 140,168 133,732
Separate account liabilities ... ... ... ... 157,561 115,568 106,680 70,555 77,158
Short-term debt . ... ... 11,114 4,044 4,739 3,469 5,405
Long-term debt . ... ... 8,270 7,627 5,610 4,757 5,304
Total Habilities . . ... ..ot e e e 395,013 378,484 299,982 270,596 271,758
Guaranteed beneficial interest in Trust holding solely debentures of Parent(3) ............. — — — 690 690
Stockholders” @qUILY . .. ... ...ttt 22,763 22,344 21,292 21,330 20,453

(1) Earnings per share data for 2001 reflects earnings for the period from December 18, 2001, the date of demutualization, through December 31, 2001

only.

(2) For purposes of this computation, earnings are defined as income from continuing operations before income taxes, extraordinary gain on acquisition and
cumulative effect of accounting change excluding undistributed income from equity method investments, fixed charges and interest capitalized. Fixed
charges are the sum of gross interest expense, interest credited to policyholders” account balances and an estimated interest component of rent expense.
Due to the Company’s loss in 2001, the ratio coverage was less than 1:1 and is therefore not presented. Additional earnings of $156 million would have

been required in 2001 to achieve a ratio of 1:1.

(3) Effective December 31, 2003, the Company adopted the revised guidance under FIN No. 46. As a result, the Trust was deconsolidated and the

Prudential Financial debentures are reported as “Long-term debt.”
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(4) The SEC and other regulators are examining the Company’s reinsurance arrangements and the SEC’s examination is focused on certain reinsurance
contracts entered into with a single counterparty in the years 1997 through 2002 relating to the Company’s property and casualty insurance operations
that were sold in 2003. The Company accounts for these property and casualty contracts as reinsurance. However, if as a result of these examinations
deposit accounting rather than reinsurance accounting were required to be applied to these property and casualty contracts, there would be no impact on
the consolidated financial statements of the company for any interim or annual period subsequent to December 31, 2002 and consolidated income (loss)
from continuing operations before extraordinary gain on acquisition and cumulative effect of accounting change would be decreased by approximately
$25 million in 2002 and $49 million in 2001. See “Legal Proceedings” included in Prudential Financial’s 2005 Annual Report on Form 10-K.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

You should read the following analysis of our consolidated financial condition and results of operations in conjunction with the
“Forward-Looking Statements,” “Selected Financial Data” and the “Consolidated Financial Statements” included in this Annual Report,
as well as the “Risk Factors” included in Prudential Financial’s 2005 Annual Report on Form 10-K.

Overview

Prudential Financial has two classes of common stock outstanding. The Common Stock, which is publicly traded (NYSE:PRU),
reflects the performance of the Financial Services Businesses, while the Class B Stock, which was issued through a private placement and
does not trade on any exchange, reflects the performance of the Closed Block Business. The Financial Services Businesses and the Closed
Block Business are discussed below.

Financial Services Businesses

Our Financial Services Businesses consist of three operating divisions, which together encompass seven segments, and our Corporate
and Other operations. The Insurance division consists of our Individual Life and Annuities and Group Insurance segments. The Investment
division consists of our Asset Management, Financial Advisory, and Retirement segments. The International Insurance and Investments
division consists of our International Insurance and International Investments segments. Our Corporate and Other operations include our
real estate and relocation services business, as well as corporate items and initiatives that are not allocated to business segments. Corporate
and Other operations also include businesses that have been or will be divested and businesses that we have placed in wind-down status.

We attribute financing costs to each segment based on the amount of financing used by each segment, excluding financing costs
associated with corporate debt. The net investment income of each segment includes earnings on the amount of equity that management
believes is necessary to support the risks of that segment.

We seek growth internally and through acquisitions, joint ventures or other forms of business combinations or investments. Our
principal acquisition focus is in our current business lines, both domestic and international.

Closed Block Business

In connection with the demutualization, we ceased offering domestic participating products. The liabilities for our traditional domestic
in force participating products were segregated, together with assets, in a regulatory mechanism referred to as the “Closed Block.” The
Closed Block is designed generally to provide for the reasonable expectations for future policy dividends after demutualization of holders
of participating individual life insurance policies and annuities included in the Closed Block by allocating assets that will be used
exclusively for payment of benefits, including policyholder dividends, expenses and taxes with respect to these products. See Note 9 to the
Consolidated Financial Statements for more information on the Closed Block. At the time of demutualization, we determined the amount of
Closed Block assets so that the Closed Block assets initially had a lower book value than the Closed Block liabilities. We expect that the
Closed Block assets will generate sufficient cash flow, together with anticipated revenues from the Closed Block policies, over the life of
the Closed Block to fund payments of all expenses, taxes, and policyholder benefits to be paid to, and the reasonable dividend expectations
of, holders of the Closed Block policies. We also segregated for accounting purposes the assets that we need to hold outside the Closed
Block to meet capital requirements related to the Closed Block policies. No policies sold after demutualization will be added to the Closed
Block, and its in force business is expected to ultimately decline as we pay policyholder benefits in full. We also expect the proportion of
our business represented by the Closed Block to decline as we grow other businesses.

Concurrently with our demutualization, Prudential Holdings, LLC, a wholly owned subsidiary of Prudential Financial that owns the
capital stock of Prudential Insurance, issued $1.75 billion in senior secured notes, which we refer to as the IHC debt. The net proceeds from
the issuances of the Class B Stock and THC debt, except for $72 million used to purchase a guaranteed investment contract to fund a
portion of the bond insurance cost associated with that debt, were allocated to the Financial Services Businesses. However, we expect that
the IHC debt will be serviced by the net cash flows of the Closed Block Business over time, and we include interest expenses associated
with the IHC debt when we report results of the Closed Block Business.

The Closed Block Business consists principally of the Closed Block, assets that we must hold outside the Closed Block to meet capital
requirements related to the Closed Block policies, invested assets held outside the Closed Block that represent the difference between the
Closed Block assets and Closed Block liabilities and the interest maintenance reserve, deferred policy acquisition costs related to Closed
Block policies, the principal amount of the IHC debt and related hedging activities, and certain other related assets and liabilities.
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Revenues and Expenses

We earn our revenues principally from insurance premiums; mortality, expense, and asset management fees from insurance and
investment products; and investment of general account and other funds. We earn premiums primarily from the sale of individual life
insurance and group life and disability insurance. We earn mortality, expense, and asset management fees from the sale and servicing of
separate account products including variable life insurance and variable annuities. We also earn asset management and administrative fees
from the distribution, servicing and management of mutual funds, retirement products and other asset management products and services.
Our operating expenses principally consist of insurance benefits provided, general business expenses, dividends to policyholders,
commissions and other costs of selling and servicing the various products we sell and interest credited on general account liabilities.

Profitability

Our profitability depends principally on our ability to price and manage risk on insurance products, our ability to attract and retain
customer assets and our ability to manage expenses. Specific drivers of our profitability include:

* our ability to manufacture and distribute products and services and to introduce new products that gain market acceptance on a
timely basis;

e our ability to price our insurance products at a level that enables us to earn a margin over the cost of providing benefits and the
expense of acquiring customers and administering those products;

 our mortality and morbidity experience on individual and group life insurance, annuity and group disability insurance products;
* our persistency experience, which affects our ability to recover the cost of acquiring new business over the lives of the contracts;
* our cost of administering insurance contracts and providing asset management products and services;

 our returns on invested assets, net of the amounts we credit to policyholders’ accounts;

¢ the performance of our investment in Wachovia Securities Financial Holdings, LLC, or Wachovia Securities;

* the amount of our assets under management and changes in their fair value, which affect the amount of asset management fees we
receive;

* our ability to generate favorable investment results through asset/liability management and strategic and tactical asset allocation;
and

* our ability to maintain our credit and financial strength ratings.

In addition, factors such as regulation, competition, interest rates, taxes, foreign exchange rates, securities market conditions and
general economic conditions affect our profitability. In some of our product lines, particularly those in the Closed Block Business, we share
experience on mortality, morbidity, persistency and investment results with our customers, which can offset the impact of these factors on
our profitability from those products.

Historically, the participating products included in the Closed Block have yielded lower returns on capital invested than many of our
other businesses. As we have ceased offering domestic participating products, we expect that the proportion of the traditional participating
products in our in force business will gradually diminish as these older policies age, and we grow other businesses. However, the relatively
lower returns to us on this existing block of business will continue to affect our consolidated results of operations for many years. Our
Common Stock reflects the performance of our Financial Services Businesses, but there can be no assurance that the market value of the
Common Stock will reflect solely the performance of these businesses.

See “Risk Factors” included in Prudential Financial’s 2005 Annual Report on Form 10-K for a discussion of risks that could
materially affect our business, results of operations or financial condition, cause the trading price of our Common Stock to decline
materially or cause our actual results to differ materially from those expected or those expressed in any forward looking statements made
by or on behalf of the Company.

Executive Summary

Prudential Financial, one of the largest financial services firms in the U.S., offers clients a wide array of financial products and
services, including life insurance, annuities, pension and retirement-related services and administration, asset management including
mutual funds, banking and trust services, real estate brokerage and relocation services, and, through a joint venture, securities brokerage.
We offer these products and services through one of the largest distribution networks in the financial services industry.

Significant developments and events in 2005 reflect our continued efforts to redeploy capital effectively to seek enhanced returns.
These developments included:

» The continuation of our share repurchase program. In 2005, we repurchased 32.4 million shares of Common Stock at a total cost of
$2.1 billion and are authorized, under a new stock repurchase program authorized by Prudential Financial’s Board of Directors in
November 2003, to repurchase up to an additional $2.5 billion of outstanding Common Stock during 2006.

* A 25% increase in our annual Common Stock dividend, to $0.78 per share.

The income tax provision for 2005 includes a benefit of $720 million from reduction of tax liabilities in connection with the Internal
Revenue Service examination of our tax returns for the years 1997 through 2001.
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We analyze performance of the segments and Corporate and Other operations of the Financial Services Businesses using a measure
called adjusted operating income. See “—Consolidated Results of Operations” for a definition of adjusted operating income and a
discussion of its use as a measure of segment operating performance.

Shown below are the contributions of each segment and Corporate and Other operations to our adjusted operating income for the years
ended December 31, 2005, 2004 and 2003 and a reconciliation of adjusted operating income of our segments and Corporate and Other
operations to income from continuing operations before income taxes, extraordinary gain on acquisition and cumulative effect of
accounting change.

Year ended
December 31,

2005 2004 2003
(in millions)

Adjusted operating income before income taxes for segments of the Financial Services Businesses:

Individual Life and ANNUILIES . . . ..ottt ettt et e e e e e e e e e e e e e $1,003 $ 817 $ 619
Group INSUFANCE . . . ..ottt et e e e e 224 174 169
ASSEt MANAZEIMEIIE . . . o .ottt ettt e et e e e e e e e e e e e e e e e 464 266 208
Financial AdVISOTY . . ...ttt e e e (255) (245) (111)
REUICMENt . . . . oo e 498 334 192
International INSUTANCE . . . . .. ... o i e e 1,310 917 819
International INVESIMENTS . . . . ... . ittt e e e e e 110 86 (10)
Corporate and Other . ... ... .. 198 167 84

Items excluded from adjusted operating income:
Realized investment gains (losses), net, and related adjustments .. ......... ... .. i 672 82 (156)
Charges related to realized investment gains (I0SS€S), NEL . . ... ...ttt et (108) (58) (43)
Investment gains (losses) on trading account assets supporting insurance liabilities,net ............... ... ... ..... (33) (55) —
Change in experience-rated contractholder liabilities due to asset value changes .............. ... ... .. iiviun .. (44) 1 —
DiAVEStEd DUSINESSES . . o\ ottt ettt e et e e e e e e e (50) (33) (158)

Income from continuing operations before income taxes, extraordinary gain on acquisition and cumulative effect of accounting

change for Financial Services BUSINESSES . . . ... ..ottt ettt e e e et e e e 3,989 2,453 1,613
Income from continuing operations before income taxes for Closed Block Business ........................... ... ..... 482 915 370

Consolidated income from continuing operations before income taxes, extraordinary gain on acquisition and cumulative effect
of accounting ChaN@e . . .. ... ot $4,471  $3,368 $1,983

Results for 2005 presented above reflect the following:

 Improved results from our International Insurance segment, including pre-tax adjusted operating income of $502 million from our
Gibraltar Life operations and pre-tax adjusted operating income of $808 million from our international insurance operations other
than Gibraltar Life.

* Improved results from our Individual Life and Annuities segment. Individual life results benefited primarily from lower expenses
and increased investment income, net of interest credited to policyholders’ account balances and interest expense. Individual
annuity 2005 results benefited from a net $87 million reduction in benefits and expenses from changes in estimated total gross
profits used as a basis for amortizing deferred policy acquisition costs, decreased cost of actual and expected death claims and
modeling refinements implemented, as well as increased fee income.

» Improved results from our Retirement segment, for which results include the contribution of the business we acquired from CIGNA
commencing at the date of acquisition, April 1, 2004. Results of the segment’s original retirement business benefited from mortgage
prepayment income and reserve releases from refinements and updates of client census data totaling $76 million in 2005.

* Improved results in our Asset Management segment, reflecting higher asset based fees as a result of increased asset values and
higher performance based incentive and transaction fees. Results for 2005 benefited from income of $58 million during the first half
of the year from two sale transactions in the segment’s proprietary investing business.

* Improved results from our Group Insurance segment, reflecting an increase in net investment income and growth in the group life
insurance business, as well a lower costs related to legal and regulatory matters.

o International Investments segment pre-tax adjusted operating income of $110 million in 2005, reflecting improved results of
Prudential Investment & Securities Co., Ltd., which we acquired in the first quarter of 2004.

* Financial Advisory segment loss, on a pre-tax adjusted operating income basis, of $255 million in 2005 in comparison to a loss of
$245 million in 2004. Results in 2005 include expenses of $452 million related to obligations and costs we retained in connection
with the businesses contributed to the retail brokerage joint venture with Wachovia, primarily for litigation and regulatory matters,
compared to $227 million in 2004. The segment’s results for 2005 also include $20 million of costs associated with the business
transition, which was completed in the second quarter of 2005, while 2004 results included $194 million of these costs.

* Realized investment gains (losses), net, and related adjustments for the Financial Services Businesses of $672 million in 2005,
primarily reflecting fluctuations in value of hedging instruments covering our foreign currency risk and investments, as well as
realized investment gains from the sale of equity securities.

* Income from continuing operations before income taxes of the Closed Block Business of $482 million in 2005, including realized
investment gains of $636 million.
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Accounting Policies & Pronouncements

Application of Critical Accounting Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America,
or GAAP, requires the application of accounting policies that often involve a significant degree of judgment. Management, on an ongoing
basis, reviews estimates and assumptions used in the preparation of financial statements. If management determines that modifications in
assumptions and estimates are appropriate given current facts and circumstances, results of operations and financial position as reported in
the Consolidated Financial Statements could change significantly.

The following sections discuss the accounting policies applied in preparing our financial statements that management believes are
most dependent on the application of estimates and assumptions.

Valuation of Investments

As prescribed by GAAP, we present our investments classified as available for sale, including fixed maturity and equity securities, and
our investments classified as trading, such as our trading account assets supporting insurance liabilities, at fair value in the statements of
financial position. The fair values for our public fixed maturity securities and our public equity securities are based on quoted market prices
or estimates from independent pricing services. However, for our investments in private securities such as private placement fixed maturity
securities, which comprise 14% of our investments as of December 31, 2005, this information is not available. For these private fixed
maturities, fair value is determined typically by using a discounted cash flow model, which relies 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 things, the credit quality of the issuer and the reduced liquidity associated with private placements. See “—Realized Investment Gains
and General Account Investments—General Account Investments—Fixed Maturity Securities—Private Fixed Maturities—Credit Quality”
for information regarding the credit quality of the private fixed maturity securities included in our general account.

For our investments classified as available for sale, the impact of changes in fair value is recorded as an unrealized gain or loss in
“Accumulated other comprehensive income (loss), net,” a separate component of equity. For our investments classified as trading, the
impact of changes in fair value is recorded within “Asset management fees and other income.” In addition, investments classified as
available for sale, as well as those classified as held to maturity, are subject to impairment reviews to identify when a decline in value is
other than temporary. Factors we consider in determining whether a decline in value is other than temporary include: the extent (generally
if greater than 20%) and duration (generally if greater than six months) of the decline; the reasons for the decline in value (credit event or
interest rate related); our ability and intent to hold the investment for a period of time that will allow for a recovery of value; and the
financial condition and near-term prospects of the issuer. When it is determined that a decline in value is other than temporary, the carrying
value of the security is reduced to its fair value, with a corresponding charge to earnings. This corresponding charge is referred to as an
impairment and is reflected in “Realized investment gains (losses), net” in the statements of operations. The level of impairment losses can
be expected to increase when economic conditions worsen and decrease when economic conditions improve. See “—Realized Investment
Gains and General Account Investments—Realized Investment Gains” for a discussion of the effects of impairments on our operating
results for the years ended December 31, 2005, 2004 and 2003.

Commercial loans, which comprise 11% of our investments as of December 31, 2005, are carried primarily at unpaid principal

balances, net of unamortized premiums or discounts and an allowance for losses. This allowance includes a loan specific portion as well as
a portfolio reserve for probable incurred but not specifically identified losses. The loan specific portion is based on management’s
judgment as to ultimate collectibility of loan principal. The portfolio reserve is based on a number of factors, such as historical experience
and portfolio diversification. Adjustments to the allowance are reflected in “Realized investment gains (losses), net,” in our statements of
operations. Similar to impairment losses discussed above, the allowance for losses can be expected to increase when economic conditions
worsen and decrease when economic conditions improve. See “—Realized Investment Gains and General Account Investments—General
Account Investments—Commercial Loans—Commercial Loan Quality” for a discussion of the effects of the valuation allowance on our
operating results for the years ended December 31, 2005 and 2004.
See “—Realized Investment Gains and General Account Investments—General Account Investments” for a discussion of our
investment portfolio, including the gross unrealized gains and losses as of December 31, 2005, related to the fixed maturity and equity
securities of our general account, our policies and procedures regarding the identification of other than temporary declines in investment
value, and the carrying value, credit quality, and allowance for losses related to the commercial loans of our general account.

Policyholder Liabilities

Future Policy Benefit Reserves, other than Unpaid Claims and Claim Adjustment Expenses

We establish reserves for future policy benefits to or on behalf of policyholders in the same period in which the policy is issued. These
reserves relate primarily to the traditional participating whole life policies of our Closed Block Business and the non-participating whole
life, term life, and life contingent structured settlement and group annuity products of our Financial Services Businesses.

The future policy benefit reserves for the traditional participating life insurance products of our Closed Block Business, which as of
December 31, 2005, represented 50% of our total future policy benefit reserves, are determined using the net level premium method as
prescribed by GAAP. In applying this method, we use mortality assumptions to determine our expected future benefits and expected future
premiums, and apply an interest rate to determine the present value of both the expected future benefit payments and the expected future
premiums. The mortality assumptions used are based on data from the standard industry mortality tables that were used to determine the
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cash surrender value of the policies, and the interest rates used are the contractually guaranteed interest rates used to calculate the cash
surrender value of the policy. Gains or losses in our results of operations resulting from deviations in actual experience compared to the
experience assumed in establishing our reserves for this business are recognized in the determination of our annual dividends to these
policyholders. Given our current level of policy dividends, we do not anticipate significant volatility in our results of operations in future
periods as a result of these deviations.

The future policy benefit reserves for our International Insurance segment and our domestic individual life business, which as of
December 31, 2005, represented 33% of our total future policy benefit reserves combined, relate primarily to non-participating whole life
and term life products and are determined in accordance with GAAP as the present value of expected future benefits to or on behalf of
policyholders plus the present value of future expenses less the present value of future net premiums. The expected future benefits and
expenses are based on mortality, lapse, maintenance expense, and interest rate assumptions. Reserves for new business are based on best
estimate assumptions as of the date the policy is issued with provisions for the risk of adverse deviation. After our reserves are initially
established, we perform premium deficiency tests using best estimate assumptions as of the testing date without provisions for adverse
deviation. If reserves determined based on these best estimate assumptions are greater than the net GAAP liabilities (i.e., reserves net of
any DAC asset), the existing net GAAP liabilities are adjusted to the greater amount. Our best estimate mortality assumptions are generally
based on the Company’s historical experience or standard industry tables, as applicable; our expense assumptions are based on current
levels of maintenance costs, adjusted for the effects of inflation; and our interest rate assumptions are based on current and expected net
investment returns. We review our mortality assumptions annually and conduct full actuarial studies every three years. Generally, we do
not expect our mortality trends to change significantly in the short-term and to the extent these trends may change we expect such changes
to be gradual over the long-term.

The reserves for future policy benefits of our Retirement segment, which as of December 31, 2005 represented 13% of our total future
policy benefit reserves, relate primarily to our life contingent structured settlement and group annuity products. These reserves are
generally determined as the present value of expected future benefits and expenses based on mortality, retirement, maintenance expense,
and interest rate assumptions. Reserves for new business are based on best estimate assumptions as of the date the contract is issued with
provisions for the risk of adverse deviation. After our reserves are initially established, we perform premium deficiency testing by product
group using best estimate assumptions as of the testing date without provisions for adverse deviation. If reserves determined based on these
assumptions are greater than the existing reserves, the existing reserves are adjusted to the greater amount. Our best estimate assumptions
are determined by product group. Our mortality and retirement assumptions are based on Company or industry experience; our expense
assumptions are based on current levels of maintenance costs, adjusted for the effects of inflation; and our interest rate assumptions are
based on current and expected net investment returns.

Unpaid claims and claim adjustment expenses

Our liability for unpaid claims and claim adjustment expenses, which is reported as a component of “Future policy benefits,” relates
primarily to the group long-term disability products of our Group Insurance segment. This liability represents our estimate of future
expenses and disability claim payments as well as estimates of claims that we believe have been incurred, but have not yet been reported as
of the balance sheet date. We do not establish loss liabilities until a loss has occurred. As prescribed by GAAP, our liability is determined
as the present value of future claim payments and expenses. Future claims payments are estimated using assumed mortality and claim
termination factors and an assumed interest rate. The mortality and claim termination factors are based on standard industry tables and
Company experience. Our interest rate assumptions are based on factors such as market conditions and expected investment returns. Of
these assumptions, our claim termination assumptions have historically had the most significant effects on our level of liability. We
regularly review our claim termination assumptions compared to actual terminations and conduct full actuarial studies every two years.
These studies review actual claim termination experience over a number of years with more weight placed on the actual experience in the
more recent years. If actual experience results in a materially different assumption, we adjust our liability for unpaid claims and claims
adjustment expenses accordingly with a charge or credit to current period earnings.

Deferred Policy Acquisition Costs

We capitalize costs that vary with and are related primarily to the acquisition of new and renewal insurance and annuity contracts.
These costs include primarily commissions, costs of policy issuance and underwriting, and variable field office expenses. We amortize
these deferred policy acquisition costs, or DAC, over the expected lives of the contracts, based on the level and timing of either gross
margins, gross profits, or gross premiums, depending on the type of contract. As of December 31, 2005, DAC in our Financial Services
Businesses was $8.3 billion and DAC in our Closed Block Business was $1.1 billion.

DAC associated with the traditional participating products of our Closed Block Business is amortized over the expected lives of those
contracts in proportion to gross margins. Gross margins consider premiums, investment returns, benefit claims, costs for policy
administration, changes in reserves, and dividends to policyholders. We evaluate our estimates of future gross margins and adjust the
related DAC balance with a corresponding charge or credit to current period earnings for the effects of actual gross margins and changes in
our expected future gross margins. Since many of the factors that affect gross margins are included in the determination of our dividends to
these policyholders, we do not anticipate significant volatility in our results of operations as a result of DAC adjustments, given our current
level of dividends.

DAC associated with the term life policies of our domestic individual life insurance business and the non-participating whole life,
term life and health policies of our international insurance businesses is amortized in proportion to gross premiums. We evaluate the
recoverability of our DAC related to these policies as part of our premium deficiency testing. If a premium deficiency exists, we reduce
DAC by the amount of the deficiency or to zero through a charge to current period earnings. If the deficiency is more than the DAC
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balance, we then increase the reserve for future policy benefits by the excess, by means of a charge to current period earnings. Generally,
we do not expect significant short-term deterioration in experience, and therefore do not expect significant adjustments to the related DAC.

DAC associated with the variable and universal life policies of our domestic individual life insurance and international insurance
businesses and the variable and fixed annuity contracts of our individual annuities business is amortized over the expected life of these
policies in proportion to gross profits. In calculating gross profits, we consider mortality, persistency, and other elements as well as rates of
return on investments associated with these contracts. We regularly evaluate and adjust the related DAC balance with a corresponding
charge or credit to current period earnings for the effects of our actual gross profits and changes in our assumptions regarding estimated
future gross profits. For variable annuity contracts, DAC is more sensitive to the effects of changes in our estimates of gross profits due
primarily to the significant portion of gross profits that is dependent upon the total rate of return on assets held in separate account
investment options, and the shorter average life of the contracts. This rate of return influences the fees we earn, costs we incur associated
with minimum death benefit and other contractual guarantees specific to our variable annuity contracts, as well as other sources of profit.
This is also true, to a lesser degree, for our variable life policies; however, the variable life policies derive a significant portion of their
gross profits from margins in the cost of insurance charge.

Future rate of return assumptions used in evaluating DAC for our domestic annuity and variable life insurance products are derived
using a reversion to mean approach, a common industry practice. Under this approach, we consider actual returns over a period of time and
project returns for the future period so that the assets grow at the expected rate of return for the entire period. If the projected future rate of
return is greater than our maximum future rate of return, we use our maximum reasonable future rate of return. As part of our approach for
variable annuity contracts, if the estimated gross profits under the previously projected rate of returns are greater than or less than a range
of estimated gross profits determined by statistically generated rate of returns, we change our future assumption to reflect the result of the
reversion to the mean approach. For variable annuities products, our expected rate of return is 8% per annum, which reflects an expected
rate of return of 8.9% per annum for equity type assets. The future equity rate of return used varies by product, but was under 8.9% per
annum for all of our variable annuity products for our evaluation of deferred policy acquisition costs as of December 31, 2005.

To demonstrate the sensitivity of our variable annuity DAC balance, which was $1.2 billion as of December 31, 2005, relative to our
future rate of return, increasing or decreasing our future rate of return by 100 basis points would have required us to consider adjustments,
subject to the range of estimated gross profits determined by the statistically generated rate of returns described above, to that DAC balance
as follows. The information provided in the table below considers only the effect of changes in our future rate of return and not changes in
any other assumptions such as persistency, mortality, or expenses included in our evaluation of DAC.

December 31, 2005
Increase/(Reduction) in

(in millions)
Increase in future rate of return by 100 basis POINLS ... ... ...t $ 21
Decrease in future rate of return by 100 basis POINES . . . ... ... e $(21)

For a discussion of DAC adjustments related to our individual annuities business for the years ended December 31, 2005, 2004 and
2003, see “—Results of Operations for Financial Services Businesses by Segment—Insurance Division—Individual Life and Annuities.”

Goodwill

We test goodwill for impairment on an annual basis as of December 31 of each year and more frequently if events occur or
circumstances change that would more likely than not reduce the fair value of a reporting unit below its carrying amount. Impairment
testing requires us to compare the fair value of each reporting unit to its carrying amount, including goodwill, and record an impairment
charge if the carrying amount of a reporting unit exceeds its estimated fair value. The determination of a reporting unit’s fair value is based
on management’s best estimate, which generally considers the unit’s expected future earnings and market-based earning multiples of peer
companies. As of December 31, 2005, we have $835 million of goodwill reflected on our statements of financial position. During 2004, we
recorded a goodwill impairment of $53 million relating to our Dryden Wealth Management business. There were no goodwill impairment
charges during 2005 or 2003.

Pension and Other Postretirement Benefits

We sponsor pension and other postretirement benefit plans covering employees who meet specific eligibility requirements. Our net
periodic costs for these plans consider an assumed discount (interest) rate, an expected rate of return on plan assets and expected increases
in compensation levels and trends in health care costs. Of these assumptions, our expected rate of return assumptions, and to a lesser extent
our discount rate assumptions, have historically had the most significant effect on our net period costs associated with these plans.

We determine our expected return on plan assets based upon the arithmetical average of prospective returns, which is based upon a
risk free rate as of the measurement date adjusted by a risk premium that considers historical statistics and expected investment manager
performance, for equity, debt and real estate markets applied on a weighted average basis to our asset portfolio. See Note 16 to our
Consolidated Financial Statements for our actual asset allocations by asset category and the asset allocation ranges prescribed by our
investment policy guidelines for both our pension and other postretirement benefit plans. Our assumed long-term rate of return for 2005
was 8.50% for our pension plans and 8.25% for our other postretirement benefit plans. Given the amount of plan assets as of September 30,
2004, the beginning of the measurement year, if we had assumed an expected rate of return for both our pension and other postretirement
benefit plans that was 100 basis points higher or 100 basis points lower than the rates we assumed, the change in our net periodic costs
would have been as shown in the table below. The information provided in the table below considers only changes in our assumed long-
term rate of return given the level and mix of invested assets at the beginning of the measurement year, without consideration of possible
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changes in any of the other assumptions described above that could ultimately accompany any changes in our assumed long-term rate of
return.

For the year ended December 31, 2005

Increase/(decrease) in
Increase/(decrease) in Net Periodic Other
Net Periodic Pension Cost  Postretirement Cost

(in millions)
Increase in expected rate of return by 100 basis points . .......... ... ... ... . il $(93) $(10)
Decrease in expected rate of return by 100 basis points . ...t $93 $ 10

We determine our discount rate, used to value the pension and postretirement benefit obligations, based upon rates commensurate with
current yields on high quality corporate bonds. See Note 16 to our Consolidated Financial Statements for information regarding the
methodology we employ to determine our discount rate. Our assumed discount rate for 2005 was 5.75% for our pension plans and 5.50%
for our other postretirement benefit plans. Given the amount of pensions and postretirement obligation as of September 30, 2004, the
beginning of the measurement year, if we had assumed a discount rate for both our pension and other postretirement benefit plans that was
100 basis points higher or 100 basis points lower than the rates we assumed, the change in our net periodic costs would have been as shown
in the table below. The information provided in the table below considers only changes in our assumed discount rate without consideration
of possible changes in any of the other assumptions described above that could ultimately accompany any changes in our assumed discount
rate.

For the year ended December 31, 2005

Increase/(decrease) in
Increase/(decrease) in Net Periodic Other
Net Periodic Pension Cost  Postretirement Cost

(in millions)
Increase in discount rate by 100 basis points ................ ... $(19) $9)
Decrease in discount rate by 100 basis POINES . .. ..ottt ettt $72 $8

For a discussion of our expected rate of return on plan assets and discount rate for our qualified pension plan in 2006 see “—Results of
Operations for Financial Services Businesses by Segment—Corporate and Other.”

In addition to the effect of changes in our assumptions, the net periodic cost or benefit from our pension and other postretirement
benefit plans may change due to factors such as actual experience being different from our assumptions, special benefits to terminated
employees, or changes in benefits provided under the plans.

Taxes on Income

Our effective tax rate is based on income, non-taxable and non-deductible items, statutory tax rates and tax planning opportunities
available in the various jurisdictions in which we operate. Inherent in determining our annual tax rate are judgments regarding business
plans, planning opportunities and expectations about future outcomes.

Tax regulations require items to be included in the tax return at different times from the items reflected in the financial statements. As
a result, the effective tax rate reflected in the financial statements is different than the actual rate applied on the tax return. Some of these
differences are permanent such as expenses that are not deductible in our tax return, and some differences are temporary, reversing over
time, such as valuation of insurance reserves. Temporary differences create deferred tax assets and liabilities. Deferred tax assets generally
represent items that can be used as a tax deduction or credit in future years for which we have already recorded the tax benefit in our
income statement. Deferred tax liabilities generally represent tax expense recognized in our financial statements for which payment has
been deferred, or expenditures for which we have already taken a deduction in our tax return but have not yet recognized in our financial
statements. The application of GAAP requires us to evaluate the recoverability of our deferred tax assets and establish a valuation
allowance if necessary to reduce our deferred tax asset to an amount that is more likely than not to be realized. Realization of certain
deferred tax assets is dependent upon generating sufficient taxable income in the appropriate jurisdiction prior to the expiration of the
carry-forward periods. Although realization is not assured, management believes it is more likely than not the deferred tax assets, net of
valuation allowances, will be realized.

Our accounting represents management’s best estimate of future events that can be appropriately reflected in the accounting estimates.
Certain changes or future events, such as changes in tax legislation, geographic mix of earnings and completion of tax audits could have an
impact on our estimates and effective tax rate.

An increase or decrease in our effective tax rate by one percent of income from continuing operations before income taxes,
extraordinary gain on acquisition and cumulative effect of accounting change, would have resulted in a decline or increase in consolidated
income from continuing operations before extraordinary gain on acquisition and cumulative effect of accounting change in 2005 of $45
million.

The amount of income taxes paid by the Company is subject to ongoing audits in various jurisdictions. We reserve for our best
estimate of potential payments/settlements to be made to the Internal Revenue Service and other taxing jurisdictions for audits ongoing or
not yet commenced. On January 26, 2006, the Internal Revenue Service, or IRS, officially closed the audit of our consolidated federal
income tax returns for the 1997 to 2001 periods. As a result of certain favorable resolutions, our consolidated statement of operations for
the year ended December 31, 2005 includes an income tax benefit of $720 million, reflecting a reduction in our liability for income taxes.
The Company’s consolidated federal income tax returns for the 2002 and 2003 periods are currently under examination.
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Reserves for Contingencies

A contingency is an existing condition that involves a degree of uncertainty that will ultimately be resolved upon the occurrence of
future events. Under GAAP, reserves for contingencies are required to be established when the future event is probable and its impact can
be reasonably estimated. An example is the establishment of a reserve for losses in connection with an unresolved legal matter. The initial
reserve reflects management’s best estimate of the probable cost of ultimate resolution of the matter and is revised accordingly as facts and
circumstances change and, ultimately, when the matter is brought to closure.

Accounting Policies Adopted

Accounting for Stock Options

Employee stock options issued during 2001 and 2002 are accounted for using the intrinsic value method prescribed by Accounting
Principles Board, or APB, No. 25, “Accounting for Stock Issued to Employees,” and related interpretations, an allowable alternative
method under Statement of Financial Accounting Standards, or SFAS, No.123, “Accounting for Stock-Based Compensation.” Under APB
No. 25, we did not recognize any stock-based compensation expense for employee stock options as all employee stock options had an
exercise price equal to the market value of our Common Stock at the date of grant. Effective January 1, 2003, we changed our accounting
for employee stock options to adopt the fair value recognition provisions of SFAS No. 123, as amended, prospectively for all new awards
granted to employees on or after January 1, 2003. Under these provisions, the fair value of all employee stock options awarded on or after
January 1, 2003, is included in the determination of net income, but not for options awarded prior thereto. Accordingly, the amount we
include in the determination of net income is less than that which would have been recognized if the fair value method had been applied to
all awards since inception of the employee stock option plan. The fair value of employee stock options issued prior to January 1, 2003 was
estimated using a Black-Scholes option-pricing model. For options issued on or after January 1, 2003, the fair value of each option was
estimated using a binomial option-pricing model. Both option-pricing models consider the following assumptions in estimating fair value:
dividend yield, expected volatility, risk-free interest rate, and expected life of the option. If we had recognized stock option expense for all
employee stock options under the fair value based accounting method, net income of the Financial Services Businesses for the year ended
December 31, 2005, would have been reduced by $10 million or, $0.02 per share of Common Stock on both a basic and diluted basis. The
net income of the Closed Block Business for the year ended December 31, 2005, would not have changed. For the year ended
December 31, 2004, net income of the Financial Services Businesses would have been reduced by $26 million or, $0.05 per share of
Common Stock on both a basic and diluted basis. The net income of the Closed Block Business for the year ended December 31, 2004,
would have been reduced by $1 million with no change in earnings per share of the Class B Stock. For the year ended December 31, 2003,
net income of the Financial Services Businesses would have been reduced by $35 million or $0.06 and $0.07 per share of Common Stock
on a basic and diluted basis, respectively. The net income of the Closed Block Business for the year ended December 31, 2003, would have
been reduced by $1 million with no change in earnings per share of the Class B Stock.

Accounting for Certain Nontraditional Long-Duration Contracts and for Separate Accounts

See Note 2 to the Consolidated Financial Statements for a discussion of the cumulative effect of accounting change from the adoption
of Statement of Position 03-1, “Accounting and Reporting by Insurance Enterprises for Certain Nontraditional Long-Duration Contracts
and for Separate Accounts” or, SOP 03-1, which became effective on January 1, 2004.

Recent Accounting Pronouncements

Share-Based Compensation

See Note 2 to the Consolidated Financial Statements for a discussion of the final standard on accounting for share-based payments,
FASB Statement No. 123(R) (revised 2004), “Share-Based Payment,” which was implemented effective January 1, 2006.

Share-Based Compensation Awards with Non-Substantive Vesting Conditions

The Company issues employee share-based compensation awards, under a plan authorized by the Board of Directors, that are subject
to specific vesting conditions; generally the awards vest ratably over a three year period, “the nominal vesting period,” or at the date the
employee retires (as defined by the plan), if earlier. For awards that specify an employee vests in the award upon retirement, we account for
the awards using the nominal vesting period approach. Under this approach, we record compensation expense over the nominal vesting
period. If the employee retires before the end of the nominal vesting period, any remaining unrecognized compensation expense is recorded
at the date of retirement.

With the Company’s adoption of SFAS No. 123(R), we will revise our approach to apply the non-substantive vesting period approach
to all new share-based compensation awards. Under this approach, compensation cost will be recognized immediately for awards granted to
retirement-eligible employees, or over the period from the grant date to the date retirement eligibility is achieved, if that is expected to
occur during the nominal vesting period. We will continue to apply the nominal vesting period approach for any new awards granted prior
to our adoption of SFAS No. 123(R), and for the remaining portion of then unvested outstanding awards.

If the Company had accounted for all share-based compensation awards granted after January 1, 2003 under the non-substantive
vesting period approach, net income of the Financial Services Businesses for the years ended December 31, 2005, 2004 and 2003 would
have been reduced by $10 million, $4 million and $9 million, respectively, or $0.02, $0.01 and $0.02 per share of Common Stock,
respectively, on both a basic and diluted basis.
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Consolidated Results of Operations

The following table summarizes income from continuing operations before extraordinary gain on acquisition and cumulative effect of
accounting change for the Financial Services Businesses and the Closed Block Business as well as other components comprising net
income.

Year ended
December 31,
2005 2004 2003
(in millions)

Financial Services Businesses by segment:

Individual Life and ANNUILIES . . . . ..ottt ettt e et e e e e e e e e e e e e e $1,030 $ 804 $ 565
Group INSUTANCE . . . ..ot e 293 217 117
Total Insurance DIVISION . . . ... .ot e 1,323 1,021 682
ASSEt MANAZEIMENL . .. .ottt 465 274 213
Financial AdVISOTY . ..ottt e e (255) (245) (111)
REUIEMENt . . ... 435 345 196
Total Investment DIVISION . . . ... ... 645 374 298
International INSUTANCE . . . . .. ... e 1,401 920 805
International INVESHMENES . . . . ...ttt ettt et e e e et e e e e e e e e e e e 110 38 (62)
Total International Insurance and Investments DivisSion . ... ......... ... it 1,511 958 743
Corporate and OtheT . . ... ... ittt et e e e e 510 100 (110)
Income from continuing operations before income taxes, extraordinary gain on acquisition and cumulative effect of accounting
change for Financial Services BUSINESSES . . . . ...ttt ettt et e et et e e e e e e s 3,989 2,453 1,613
Income from continuing operations before income taxes for Closed Block Business . ............. ... .. 482 915 370
Income from continuing operations before income taxes, extraordinary gain on acquisition and cumulative effect of accounting
G .« oot 4,471 3,368 1,983
INCOME LAX EXPEINSE . . . o ottt ettt et et et e e e et e e e e e e e e e 869 955 662
Income from continuing operations before extraordinary gain on acquisition and cumulative effect of accounting change .. ... 3,602 2,413 1,321
Loss from discontinued operations, NEt Of tAXES . . . . .. .ottt ittt et e e e e (62) 99) 57)
Extraordinary gain on acquisition, NEt OF tAXES . . . . ..ottt e — 21 —
Cumulative effect of accounting change, net of taXeS . .. ... ...ttt e e — (79) —
NELINCOME . . o\ttt ettt ettt e e e e e e e e e e e e e e e e e $3,540 $2,256  $1,264

In managing our business, we analyze operating performance separately for our Financial Services Businesses and our Closed Block
Business. For the Financial Services Businesses, we analyze our segments’ operating performance using “adjusted operating income.”
Results of the Closed Block Business for all periods are evaluated and presented only in accordance with GAAP. Adjusted operating
income does not equate to “income from continuing operations before income taxes, extraordinary gain on acquisition and cumulative
effect of accounting change” or “net income” as determined in accordance with GAAP but is the measure of segment profit or loss we use
to evaluate segment performance and allocate resources, and consistent with SFAS No. 131, “Disclosures about Segments of an Enterprise
and Related Information,” is our measure of segment performance. Adjusted operating income is calculated for the segments of the
Financial Services Businesses by adjusting each segment’s “income from continuing operations before income taxes, extraordinary gain on
acquisition and cumulative effect of accounting change” to exclude the following items:

* realized investment gains (losses), net, except as indicated below, and related charges and adjustments;

* net investment gains and losses on trading account assets supporting insurance liabilities and changes in experience-rated
contractholder liabilities due to asset value changes;

¢ the contribution to income/loss of divested businesses that have been or will be sold or exited that do not qualify for “discontinued
operations” accounting treatment under GAAP.

The excluded items are important to an understanding of our overall results of operations. Adjusted operating income is not a
substitute for income determined in accordance with GAAP, and our definition of adjusted operating income may differ from that used by
other companies. However, we believe that the presentation of adjusted operating income as we measure it for management purposes
enhances understanding of our results of operations by highlighting the results from ongoing operations and the underlying profitability of
the Financial Services Businesses. Adjusted operating income excludes “Realized investment gains (losses), net,” other than those
representing profit or loss of certain of our businesses which primarily originate investments for sale or syndication to unrelated investors,
and those associated with terminating hedges of foreign currency earnings and current period yield adjustments, as discussed further below.
A significant element of realized investment losses is impairments and losses from sales of credit-impaired securities, the timing of which
depends largely on market credit cycles and can vary considerably across periods. The timing of other sales that would result in gains or
losses is largely subject to our discretion and influenced by market opportunities. Trends in the underlying profitability of our businesses
can be more clearly identified without the fluctuating effects of these transactions. Similarly, adjusted operating income excludes
investment gains and losses on trading account assets supporting insurance liabilities and changes in experience-rated contractholder
liabilities due to asset value changes, because these recorded changes in asset and liability values will ultimately accrue to the
contractholders. Adjusted operating income excludes the results of divested businesses because they are not relevant to understanding our
ongoing operating results. The contributions to income/loss of wind-down businesses that we have not divested remain in adjusted
operating income. See Note 20 to the Consolidated Financial Statements for further information on the presentation of segment results.
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Within our Asset Management segment, the commercial mortgage operations originate loans for sale, including through securitization
transactions. The realized investment gains and losses associated with these loans, including related derivative results and retained
mortgage servicing rights, are a principal source of earnings for this business and are included in adjusted operating income. Also within
our Asset Management segment, the proprietary investing business makes investments for sale or syndication to other investors or for
placement or co-investment in our managed funds and structured products. Realized investment gains and losses associated with the sale of
these proprietary investments, along with derivatives used to hedge certain foreign currency-denominated proprietary investments, are a
principal source of earnings for this business and are included in adjusted operating income.

We also include in adjusted operating income the portion of our realized investment gains and losses on derivatives that arise from the
termination of contracts used to hedge our foreign currency earnings in the same period that the expected earnings emerge. Similarly, we
include in adjusted operating income the portion of our realized investment gains and losses on derivatives used to manage interest rate and
currency exposure on asset and liability mismatches that represents current period yield adjustments for these assets and liabilities.
Adjusted operating income also includes for certain embedded derivatives, as current period yield adjustments, a portion of the cumulative
realized investment gains, on an amortized basis over the remaining life of the related security, or cumulative realized investment losses in
the period incurred.

Results of Operations for Financial Services Businesses by Segment
Insurance Division
Individual Life and Annuities
Operating Results
The following table sets forth the Individual Life and Annuities segment’s operating results for the periods indicated.
Year ended
December 31,

2005 2004 2003

(in millions)

Operating results:

Revenues:
Individual Life .. ... $2,262  $2,073  $1,850
Individual ANNUITES . . . .ottt e e e e e e e e 1,746 1,608 1,169

4,008 3,681 3,019

Benefits and expenses:
Individual Life . ... 1,764 1,683 1,493
Individual AnnuUities . ... 1,241 1,181 907

3,005 2,864 2,400

Adjusted operating income:

Individual Life ... ... 498 390 357
Individual AnnuUities . ... 505 427 262
1,003 817 619
Realized investment gains (losses), net, and related adjustments(1) .......... .. ... ... ... ... ... 32 21 41)
Related charges(1)(2) .. ..ottt e e e e e e e e (®)] (34) (13)
Income from continuing operations before income taxes, extraordinary gain on acquisition and cumulative effect of
accounting Chan@e . . ... ... o $1,030 $ 804 $ 565

(1) Revenues exclude Realized investment gains (losses), net, and related charges and adjustments. The related charges represent payments related to the
market value adjustment features of certain of our annuity products. For a discussion of these items see “—Realized Investment Gains and General
Account Investments—Realized Investment Gains.”

(2) Benefits and expenses exclude related charges which represent the unfavorable (favorable) impact of Realized investment gains (losses), net, on change
in reserves and the amortization of deferred policy acquisition costs and value of business acquired. For a discussion of these items see “—Realized
Investment Gains and General Account Investments—Realized Investment Gains.”

On May 1, 2003, we acquired Skandia U.S. Inc., which included American Skandia, Inc., for a total purchase price of $1.184 billion.
Beginning May 1, 2003, the results of American Skandia have been included in our consolidated results and are included as a component of
our annuity business discussed below.

Adjusted Operating Income

2005 to 2004 Annual Comparison. The segment’s individual life business adjusted operating income increased $108 million, from
$390 million in 2004 to $498 million in 2005, primarily reflecting lower general and administrative expenses and more favorable claims
experience, net of reinsurance. In addition, results for 2005 include a higher contribution from investment income, net of interest credited
and interest expense, reflecting higher asset balances compared to the prior year.
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Adjusted operating income of the segment’s individual annuity business increased $78 million, from $427 million in 2004 to $505
million in 2005. Adjusted operating income for 2005 includes a net $87 million reduction in amortization of deferred policy acquisition
costs and other costs and a decrease in our reserves for the guaranteed minimum death benefit and guaranteed minimum income benefit
features of our variable annuity product. This decline reflects an increased estimate of total gross profits used as a basis for amortizing
deferred policy acquisition and other costs reflecting improved net interest spread resulting from increased investment yields, decreased
cost of actual and expected death claims and modeling refinements implemented. Adjusted operating income for 2004 included reductions
in amortization of deferred policy acquisition costs of $44 million due to our increased estimate of total gross profits on variable annuities
reflecting market value increases in underlying assets as well as continued favorable mortality and lapse experience. Absent these factors,
adjusted operating income of the segment’s individual annuity business increased $35 million. Adjusted operating income in 2005
benefited from higher fees resulting from greater variable annuity account values and improved net interest spread on our general account
annuities reflecting improved investment yields, reduction of credited interest rates to policyholders effective as of January 1, 2005 as well
as higher asset balances. In addition, results for 2005 include the collection of investment income on a previously defaulted bond. Partially
offsetting these benefits to adjusted operating income was an increase to amortization of deferred policy acquisition costs reflecting
increased gross profits in the current period.

2004 to 2003 Annual Comparison. The segment’s individual life business adjusted operating income increased $33 million, from
$357 million in 2003 to $390 million in 2004. The increase reflected more favorable claims experience, net of reinsurance, in 2004.
However, results for 2004 reflect a lower contribution from investment income after investment related expenses in comparison to 2003,
due to a decrease in the level of capital required to support the business. The decrease in the level of capital required to support the business
reflected changes in statutory reserving requirements for certain products and certain reinsurance arrangements we initiated. Results for
2004 also include a decline in recovery of costs of our agency distribution system associated with the distribution of property and casualty
insurance products, due to our sale of the property and casualty business in late 2003.

Results of the segment’s individual annuity business for 2004 included adjusted operating income of $242 million from the operations
of American Skandia, compared to $167 million in 2003, which included the results of these operations for only the last eight months of the
year. Adjusted operating income of $242 million for 2004 consisted of revenues of $771 million and total benefits and expenses of $529
million. American Skandia’s revenues in 2004 consisted primarily of policy charges and fee income of $443 million, asset management
and service fees of $212 million and net investment income of $92 million. Benefits and expenses consisted primarily of general and
administrative expenses of $296 million, including $30 million from the amortization of the value of business acquired asset established
when the company was acquired, interest credited to policyholder account balances of $80 million and policyholder benefits, including
related change in reserves, of $123 million.

Adjusted operating income of the segment’s individual annuity business, excluding American Skandia, increased $90 million, from
$95 million in 2003 to $185 million in 2004. The increase in adjusted operating income came primarily from improved net interest spread
on our general account annuities reflecting improved investment yields, reductions of credited interest rates effective as of January 1, 2004,
as well as higher asset balances, and higher fees resulting from greater variable annuity account values. Increased amortization of deferred
policy acquisition costs reflecting the higher level of gross profits partially offset the foregoing factors. Adjusted operating income for 2004
and 2003 included reductions in amortization of deferred policy acquisition costs of $44 million and $39 million, respectively, due to our
increased estimate of total gross profits on variable annuities reflecting market value increases in underlying assets as well as continued
favorable mortality and lapse experience, which amount for 2003 was largely offset by a $36 million charge to strengthen reserves for our
periodic income annuities.

Revenues

2005 to 2004 Annual Comparison. Revenues of the segment’s individual life insurance business, as shown in the table above under
“—Qperating Results,” increased $189 million, from $2.073 billion in 2004 to $2.262 billion in 2005. Premiums increased $57 million,
primarily due to increased premiums on term life insurance reflecting growth of our in force block of term insurance products. Policy
charges and fee income increased $68 million, from $1.027 billion in 2004 to $1.095 billion in 2005, including a $43 million increase
reflecting an update and refinement of our assumptions related to the amortization of unearned revenue reserves, which was largely offset
by an increase in amortization of DAC net of a decrease in change in reserves discussed below. The remainder of the increase in policy
charges and fee income reflects growth in our universal life business. Net investment income increased $79 million, from $421 million in
2004 to $500 million in 2003, reflecting an increased asset base largely due to increased borrowings, which resulted in increased interest
expense. Partially offsetting these items was a decrease in commissions and other income, primarily reflecting a decline in revenues from
the distribution of non-proprietary insurance products by our agents, which decline was partially offset by a decline in operating expenses,
including agent commissions on sales of these products.

Revenues of the segment’s individual annuity business increased $138 million, from $1.608 billion in 2004 to $1.746 billion in 2005.
Policy charges and fee income increased $81 million, reflecting an increase in the average market value of variable annuity customer
accounts and positive net flows of our variable annuities reflecting the introduction of new product features late in the first quarter of 2005,
including an increase in account values with living benefit options. Net investment income increased $28 million, reflecting a higher level
of invested assets, increased yields and the collection of investment income on a previously defaulted bond. Commissions, investment
management fees, and other income increased $25 million, primarily due to an increase in asset based fees.

2004 to 2003 Annual Comparison. The segment’s individual life insurance business reported revenues of $2.073 billion in 2004,
compared to $1.850 billion in 2003. Commissions and other income increased $141 million, primarily reflecting an increase in revenue
from the distribution of property and casualty insurance products by our agents, which was more than offset by a related increase in
operating expenses, including agent commissions. Premiums increased $56 million, primarily due to increased premiums on term life
insurance reflecting growth of our in force block of term insurance products.
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Revenues from the segment’s individual annuity business increased $439 million, from $1.169 billion in 2003 to $1.608 billion in
2004, which included increased revenues of $332 million from American Skandia. Revenues of the segment’s individual annuity business,
excluding American Skandia, increased $107 million, from $730 million in 2003 to $837 million in 2004, due primarily to a $71 million
increase in net investment income, reflecting a higher level of invested assets, as well as increased yields. In addition, policy charges and
fees increased $36 million, reflecting an increase in the average market value of variable annuity customer accounts.

Benefits and Expenses

2005 to 2004 Annual Comparison. Benefits and expenses of the segment’s individual life insurance business, as shown in the table
above under “—Operating Results,” increased $81 million, from $1.683 billion in 2004 to $1.764 billion in 2005. Amortization of deferred
policy acquisition costs increased $95 million, from $274 million in 2004 to $369 million in 2005. Amortization of deferred policy
acquisition costs in 2005 includes an $89 million increase, reflecting an update and refinement of our assumptions, which was largely offset
by a decrease in change in reserves as well as an increase in policy charges and fee income, as discussed above. Policyholders’ benefits,
including interest credited to policyholder account balances increased $33 million, from $756 million in 2004 to $789 million in 2005,
reflecting growth in our term and universal life business partially offset by the impact of the update and refinement of assumptions
discussed above. In addition, interest expense increased $51 million due to increased borrowings. Partially offsetting these items was a
decline in operating expenses of $99 million from 2004 to 2003, reflecting actions previously taken to reduce staffing and occupancy costs,
for which associated costs were incurred in 2004, as well as a decline in commissions paid to our agents for the distribution of
non-proprietary insurance products, as discussed above.

Benefits and expenses of the segment’s individual annuity business increased $60 million, from $1.181 billion in 2004 to $1.241
billion in 2005. Amortization of deferred policy acquisition costs increased $48 million, from $125 million in 2004 to $173 million in 2005,
reflecting an increase to amortization due to increased gross profits in the current period and a net $9 million benefit due to the increased
estimates of total gross profits in both 2005 and 2004 discussed above. General and administrative expenses, net of capitalization, increased
$46 million from 2004 to 2005, including a $13 million increase in the amortization of value of business acquired, mainly due to the
modeling refinements discussed above, as well as increased costs associated with expansion of our distribution platforms and distribution
costs charged to expense associated with increased variable annuity sales. In addition, our asset based costs associated with trail
commissions and sub-advisory expenses have increased due to growth in account values. Partially offsetting these items was a decrease of
$55 million from 2004 to 2005 in policyholders’ benefits, including interest credited to policyholders’ account balances, including a $47
million benefit from the increased estimate of total gross profits and decreased cost of actual and expected death claims discussed above.

2004 to 2003 Annual Comparison. Benefits and expenses of the segment’s individual life insurance business increased $190 million,
from $1.493 billion in 2003 to $1.683 billion in 2004. The increase reflects a $175 million increase in operating expenses, including costs
related to the distribution of property and casualty insurance products discussed above. Amortization of deferred policy acquisition costs
increased $79 million from 2003 to 2004, reflecting a lower level of amortization in the prior year due to the strong equity market
performance and less favorable mortality experience in 2003. Partially offsetting these items was a decline in policyholder benefits and
related changes in reserves of $96 million, from $687 million in 2003 to $591 million in 2004, primarily due to claims experience, net of
reinsurance, being at a more favorable level than in the prior year.

Benefits and expenses of the segment’s individual annuity business increased $274 million, from $907 million in 2003 to $1.181
billion in 2004, which included increased benefits and expenses of $257 million related to American Skandia. Benefits and expenses of the
segment’s individual annuity business, excluding American Skandia, increased $17 million, from $635 million in 2003 to $652 million in
2004. Amortization of deferred policy acquisition costs increased $52 million, primarily as a result of a higher level of gross profits in
2004. Partially offsetting this was the impact of a $36 million charge to strengthen reserves for our periodic income annuities in 2003.
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Sales Results and Account Values

The following table sets forth individual life insurance business sales, as measured by scheduled premiums from new sales on an
annualized basis and first year excess premiums and deposits on a cash-received basis, and changes in account value for the individual
annuity business, for the periods indicated. Sales of the individual life insurance business do not correspond to revenues under GAAP.
They are, however, a relevant measure of business activity. In managing our individual life insurance business, we analyze new sales on
this basis because it measures the current sales performance of the business, while revenues primarily reflect the renewal persistency and
aging of in force policies written in prior years and net investment income as well as current sales. For our individual annuity business,
assets are reported at account value, and net sales (redemptions) are gross sales minus redemptions or surrenders and withdrawals, as
applicable.

Year ended December 31,
2005 2004 2003
(in millions)

Life insurance sales(1):
Excluding corporate-owned life insurance:

Variable ife ... ... o $ 8 $ 97 $§ 9
Universal [ife . . ... o 214 178 132
Term L e o .o e 122 116 110
Total excluding corporate-owned life INSUTANCe . . ... ... .. ...t 419 391 341
Corporate-owned 1ife INSUTANCE . ... ...ttt e e e e e e 7 14 21
8172 Y Y $ 426 $ 405 $ 362
Life Insurance sales by distribution channel(1):
Prudential AGents(2) . .. ..ottt $ 212 $ 236 $ 230
Third Party(2) . ..ottt e e e e e 207 155 111
Corporate-owned life INSUTANCE . . ... ...ttt e e e e e e e 7 14 21
TOtal .o $ 426 $ 405 $ 362
Variable Annuities(3):
Beginning total account VAUE . . . . ... oottt $47.418 $43,949 $15,338
SlES o 7,106 5,806 4,418
Surrenders and withdrawals . .. ... ... .. . . 5,691) (5,224) (3,716)
Nt SIS . ottt 1,415 582 702
Benefit PaymMeNts . . ...t (602) (613) (449)
Nt IO S & vttt et e e e 813 31 253
Change in market value, interest credited and other activity . ......... ... ... i 3,223 4,091 6,329
Policy Charges . .. ... o (676) 591) (402)
Acquisition of American SKandia . ... ... ... .. —_ —_ 22,431
Ending total account value .. ... ... ... .. $50,778 $47,418  $43,949
Fixed Annuities:
Beginning total account VAlUE . . . ... ..o $ 3,879 $ 3,514 $ 3,396
LS ot 361 532 247
Surrenders and withdrawals . ... .. ... .. e (231) (191) (141)
N SALES . ettt ettt e e e e e e e e e e 130 341 106
Benefit PAYMENLS . . .. oot e e e e e (160) (163) (162)
Nt FlOWS ottt et e e e e e e e e (30) 178 (56)
Interest credited and other activity . ... ... .. ... . ... 147 191 178
POlicy Charges . . . ...ttt 5) “4) “4)
Ending total acCOUnt VAlUE . . .. ... ot e $ 391 $ 3879 $ 3,514

(1) Scheduled premiums from new sales on an annualized basis and first year excess premiums and deposits on a cash-received basis.

(2) Excluding corporate-owned life insurance.

(3) Variable annuities include only those sold as retail investment products. Investments through defined contribution plan products are included with such
products.

2005 to 2004 Annual Comparison. Sales of new life insurance, excluding corporate-owned life insurance, measured as described
above, increased $28 million from 2004 to 2005. Sales of our universal life and term life products increased $42 million. This increase was
partially offset by declines in sales of our variable life products.

The increase in sales of life insurance, excluding corporate-owned life insurance, was driven by increased sales of $52 million from
the third party distribution channel of our universal life and term life products, partially offset by lower variable life sales. Sales of life
insurance by Prudential Agents decreased $24 million reflecting a decline in the number of agents from 3,682 at December 31, 2004 to
2,946 at December 31, 2005.

Total account values for fixed and variable annuities amounted to $54.8 billion as of December 31, 2005, an increase of $3.5 billion
from December 31, 2004. The increase came primarily from net sales of $1.5 billion and increases in the market value of customers’
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variable annuities. Individual variable annuity gross sales were $7.1 billion in 2005, an increase of $1.3 billion from 2004, reflecting the
introduction of new product features late in the first quarter of 2005.

2004 to 2003 Annual Comparison. Sales of new life insurance, excluding corporate-owned life insurance, measured as described
above, increased $50 million from 2003 to 2004. Sales of our universal life products, which were updated as to features and pricing in June
2003, increased $46 million.

Sales of life insurance by Prudential Agents increased $6 million from 2003 to 2004, reflecting an increase in agent productivity that
more than offset a decline in the number of agents from 4,320 at December 31, 2003 to 3,682 at December 31, 2004. Sales by the third
party distribution channel, excluding corporate-owned life insurance, increased $44 million from 2003 to 2004, reflecting increased
universal and term life sales through this distribution channel.

Total account values for fixed and variable annuities amounted to $51.3 billion as of December 31, 2004, an increase of $3.8 billion
from December 31, 2003. The increase came primarily from increases in the market value of customers’ variable annuities, as well as net
sales of $923 million. Individual variable annuity gross sales increased by $1.4 billion, from $4.4 billion in 2003 to $5.8 billion in 2004,
reflecting the inclusion of variable annuity sales from American Skandia for only the last eight months of 2003. Fixed annuities gross sales
increased by $285 million from 2003 to 2004, reflecting a new product introduced in 2004. Surrenders and withdrawals increased $1.6
billion from 2003 to 2004, reflecting the additional period of activity from American Skandia, as well as the impact of higher average
account values.

Policy Surrender Experience

The following table sets forth the individual life insurance business’s policy surrender experience for variable and universal life
insurance, measured by cash value of surrenders, for the periods indicated. These amounts do not correspond to expenses under GAAP. In
managing this business, we analyze the cash value of surrenders because it is a measure of the degree to which policyholders are
maintaining their in force business with us, a driver of future profitability. Our term life insurance products do not provide for cash
surrender values.

Year ended December 31,
2005 2004 2003
(in millions)
Cash value Of SUITENAETS . . .. ..\ttt $698 $633 $653

Cash value of surrenders as a percentage of mean future benefit reserves, policyholders’ account balances, and separate
account balanCes ... ... ... ... 3.5% 3.3% 3.8%

2005 to 2004 Annual Comparison. The total cash value of surrenders increased $65 million, from $633 million in 2004 to $698
million in 2005, reflecting an increase in variable life surrenders in 2005. The level of surrenders as a percentage of mean future policy
benefit reserves, policyholders’ account balances and separate account balances increased from 2004 to 2005, reflecting a higher level of
surrenders in 2005 associated with variable life insurance account values due to less favorable market performance compared to the prior
year.

2004 to 2003 Annual Comparison. The total cash value of surrenders decreased $20 million, from $653 million in 2003 to $633
million in 2004. The level of surrenders as a percentage of mean future policy benefit reserves, policyholders’ account balances and
separate account balances decreased from 2003 to 2004, reflecting a lower level of surrenders in 2004 associated with increases in variable
life insurance account values due to market performance.

Group Insurance

Operating Results
The following table sets forth the Group Insurance segment’s operating results for the periods indicated.
Year ended December 31,

2005 2004 2003

(in millions)

Operating results:

REVEIUES . . ottt e e e e e $4,200  $3,892  $3,717

Benefits and EXPEeNSES . .. ...ttt e e e 3,976 3,718 3,548

Adjusted Operating iNCOME . . ... ... ...ttt ettt et e et e e e e e e e e e 224 174 169
Realized investment gains (losses), net, and related adjustments(1) . ......... ... ... i 71 43 (52)
Related charges(2) ... ..o 2) — —

Income from continuing operations before income taxes, extraordinary gain on acquisition and cumulative effect of
ACCOUNTING ChANEE . . . o $ 293 $ 217 $ 117

(1) Revenues exclude Realized investment gains (losses), net, and related adjustments. For a discussion of these items see “—Realized Investment Gains
and General Account Investments—Realized Investment Gains.”
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(2) Benefits and expenses exclude related charges which represent the unfavorable (favorable) impact of Realized investment gains (losses), net, on interest
credited to policyholders’ account balances. For a discussion of these items see “—Realized Investment Gains and General Account Investments—
Realized Investment Gains.”

Adjusted Operating Income

2005 to 2004 Annual Comparison. Adjusted operating income increased $50 million, from $174 million in 2004 to $224 in 2005,
primarily due to an increase in net investment income and growth in the segment’s group life insurance business, as well as lower costs in
2005 related to legal and regulatory matters.

2004 to 2003 Annual Comparison. Adjusted operating income increased $5 million, from $169 million in 2003 to $174 million in
2004. Adjusted operating income for 2003 included a net favorable effect of $8 million from refinements in group life reserves for waiver
of premium features and estimates of amounts due policyholders on experience rated cases. Excluding these items, adjusted operating
income increased $13 million primarily due to more favorable mortality experience in our group life insurance business which was partially
offset by less favorable claims experience in our group disability business and costs related to legal and regulatory matters that were
incurred during 2004.

Revenues

2005 to 2004 Annual Comparison. Revenues, as shown in the table above under “—Operating Results,” increased by $308 million,
from $3.892 billion in 2004 to $4.200 billion in 2005. Group life insurance premiums increased by $272 million, from $2.274 billion in
2004 to $2.546 billion in 2005, primarily reflecting growth in business in force resulting from new sales and continued strong persistency,
which improved from 94% in 2004 to 95% in 2005. Group disability premiums, which include long-term care products, increased by $48
million, from $676 million in 2004 to $724 million in 2005, primarily reflecting growth in business in force resulting from new sales and
continued strong persistency, which declined slightly from 86% in 2004 to 85% in 2005. Net investment income increased by $32 million,
primarily reflecting a larger base of invested assets due to business growth.

2004 to 2003 Annual Comparison. Revenues increased by $175 million, from $3.717 billion in 2003 to $3.892 billion in 2004.
Group life insurance premiums increased by $71 million, from $2.203 billion in 2003 to $2.274 billion in 2004, primarily reflecting growth
in business in force resulting from new sales and continued strong persistency, which improved slightly from 93% in 2003 to 94% in 2004.
Group disability premiums, which include long-term care products, increased by $46 million, from $630 million in 2003 to $676 million in
2004, primarily reflecting growth in business in force resulting from new sales and continued strong persistency, which improved slightly
from 85% in 2003 to 86% in 2004. The increase in premiums also reflects the negative effect in 2003 of a $9 million increase in our
estimate of amounts due policyholders on experience rated cases, as discussed above. Policy charges and fee income increased by $80
million, which includes the negative effect in 2003 of a $17 million increase in our estimate of amounts due policyholders on experience
rated cases, as discussed above. Excluding the effect of this refinement, policy charges and fee income increased by $63 million, primarily
reflecting higher charges and fees on experienced rated contracts sold to employers for funding of employee benefit programs. Partially
offsetting these increases was a decrease in net investment income of $24 million, due primarily to a decrease in income from policyholder
loans. The decrease in income from policyholder loans reflects reductions in the balances of these loans, which also results in a
corresponding decline in interest credited to policyholders’ account balances.

Benefits and Expenses

The following table sets forth the Group Insurance segment’s benefits and administrative operating expense ratios for the periods
indicated.

Year ended December 31,
2005 2004 2003

Benefits ratio(1):
Group [ife . ..o 889% 87.5%  89.9%
Group disability . .. ..o o ittt 95.4 94.6 92.4
Administrative operating expense ratio(2):
Group Life . ... 8.9 10.9 9.7
Group disability . .. ..o o ittt 20.9 22.1 22.5

(1) Ratio of policyholder benefits to earned premiums, policy charges and fee income. Group disability ratios include long-term care products.
(2) Ratio of administrative operating expenses (excluding commissions) to gross premiums, policy charges and fee income. Group disability ratios include
long-term care products.

2005 to 2004 Annual Comparison. Benefits and expenses, as shown in the table above under “—Operating Results,” increased by
$258 million, from $3.718 billion in 2004 to $3.976 billion in 2005. The increase was primarily driven by an increase of $284 million in
policyholders’ benefits, including the change in policy reserves, reflecting the growth of business in force.

The group life benefits ratio deteriorated 1.4 percentage points from 2004 to 2005, primarily as a result of lower charges and fees in
2005 on experience rated contracts sold to employers for funding of employee benefit programs. These lower charges and fees resulted in a
corresponding decrease in administrative expenses. The group disability benefits ratio deteriorated by 0.8 percentage points from 2004 to
2005, reflecting less favorable claims experience. The group life administrative operating expense ratio improved from 2004 to 2005,
primarily reflecting the increases in premiums discussed above, lower legal and regulatory costs in 2005 and the decrease in administrative
expenses discussed above. The group disability administrative operating expense ratio improved from 2004 to 2005 primarily reflecting the
increases in premiums discussed above.
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2004 to 2003 Annual Comparison. Benefits and expenses increased by $170 million, from $3.548 billion in 2003 to $3.718 billion in
2004. The increase was primarily driven by an increase of $133 million in policyholders’ benefits, including the change in policy reserves,
which reflects a $34 million reduction in benefits in 2003 due to refinements in group life reserves for waiver of premium features, as
discussed above, the unfavorable effect of an increase in the group disability benefits ratio and the growth of business in force. Also
contributing to the increase in benefits and expenses was an increase of $63 million in operating expenses as a result of growth in the
business, premium taxes associated with the increased revenues related to contracts for funding of employee benefit programs, and costs
related to legal and regulatory matters that were incurred during 2004. Partially offsetting the increases in benefits and expenses was a $33
million decrease in interest credited to policyholders’ account balances, primarily as a result of the decrease in outstanding policyholder
loans discussed above.

The group life benefits ratio for 2004 improved 2.4 percentage points from 2003, primarily reflecting more favorable claims
experience. The group disability benefits ratio deteriorated by 2.2 percentage points from 2003 to 2004 due to less favorable claims
experience in our group disability business, primarily due to a decrease in net claim resolutions on our long-term disability products. In the
later part of 2004, we expanded our claims resolution capacity for these products. The group life administrative operating expense ratio
deteriorated from 2003 to 2004 primarily due to the increases in premium taxes and legal and regulatory costs discussed above. The group
disability administrative operating expense improved slightly from 2003 to 2004.

Sales Results

The following table sets forth the Group Insurance segment’s new annualized premiums for the periods indicated. In managing our
group insurance business, we analyze new annualized premiums, which do not correspond to revenues under GAAP, because new
annualized premiums measure the current sales performance of the business unit, while revenues primarily reflect the renewal persistency
and aging of in force policies written in prior years and net investment income, in addition to current sales.

Year ended December 31,
2005 2004 2003

(in millions)

New annualized premiums(1):

GroUD L€ . et $370 $237 $225
Group disability(2) . . .o .ottt e 154 161 144
Total L $524 $398 $369

(1) Amounts exclude new premiums resulting from rate changes on existing policies, from additional coverage under our Servicemembers’ Group Life
Insurance contract and from excess premiums on group universal life insurance that build cash value but do not purchase face amounts, and include
premiums from the takeover of claim liabilities.

(2) Includes long-term care products.

2005 to 2004 Annual Comparison. Total new annualized premiums increased $126 million, or 32%, from $398 million in 2004 to
$524 million in 2005. This increase in sales is due to higher group life sales to new clients, including a significant large case sale in the first
quarter of 2005.

2004 to 2003 Annual Comparison. Total new annualized premiums increased $29 million, or 8%, from 2003 to 2004. Group life
sales increased in 2004 primarily due to an increase in sales in the large case market. Group disability sales increased in 2004 primarily due
to additional sales to existing customers, mostly in the large case market.

Investment Division
Asset Management
Operating Results

The following table sets forth the Asset Management segment’s operating results for the periods indicated.

Year ended December 31,
2005 2004 2003
(in millions)

Operating results:

REVEIUES . ittt ettt e e e e e e e e $1,696  $1,464  $1,360
BXPONSES . oot 1,232 1,198 1,152
Adjusted OPerating iNCOMIE . . . ..ot v ittt ittt et et et et e e e e e e e e e e e e e e 464 266 208

Realized investment gains, net, and related adjustments(1) ........ ... . ... . 1 8 5

Income from continuing operations before income taxes, extraordinary gain on acquisition and cumulative effect of
ACCOUNTING ChANEE . . . . $ 465 $ 274 $ 213

(1) Revenues exclude Realized investment gains (losses), net, and related adjustments. For a discussion of these items see “—Realized Investment Gains
and General Account Investments—Realized Investment Gains.”
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Adjusted Operating Income

2005 to 2004 Annual Comparison. Adjusted operating income increased $198 million, from $266 million in 2004 to $464 million in
2005, which includes a $10 million increase from the management of assets associated with the retirement business acquired from CIGNA
on April 1, 2004. Results for 2005 benefited from an increase of $84 million in fees primarily from the management of institutional
customer assets as a result of increased asset values due to net asset inflows during 2004 and 2005, as well as net market appreciation.
Improved results from our proprietary investing activities, including $58 million from two sale transactions completed in 2005, also
contributed to the increase in adjusted operating income. Results for 2005 benefited from an increase of $62 million in performance based
incentive and transaction fees primarily related to our management of real estate. Additionally, 2004 results include charges totaling $28
million related to declines in value of intangible assets, expenses incurred in exiting an operating facility and termination of activities
related to certain of our international investment management operations. Increased performance-related compensation costs in 2005
partially offset the foregoing factors.

2004 to 2003 Annual Comparison. Adjusted operating income increased $58 million, from $208 million in 2003 to $266 million in
2004, which includes $31 million from the management of assets associated with the retirement business acquired from CIGNA. Results
for 2004 benefited from higher asset-based fees in our investment management and advisory services reflecting market appreciation and
positive net inflows, as well as improved results in our other asset management activities. Partially offsetting these items were charges in
2004 totaling $28 million related to declines in value of intangible assets, expenses incurred in exiting an operating facility and termination
of activities related to certain of our international investment management operations.

Revenues

The following tables set forth the Asset Management segment’s revenues, presented on a basis consistent with the table above under
“—Operating Results,” by source and assets under management for the periods indicated. In managing our business we analyze assets
under management, which do not correspond to GAAP assets, because our primary sources of revenues are fees based on assets under
management.

Year ended December 31,
2005 2004 2003

(in millions)

Revenues by source:
Investment Management and Advisory Services:

Retail customers(1) .. ..ot $ 244 § 219 $ 187
INSEUtiONAl CUSTOMETS . . o . ottt et et ettt e e e e e e e e e e e e e e 593 442 372
General ACCOUNL . . . ..ottt e e e e e 257 234 219
SUD-LOtAl . . .o e 1,094 895 778
Mutual fund, managed account and other revenues(2) . .. ..ottt e 602 569 582
TOAl TEVEIUES .« v v e e v e ettt e e e e e e e e e e e e e e e e $1,696  $1,464  $1,360

(1) Consists of individual mutual funds and both variable annuities and variable life insurance asset management revenues from our separate accounts. This
also includes funds invested in proprietary mutual funds through our defined contribution plan products. Revenues from fixed annuities and the fixed
rate options of both variable annuities and variable life insurance are included in the general account.

(2) Represents mutual fund, managed account and other revenues other than asset management fees, which are included in the appropriate categories above.
Includes revenues under a contractual arrangement with Wachovia Securities, related to managed account services, which was originally scheduled to
expire July 1, 2006. This contract was amended effective July 1, 2005 to provide essentially a fixed fee for managed account services and is now
scheduled to expire July 1, 2008.

December 31, December 31,
2005 2004

(in billions)

Assets under management (at fair market value):

Retail CUStOMEIS(1) . . v v oottt ettt e e e e e e e e $ 73.5 $ 66.0
Institutional CUSTOMETS(2) . . . o\ vttt ettt e e e e e e e e e e e e 134.7 119.2
General ACCOUNL . . . ..ottt ettt et e e e e e e e e e e e e e e 159.2 152.7

Total Investment Management and AdVISOTY SEIVICES .. ...ttt ettt ettt iie e $367.4 $337.9

(1) Consists of individual mutual funds, including investments in our mutual funds through wrap-fee products, and both variable annuities and variable life
insurance assets in our separate accounts. This also includes funds invested in proprietary mutual funds through our defined contribution plan products.
Fixed annuities and the fixed rate options of both variable annuities and variable life insurance are included in the general account.

(2) Consists of third party institutional assets, group insurance contracts, and assets associated with certain proprietary investing activities.

2005 to 2004 Annual Comparison. Revenues, as shown in the table above under “—Operating Results,” increased by $232 million,
from $1.464 billion in 2004 to $1.696 billion in 2005, including $58 million from two sale transactions in our proprietary investing
business completed in 2005. Revenues in 2005 benefited from a $94 million increase in fees primarily from the management of
institutional customer assets as a result of increased asset values due to net asset inflows during 2004 and 2005, including assets associated
with the retirement business acquired from CIGNA, as well as net market appreciation. Additionally, revenues for 2005 include an increase
of $79 million in performance based incentive and transaction fees primarily related to real estate assets under management. Revenues for
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2004 include asset management fees of $28 million associated with certain money market mutual fund balances of brokerage clients of
Wachovia Securities. These balances were essentially eliminated as of September 30, 2004 due to the replacement of those funds with other
investment alternatives for those brokerage clients. The resulting reduction in revenues has been offset by payments from Wachovia under
an agreement dated as of July 30, 2004 implementing arrangements with respect to money market mutual funds in connection with the
combination of our retail securities brokerage and clearing operations with those of Wachovia. This agreement extends for ten years after
termination of the joint venture with Wachovia. The revenue from Wachovia under this agreement, included in revenues from retail
customers in the table above, was $54 million and $35 million for 2005 and 2004, respectively.

2004 to 2003 Annual Comparison. Revenues increased $104 million, from $1.360 billion in 2003 to $1.464 billion in 2004, due
primarily to higher fees from the management of institutional and retail customer assets as a result of increased asset values primarily from
market appreciation, assets associated with the retirement business acquired from CIGNA, an increase in transaction and performance
based incentive fees related to real estate assets under management and increased revenues related to program services for certain mutual
fund wrap and separately managed platforms of Wachovia Securities. Reduced income from our commercial mortgage operations,
reflecting lower production volume and composition of originations, partially offset this increase. Revenues include asset management fees
of $28 million and $79 million, for 2004 and 2003, respectively, associated with certain money market mutual fund balances of brokerage
clients of Wachovia Securities subject to the arrangements with Wachovia described above. The revenue from Wachovia under this
agreement was $35 million in 2004.

Expenses

2005 to 2004 Annual Comparison. Expenses, as shown in the table above under “—Operating Results,” increased $34 million, from
$1.198 billion in 2004 to $1.232 billion in 2005, primarily reflecting higher incentive based compensation costs resulting from favorable
performance in 2005. Partially offsetting this increase is a reduction in commission expenses associated with the money market funds of
brokerage clients of Wachovia Securities subject to the arrangements with Wachovia described above. Additionally, 2004 results include
charges related to declines in value of intangible assets, expenses incurred in exiting an operating facility and termination of activities
related to certain of our international investment management operations.

2004 to 2003 Annual Comparison. Expenses increased $46 million, from $1.152 billion in 2003 to $1.198 billion in 2004, due
primarily to higher incentive based compensation costs associated with increased revenues, as well as charges in 2004 related to declines in
value of intangible assets, expenses incurred in exiting an operating facility and termination of activities related to certain of our
international investment management operations.

Financial Advisory

Operating Results
The following table sets forth the Financial Advisory segment’s operating results for the periods indicated.
Year ended December 31,

2005 2004 2003

(in millions)

Operating results:

REVEIUES . . ottt e e e e e e e $ 453 $ 318 $1,306
BXPOIISES . oottt e e 708 563 1,417
Adjusted operating inComMe(1) . . .. ..ottt $(255)  $(245) $ (11D)

(1) Results of this segment are the same on both an adjusted operating income basis and a GAAP basis.

On July 1, 2003, we combined our retail securities brokerage and clearing operations with those of Wachovia Corporation, or
Wachovia, and formed Wachovia Securities Financial Holdings, LLC, or Wachovia Securities, a joint venture headquartered in Richmond,
Virginia. We have a 38% ownership interest in the joint venture, while Wachovia owns the remaining 62%. The transaction included our
securities brokerage operations but did not include our equity sales, trading and research operations. As part of the transaction we retained
certain assets and liabilities related to the contributed businesses, including liabilities for certain litigation and regulatory matters. We
account for our 38% ownership of the joint venture under the equity method of accounting; periods prior to July 1, 2003 continue to reflect
the results of our previously wholly owned securities brokerage operations on a fully consolidated basis. Accordingly “—Operating
Results”, as shown above, presents our securities brokerage operations on a consolidated basis for the first six months of 2003 and earnings
from the joint venture on the equity basis for the remaining six months of 2003 and the years ended December 31, 2004 and 2005.

2005 to 2004 Annual Comparison. Adjusted operating income decreased $10 million, from a loss of $245 million in 2004 to a loss
of $255 million in 2005. The segment’s results for 2005 include our share of earnings from Wachovia Securities, on a pre-tax basis and
excluding transition costs, of $217 million, compared to $172 million in 2004. The segment’s results also include expenses of $452 million
in 2005 related to obligations and costs we retained in connection with the contributed businesses primarily for litigation and regulatory
matters, compared to $227 million in 2004. These expenses include accruals for estimated settlement costs related to market timing issues
under active negotiation with state and federal authorities. Our results for 2005 reflect a decrease of $174 million in transition costs, from
$194 million in 2004 to $20 million in 2003, reflecting the completion of the business integration during the first half of 2005. In addition,
results include income of zero and $4 million from our equity sales and trading operations for 2005 and 2004, respectively.
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2004 to 2003 Annual Comparison. The Financial Advisory segment reported a loss, on an adjusted operating income basis, of $245
million in 2004, as discussed above.

In 2003, the segment reported a loss, on an adjusted operating income basis, of $111 million. This loss includes a loss of $53 million
from our securities brokerage operations prior to combination of these operations with Wachovia on July 1, 2003. The segment’s loss for
2003 includes our share of earnings from Wachovia Securities, on a pre-tax basis and excluding transition costs, of $88 million. Offsetting
these results were expenses of $107 million relating primarily to obligations for litigation and regulatory matters we retained in connection
with the contributed businesses. Full year results from our securities brokerage operations for 2003 include $100 million of transition costs,
of which $32 million represents our share of costs incurred by the venture, as well as a pre-tax gain of $22 million recorded on the
completion of the combination of the businesses. In addition, results for 2003 include income of $2 million from our equity sales and
trading operations.

Retirement

Operating Results
The following table sets forth the Retirement segment’s operating results for the periods indicated.
Year ended December 31,

2005 2004 2003

(in millions)

Operating results:

REVENUES . . ot ottt et et e e e e e e e $4,025 $3,225  $2,281

Benefits and EXPEeNSES . . . ...ttt e e e e e 3,527 2,891 2,089

Adjusted OPerating iNCOMIE . . ... ..ottt t ettt et e et e e e e e e e e e 498 334 192
Realized investment gains (losses), net, and related adjustments(1) .......... ... ... i 26 76 €))]
Related charges(2) . ... ... i (12) (11) 5
Investment gains (losses) on trading account assets supporting insurance liabilities,net(3) .................... (219) (111) —
Change in experience-rated contractholder liabilities due to asset value changes(4) ............ ... ... ...... 142 57 —

Income from continuing operations before income taxes, extraordinary gain on acquisition and cumulative effect of
ACCOUNTING CRANEE . . . ottt e et $ 435 $ 345 $ 196

(1) Revenues exclude Realized investment gains (losses), net, and related adjustments. For a discussion of these items see “—Realized Investment Gains
and General Account Investments—Realized Investment Gains.”

(2) Benefits and expenses exclude related charges which represent the unfavorable (favorable) impact of Realized investment gains (losses), net, on change
in reserves and the amortization of deferred policy acquisition costs. For a discussion of these items see “—Realized Investment Gains and General
Account Investments—Realized Investment Gains.”

(3) Revenues exclude net investment gains and losses on trading account assets supporting insurance liabilities. For a discussion of these items see
“—Trading account assets supporting insurance liabilities.”

(4) Benefits and expenses exclude changes in contractholder liabilities due to asset value changes in the pool of investments supporting these experience-
rated contracts. For a discussion of these items see “—Trading account assets supporting insurance liabilities.”

On April 1, 2004, we acquired the retirement business of CIGNA Corporation for cash consideration of $2.1 billion. Beginning
April 1, 2004, the results of the former CIGNA retirement business have been included in our consolidated results. The majority of these
results are reflected within our Retirement segment, as discussed below, and the remaining portion is reflected in our Asset Management
segment. See Note 3 to the Consolidated Financial Statements for further discussion of this acquisition and its purchase price allocation.

Adjusted Operating Income

2005 to 2004 Annual Comparison. Adjusted operating income increased $164 million, from $334 million in 2004 to $498 million in
2005. Results for the segment during 2005 included adjusted operating income of $195 million from the retirement business we acquired
from CIGNA, compared to $128 million in 2004, which included only the initial nine months of results for these operations. Adjusted
operating income for the acquired retirement business for 2005 consisted of revenues of $1.295 billion and total benefits and expenses of
$1.100 billion. Revenues from the acquired business consisted primarily of $873 million in net investment income, mainly related to
trading assets supporting insurance liabilities, and $289 million in asset management fees and other income. Benefits and expenses from
the acquired business consisted primarily of $677 million of interest credited to policyholders’ account balances and $434 million of
general and administrative expense. Transition costs related to the acquisition were $36 million in 2005 and $43 million in 2004.

Adjusted operating income from the segment’s original businesses, excluding the retirement business we acquired from CIGNA,
increased $97 million, from $206 million in 2004 to $303 million in 2005. Results for 2005 benefited by $49 million from mortgage
prepayment income, which represents a $34 million benefit to the current year as compared to the prior year. Results for 2005 also
benefited by $27 million from reserve releases, which include updates of client census data on a group annuity block of business. In
addition, the 2005 period benefited from improved investment results, primarily reflecting lower crediting rates on full service general
account liabilities, and from the collection of investment income on a previously defaulted bond in the first quarter of 2005 amounting to
$7 million.

2004 to 2003 Annual Comparison. Adjusted operating income increased $142 million, from $192 million in 2003 to $334 million in
2004. Results for the segment for 2004 include $128 million of adjusted operating income from the inclusion of CIGNA’s retirement
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business from the date of acquisition. This consisted of revenues of $875 million and total benefits and expenses of $747 million. Revenues
from the acquired business consisted primarily of $580 million in net investment income, mainly related to trading assets supporting
insurance liabilities, and $204 million in asset management fees and other income. Benefits and expenses from the acquired business
consisted primarily of $451 million of interest credited to policyholders’ account balances and $302 million of general and administrative
expense. Transition costs related to the acquisition were $43 million in 2004.

Adjusted operating income from the segment’s original businesses increased $14 million, from $192 million in 2003 to $206 million
in 2004, primarily reflecting lower crediting rates on full service general account liabilities and higher asset management and service fees
from a larger base of full service customer account values. A benefit in the prior year from investment market value changes in the
institutional investment products business was a partial offset.

Revenues

2005 to 2004 Annual Comparison. Revenues, as shown in the table above under “—Operating Results,” increased $800 million,
from $3.225 billion in 2004 to $4.025 billion in 2005. Revenue of the business acquired from CIGNA contributed $420 million of this
increase, as revenue was $1.295 billion in 2005, compared to $875 million in 2004, which included only the initial nine months of results
for these operations. Revenue for the segment’s original businesses, excluding the business acquired from CIGNA, increased by $380
million. Premiums increased $225 million, primarily due to an increase in sales of structured settlements following the upgrade of
Prudential Insurance’s financial strength rating by A.M. Best during 2004. Net investment income increased $145 million reflecting a
larger base of invested assets due to sales of guaranteed investments in the institutional and retail markets and investments financed by
borrowings. In addition, net investment income included greater mortgage prepayment income, which increased $34 million in 2005, and
$7 million from the collection of investment income on a previously defaulted bond. These factors were partially offset by lower portfolio
yields.

2004 to 2003 Annual Comparison. Revenues increased $944 million, from $2.281 billion in 2003 to $3.225 billion in 2004 and
include $875 million of revenue in 2004 from the business acquired from CIGNA, as discussed above. Revenue for the segment’s original
businesses, excluding the business acquired from CIGNA, increased by $69 million. Premiums increased $62 million, primarily due to an
increase in sales of structured settlements following the upgrade of Prudential Insurance’s financial strength rating by A.M. Best during
2004. Asset management fees and other income increased $24 million as a result of growth in customer account values. Partially offsetting
these increases was a decrease in net investment income as the prior period benefited from investment market value changes.

Benefits and Expenses

2005 to 2004 Annual Comparison. Benefits and expenses, as shown in the table above under “—Operating Results,” increased $636
million, from $2.891 billion in 2004 to $3.527 billion in 2005. Benefits and expenses of the business acquired from CIGNA contributed
$353 million of this increase as benefits and expenses were $1.100 billion in 2005, compared to $747 million in 2004, which included only
the initial nine months of results for these operations. Benefits and expenses for the segment’s original businesses, excluding the business
acquired from CIGNA, increased by $283 million. Policyholders’ benefits, including the change in policy reserves, increased by $185
million reflecting an increase in reserves commensurate with the increase in premiums discussed above, partially offset by reserve releases
of $27 million mainly from updates of client census data on a group annuity block of business. Interest credited to policyholders’ account
balances increased $45 million, as interest credited on the greater base of guaranteed investments sold in the institutional and retail markets
was partially offset by lower crediting rates on full service general account liabilities. Interest expense increased $62 million primarily due
to financing costs on borrowings, the proceeds of which were used to purchase invested assets.

2004 to 2003 Annual Comparison. Benefits and expenses increased $802 million, from $2.089 billion in 2003 to $2.891 billion in
2004 and include $747 million of benefits and expenses in 2004 from the business acquired from CIGNA, as discussed above. Benefits and
expenses for the segment’s original businesses, excluding the business acquired from CIGNA, increased by $55 million. The increase in
benefits and expenses is primarily due to a $68 million increase in policyholders’ benefits, including the change in policy reserves, mainly
reflecting the increase in premiums discussed above, partially offset by lower crediting rates on general account liabilities.
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Sales Results and Account Values

The following table shows the changes in the account values and net sales of Retirement segment products for the periods indicated.
Net sales are total sales minus withdrawals or withdrawals and benefits, as applicable. Sales and net sales do not correspond to revenues
under GAAP, but are used as a relevant measure of business activity.

Year ended December 31,
2005 2004 2003
(in millions)

Full Service(2):
Beginning total acCOUNt VAIUE . . .. .. .. ottt e e e e $ 83,8901 $32911 $26,107
LS .t 13,006 11,665 6,311
Withdrawals and Denefits . .. . ... ... e (13,918)  (13,087)  (3,648)
Change in market value, interest credited and interest iNCOME . . ... ..ottt e e e 5,406 5,592 4,141
Acquisition of CIGNAs retirement business(l) ... ... ...t e e — 46,810 —
Ending total account VAlUE . . ... ...ttt e s $ 88,385 $83,8901 $32,911
Net sales (WIthdrawalS) .. ... ...ttt ettt e e e e e e e e e $ (912) $ (1.422) $ 2,663

Institutional Investment Products(3):

Beginning total account VAlUE ... ... ... .. $ 47,680 $ 39,296 $37,554
LS . . 4,065 2,951 1,765
Withdrawals and benefits . . . .. ... ... e (5,533) (3,860)  (3,387)
Change in market value, interest credited and interest iNCOME . . ... ...ttt ittt e e 2,319 2,691 2,991
OtNET(d) oot e 451) (640) 373
Acquisition of CIGNAs retirement business(1) ... ... ... e e — 7,242 —
Ending total accoUnt VAlUE . . .. . ..ot e $ 48,080 $ 47,680 $39,296
Net Withdrawals . . .. ... et $ (1,468) $ (909) $(1,622)

(1) Account values and activity related to the CIGNA retirement business include amounts acquired under reinsurance agreements.

(2) Ending total account value for the full service business includes assets of Prudential’s retirement plan of $5.3 billion, $4.9 billion and $4.6 billion as of
December 31, 2005, 2004 and 2003, respectively.

(3) Ending total account value for the institutional investment products business includes assets of Prudential’s retirement plan of $6.4 billion, $6.9 billion
and $6.9 billion as of December 31, 2005, 2004 and 2003, respectively.

(4) Represents changes in asset balances for externally managed accounts. Includes a $152 million reduction in account value as of January 1, 2004
reflecting the adoption of SOP 03-1.

2005 to 2004 Annual Comparison. Account values in our full service business amounted to $88.4 billion as of December 31, 2005,
an increase of $4.5 billion from December 31, 2004. The increase in account values was driven by an increase in the market value of
mutual funds and separate accounts and interest on general account business, partially offset by net withdrawals. Net withdrawals
decreased $510 million primarily reflecting the withdrawal of approximately $600 million in 2004 relating to retirement plans of our retail
securities brokerage operations as a result of the combination of those operations with Wachovia Securities. In addition, the prior year
reflects only the initial nine months of sales and withdrawal activity from the retirement business acquired from CIGNA.

Account values in our institutional investment products business amounted to $48.1 billion as of December 31, 2005, an increase of
$400 million from December 31, 2004. The increase in account values was driven by interest on general account business, market value
increases and client reinvestment of interest income and dividends on separate accounts, mainly offset by net withdrawals. Net withdrawals
increased $559 million largely due to a transfer in 2005 of account values to our Asset Management segment. An increase in structured
settlement sales during 2005 partially offset these withdrawals. In addition, the prior year reflects only the initial nine months of sales and
withdrawal activity from the retirement business acquired from CIGNA.

2004 to 2003 Annual Comparison. Account values in our full service business amounted to $83.9 billion as of December 31, 2004,
an increase of $51.0 billion from December 31, 2003, primarily reflecting $46.8 billion of account value acquired from CIGNA. Also
contributing to this increase was a $5.6 billion increase in the market value of mutual funds and separate accounts and client reinvestment
of interest income and dividends during 2004. These increases were partially offset by net withdrawals of $1.4 billion, which include the
withdrawal of approximately $600 million in the first quarter of 2004 relating to retirement plans of our retail securities brokerage
operations as a result of the combination of these operations with Wachovia Securities. The decline in net sales from 2003 was primarily
due to the increase in lapses related to the acquisition of the CIGNA retirement business, as expected, a transfer from the full service
business to our Asset Management segment, and a single large case sale in the third quarter of 2003.

Account values in our institutional investment products business amounted to $47.7 billion as of December 31, 2004, an increase of
$8.4 billion from December 31, 2003, primarily reflecting $7.2 billion of account value acquired from CIGNA. Also contributing to this
increase was $2.7 billion of market value increases and client reinvestment of interest income and dividends, which were partially offset by
net withdrawals of $0.9 billion. The decrease in net withdrawals from 2003 reflects sales of funding agreements through our Funding
Agreements Notes Issuance Program.
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International Insurance and Investments Division

The operations of our International Insurance and International Investments segments are subject to currency fluctuations that can
materially affect their U.S. dollar results from period to period even if results on a local currency basis are relatively constant. The financial
results of our International Insurance segment for all periods presented and our International Investments segment beginning January 1,
2005 reflect the impact of an intercompany arrangement with Corporate and Other operations pursuant to which the segments’ results of
operations in all countries are translated at fixed currency exchange rates. The fixed rates are determined in connection with a currency
hedging program designed to mitigate the risk that unfavorable exchange rate changes will reduce the segments’ U.S. dollar equivalent
earnings. The intercompany arrangement with Corporate and Other operations decreased revenues and adjusted operating income of the
International Insurance segment by $38 million, $75 million, and $46 million in 2005, 2004, and 2003, respectively, and decreased
revenues and adjusted operating income of the International Investments segment by $6 million in 2005. Pursuant to this program,
Corporate and Other operations executes forward sale contracts with third parties in the hedged currency in exchange for U.S. dollars at a
specified exchange rate. The maturities of these contracts correspond with the future periods in which the non-U.S. earnings are expected to
be generated. This program is primarily associated with the International Insurance segment’s businesses in Japan, Korea and Taiwan and
the International Investments segment’s businesses in Korea and Europe. Results of Corporate and Other operations include any differences
between the translation adjustments recorded by the segments and the gains or losses recorded from the forward sales contracts.

To provide a better understanding of local operating performance within the International Insurance segment we have analyzed local
results, where indicated below, both on the basis of weighted average monthly exchange rates, inclusive of the effects of the intercompany
arrangement discussed above, and on the basis of constant exchange rates. When we discuss constant exchange rate information, it is on the
basis of the average exchange rates for the year ended December 31, 2005.

International Insurance

Operating Results
The following table sets forth the International Insurance segment’s operating results for the periods indicated.
Year ended December 31,

2005 2004 2003

(in millions)

Operating Results:
Revenues:
International Insurance, excluding Gibraltar Life ... ....... ... .. . . . i $4,482  $3,404  $2,886
Gibraltar Life ... ... e 3,113 2,938 2,695

7,595 6,342 5,581

Benefits and expenses:
International Insurance, excluding Gibraltar Life . .......... .. .. . 3,674 2,889 2,437
Gibraltar Life ... ... 2,611 2,536 2,325

6,285 5,425 4,762

Adjusted operating income:

International Insurance, excluding Gibraltar Life ... ........ ... 808 515 449
Gibraltar Life ... ... e 502 402 370
1,310 917 819
Realized investment gains (losses), net, and related adjustments(1) .......... ... ... i 180 16 21
Related charges(1)(2) . .. oot e e e (89) (13) (35)
Investment gains on trading account assets supporting insurance liabilities,net(3) ............. ... ... ...... 186 56 —
Change in experience-rated contractholder liabilities due to asset value changes(4) .......................... (186) (56) —

Income from continuing operations before income taxes, extraordinary gain on acquisition and cumulative effect of
ACCOUNTING CHANZE . . . oottt ettt et e e et et e e e ettt e e e et e e e et e e e s $1,401  $ 920 $ 805

(1) Revenues exclude Realized investment gains (losses), net, and related charges and adjustments. The related charges represent the impact of Realized
investment gains (losses), net, on the amortization of unearned revenue reserves. For a discussion of these items see “—Realized Investment Gains and
General Account Investments—Realized Investment Gains.”

(2) Benefits and expenses exclude related charges that represent the element of “Dividends to policyholders” that is based on a portion of certain realized
investment gains required to be paid to policyholders and the impact of Realized investment gains (losses), net, on the amortization of deferred policy
acquisition costs. For a discussion of these items see “—Realized Investment Gains and General Account Investments—Realized Investment Gains.”

(3) Revenues exclude net investment gains and losses on trading account assets supporting insurance liabilities. For a discussion of these items see
“—Trading Account Assets Supporting Insurance Liabilities.”

(4) Benefits and expenses exclude changes in contractholder liabilities due to asset value changes in the pool of investments supporting these experience-
rated contracts. For a discussion of these items see “—Trading Account Assets Supporting Insurance Liabilities.”

On November 1, 2004, we acquired Aoba Life for a total purchase price of $191 million. Results of Aoba Life for the year ended
December 31, 2005, reflect operations from the date of acquisition and are included as a component of our international insurance
operations other than Gibraltar Life. In the first quarter of 2005, Aoba Life was integrated with and merged into our existing Japanese Life
Planner operation, Prudential of Japan.
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Adjusted Operating Income

2005 to 2004 Annual Comparison. Adjusted operating income from our international insurance operations, other than Gibraltar Life,
increased $293 million, from $515 million in 2004 to $808 million in 2005, including the results from our Aoba Life business, which was
integrated with our existing Japanese Life Planner operation during the first quarter of 2005, and a $27 million favorable impact of
currency fluctuations. Excluding the impact of currency fluctuations, adjusted operating income of our international insurance operations,
other than Gibraltar Life, increased $266 million, reflecting continued growth of our Japanese Life Planner operation and continued growth
of our operations outside Japan. Additionally, adjusted operating income reflected increased investment income margins of $52 million as a
result of certain portfolio strategies implemented in 2005, a one-time $44 million benefit from an investment in a joint venture, a $5 million
reduction in our liability for guaranty fund assessments, and a $5 million benefit from reserve refinements on recently introduced products.

Gibraltar Life’s adjusted operating income increased $100 million, from $402 million in 2004 to $502 million in 2005, including a $26
million favorable impact of currency fluctuations. Excluding the impact of currency fluctuations, adjusted operating income of Gibraltar
Life increased $74 million, reflecting a $65 million improvement in investment income margins, current year benefits of approximately $10
million from a reduction in our liability for guaranty fund assessments and $9 million from refinements in reserves for a block of business,
partially offset by the benefit in the prior year period from the extinguishment of a liability established in connection with Gibraltar Life’s
reorganization. The improvement in investment income margins was primarily a result of certain portfolio strategies implemented in 2005,
including increased investments in unhedged U.S. dollar denominated securities.

2004 to 2003 Annual Comparison. Adjusted operating income from our international insurance operations, other than Gibraltar Life,
increased $66 million, from $449 million in 2003 to $515 million in 2004, including a $15 million favorable impact of currency
fluctuations. Excluding the impact of currency fluctuations, adjusted operating income of our international insurance operations, other than
Gibraltar Life, increased $51 million, as the impact of continued growth of our Japanese Life Planner operation and costs in 2003 of
relocating to a new home office building in Tokyo were partially offset by a less favorable level of policy benefits and expenses in 2004.

Gibraltar Life’s adjusted operating income increased $32 million, from $370 million in 2003 to $402 million in 2004, including an $18
million favorable impact of currency fluctuations. Excluding the impact of currency fluctuations, adjusted operating income of Gibraltar
Life increased $14 million, after reflecting a $9 million benefit in 2003 resulting from a decrease in our estimated liability for guaranty
fund assessments for which 2004 includes only a minimal benefit. The increase from 2003 came primarily from a more favorable level of
policyholders’ benefits and expenses, including the extinguishment during 2004 of a liability established in connection with Gibraltar
Life’s reorganization, partially offset by the effect of a lower than anticipated level of surrenders in 2004, requiring increases in reserves to
reflect the continuation of business in force that we had expected to terminate.

Revenues

2005 to 2004 Annual Comparison. Revenues, as shown in the table above under “—Operating Results,” increased $1.253 billion,
from $6.342 billion in 2004 to $7.595 billion in 2005, including the revenues from our Aoba Life business, and a net favorable impact of
$105 million relating to currency fluctuations. Excluding the impact of currency fluctuations, revenues increased $1.148 billion, from
$6.446 billion in 2004 to $7.594 billion in 2005. Revenues, on this basis, from our international insurance operations, other than Gibraltar
Life, increased $991 million from 2004 to 2005. This increase in revenues came primarily from increases in premiums and policy charges
and fee income of $680 million, from $3.173 billion in 2004 to $3.853 billion in 2005, and an increase in net investment income of $300
million, from $328 million in 2004 to $628 million in 2005. Premiums and policy charges and fee income from our Japanese Life Planner
operation increased $560 million, from $2.136 billion in 2004 to $2.696 billion in 2005, reflecting business growth and the contribution of
the acquired Aoba Life business. Premiums and policy charges and fee income from our Korean operation increased $115 million, from
$786 million in 2004 to $901 million in 2005. The increases in premiums and policy charges and fee income are associated with business
growth and reflect new sales and strong persistency. The increase in net investment income reflects the favorable effects of certain
investment portfolio strategies implemented in 2005 including duration lengthening and increased U.S. dollar investments, asset growth,
including the Aoba Life acquisition, and a one-time $44 million benefit from an investment in a joint venture.

Revenues for Gibraltar Life increased $175 million, from $2.938 billion in 2004 to $3.113 billion in 2005, including an $18 million
favorable impact of currency fluctuations. Excluding the impact of the currency fluctuations, revenues increased $157 million, from $2.931
billion in 2004 to $3.088 billion in 2005. The increase in revenues reflects a $133 million increase in premiums from single pay contracts
for which there is a corresponding increase in benefits and expenses, and a $79 million improvement in net investment income, described
above, partially offset by business run-off due to the expected attrition of older business. The increase in premiums from single pay
contracts includes primarily additional face amounts of insurance issued pursuant to a special dividend arrangement established as part of
Gibraltar Life’s reorganization and distributed in 2005.

2004 to 2003 Annual Comparison. Revenues increased $761 million, from $5.581 billion in 2003 to $6.342 billion in 2004,
including a net favorable impact of $349 million relating to currency fluctuations. Excluding the impact of currency fluctuations, revenues
increased $412 million, from $6.034 billion in 2003 to $6.446 billion in 2004. Revenues on this basis from our international insurance
operations, other than Gibraltar Life, increased $369 million. This increase in revenues came primarily from an increase in premiums and
policy charges and fee income of $289 million, from $2.884 billion in 2003 to $3.173 billion in 2004. Premiums and policy charges and fee
income from our Japanese Life Planner operation increased $128 million, from $2.008 billion in 2003 to $2.136 billion in 2004, including a
$60 million decline in premiums from single pay contracts for which there was a corresponding decline in policyholders’ benefits,
including changes in reserves. Premiums and policy charges and fee income, excluding the premiums from single pay contracts, increased
$189 million. Premiums and policy charges and fee income from our Korean operation increased $123 million, from $663 million in 2003
to $786 million in 2004. The increase in premium and policy charges and fee income in both operations, excluding the effect of the single
pay contracts, was primarily the result of new sales and strong persistency. Premiums and policy charges and fee income in all other
countries increased $38 million from 2003 to 2004, including an increase of $20 million from our operation in Taiwan.

Prudential Financial 2005 Annual Report 35



Revenues for Gibraltar Life increased $243 million, from $2.695 billion in 2003 to $2.938 billion in 2004, including a $200 million
favorable impact of currency fluctuations. Excluding the impact of the currency fluctuations, revenues increased $43 million, from $2.888
billion in 2003 to $2.931 billion in 2004, due primarily to increased premiums from single pay contracts of $125 million for which there
was a corresponding increase in policyholders’ benefits. Sales of single pay business in 2003 consisted primarily of endowment contracts,
for which premiums collected from customers are not included in reported revenues. Excluding the effect of single pay contracts, revenue
declined due to a reduction in the in force business.

Benefits and Expenses

2005 to 2004 Annual Comparison. Benefits and expenses, as shown in the table above under “—Operating Results,” increased $860
million, from $5.425 billion in 2004 to $6.285 billion in 2005, including benefits and expenses of our Aoba Life business, and a net
unfavorable impact of $52 million related to currency fluctuations. Excluding the impact of currency fluctuations, benefits and expenses
increased $808 million, from $5.448 billion in 2004 to $6.256 billion in 2005. On the same basis, benefits and expenses of our Japanese
Life Planner operation increased $608 million from 2004 to 2005, including the benefits and expenses from our Aoba Life business.
Benefits and expenses from our Korean operation increased $105 million, from $707 million in 2004 to $812 million in 2005. The
increases in benefits and expenses reflect increases in policyholders’ benefits, including changes in reserves, resulting from the aging of
business in force and a greater volume of business in force, which was driven by new sales and strong persistency, as well as the
contribution of the acquired Aoba Life business in Japan. A $5 million reduction in the liability for Japanese guaranty fund assessments and
a $5 million reduction in reserves due to refinements relative to recently introduced products of our Korean business during 2005 were
partial offsets to the growth in benefits and expenses.

Gibraltar Life’s benefits and expenses increased $75 million, from $2.536 billion in 2004 to $2.611 billion in 2005, including an $8
million favorable impact of currency fluctuations. Excluding the impact of the currency fluctuations, benefits and expenses increased $83
million, from $2.502 billion in 2004 to $2.585 billion in 2005, with an increase corresponding to the increased premiums from single pay
contracts discussed above partially offset by expected attrition of older business and a reduction in our liability for guaranty fund
assessments of approximately $10 million, together with a benefit of $9 million from refinements in reserves for a block of business during
the 2005 period. Benefits and expenses in the prior year period were reduced by $11 million from the extinguishment of a liability that was
established in connection with Gibraltar Life’s reorganization in 2001.

2004 to 2003 Annual Comparison. Benefits and expenses increased $663 million, from $4.762 billion in 2003 to $5.425 billion in
2004, including an unfavorable impact of $316 million related to currency fluctuations. Excluding the impact of currency fluctuations,
benefits and expenses increased $347 million reflecting a $318 million increase in our international insurance operations other than
Gibraltar Life, and a $29 million increase from Gibraltar Life. On this same basis, benefits and expenses of our Japanese Life Planner
operation increased $125 million from 2003 to 2004, but reflect lower policyholders’ benefits, including changes in reserves, in 2004
related to the single pay contracts noted above. Benefits and expenses from our Korean operation increased $146 million from $561 million
in 2003 to $707 million in 2004. The increase in benefits and expenses in both operations, excluding the effect of the single pay contracts,
reflects an increase in policyholders’ benefits, including changes in reserves, resulting from the aging of business in force and a greater
volume of business in force, which was driven by new sales and continued strong persistency.

Gibraltar Life’s benefits and expenses increased $211 million, from $2.325 billion in 2003 to $2.536 billion in 2004, including an
increase of $182 million related to currency fluctuations. Excluding the impact of the currency fluctuations, benefits and expenses
increased $29 million from 2003 to 2004, reflecting an increase in policyholders’ benefits, including changes in reserves associated with
single pay contracts and the greater increases in policy reserves, in 2004, associated with a lower than anticipated level of surrenders. In
addition, benefits and expenses for 2003 include a $9 million benefit from decreases in our estimated liability for guaranty fund
assessments for which 2004 includes only a minimal benefit. These increases were partially offset by a lower level of policyholders’
benefits due primarily to a reduction in the in force business and the reduction in reserves related to the extinguishment of a liability
established in connection with Gibraltar Life’s reorganization as well as a more favorable level of general and administrative expenses
compared to 2003.

Sales Results

In managing our international insurance business, we analyze new annualized premiums, which do not correspond to revenues under
GAAP, as well as revenues, because new annualized premiums measure the current sales performance of the segment, while revenues
reflect the renewal persistency and aging of in force policies written in prior years and net investment income, in addition to current sales.
New annualized premiums on an actual and constant exchange rate basis are as follows for the periods indicated.

Year ended December 31,
2005 2004 2003
(in millions)

New annualized premiums:
On an actual exchange rate basis:

International Insurance, excluding Gibraltar Life . ........ ... . . $ 856 $668 $608

Gibraltar Life . ... ... e 323 277 296

Ot .« oottt e $1,179 $945 $904
On a constant exchange rate basis:

International Insurance, excluding Gibraltar Life ............ .. . . $ 856 $684 $658

GIbraltar Life . . ... oottt e e e 319 274 315

Ot . ot e $1,175 $958 $973
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2005 to 2004 Annual Comparison. On a constant exchange rate basis, new annualized premiums increased $217 million, from $958
million in 2004 to $1.175 billion in 2005. On the same basis, new annualized premiums from our Japanese Life Planner operation increased
$130 million, reflecting sales of U.S. dollar denominated life insurance products with a retirement income feature introduced in November
2004 and an increase in the number of Life Planners. Sales in all other countries, also on a constant exchange rate basis, increased $42
million, primarily reflecting increases in sales in Korea and Taiwan. New annualized premiums from our Gibraltar Life operation increased
$45 million, on a constant exchange rate basis, from 2004 to 2005 as sales results in the current period benefited $48 million from the sales
of single pay contracts, for which the prior year period benefited $40 million, and $47 million from a recently introduced single pay U.S.
dollar denominated deferred annuity product.

2004 to 2003 Annual Comparison. On a constant exchange rate basis, new annualized premiums declined $15 million from $973
million in 2003 to $958 million in 2004. On the same basis, new annualized premiums from our Japanese Life Planner operation increased
$28 million, reflecting an increase in the number of Life Planners. Sales in all other countries, also on a constant exchange rate basis,
declined $3 million, primarily reflecting a decline in sales in Korea resulting from the appointment of Life Planners to sales management
positions in newly opened agencies as well as weakness in economic conditions in that country. New annualized premiums from our
Gibraltar Life operation declined $41 million, on a constant exchange rate basis, from 2003 to 2004 as sales results in 2003 benefited $95
million from the sales of single pay contracts for which 2004 benefited $40 million. Sales of single pay contracts in 2004 declined due to a
reduction in guaranteed rates in the latter half of 2003. Sales other than single pay contracts increased 6%.

Investment Margins and Other Profitability Factors

Many of our insurance products sold in international markets provide for the buildup of cash values for the policyholder at
contractually fixed guaranteed interest rates. Japanese authorities regulate interest rates guaranteed in our Japanese insurance contracts. The
guaranteed interest rates do not necessarily match the actual returns on the underlying investments and there may be times when the spread
between the actual investment returns and these guaranteed rates of return to the policyholder is negative and in which this negative spread
may not be offset by the mortality, morbidity and expense changes we earn on the products. With regulatory approval, guaranteed rates
may be changed on new business. While these actions enhance our ability to set rates commensurate with available investment returns, the
major sources of profitability on our products sold in Japan, other than at Gibraltar, are margins on mortality, morbidity and expense
charges rather than investment spreads.

We base premiums and cash values in most countries in which we operate on mandated mortality and morbidity tables. Our mortality
and morbidity experience in the International Insurance segment on an overall basis in 2005, 2004, and 2003 was well within our pricing
assumptions and below the guaranteed levels reflected in the premiums we charge.

International Investments

Operating Results
The following table sets forth the International Investments segment’s operating results for the periods indicated.
Year ended December 31,

2005 2004 2003

(in millions)

Operating results:

REVETIUES o o oottt ettt e ettt e e et e e e e e $486 $447 $240

B POSES . o 376 361 250

Adjusted Operating INCOME . . . ... oottt ettt et et et e e e e e e e e e e e 110 86 (10)
Realized investment gains (10sses), NEt(1) . . ... .ot — (48) (52)
Related Charges(2) . . ..ot — — —

Income (loss) from continuing operations before income taxes, extraordinary gain on acquisition and cumulative effect
of aCCOUNUING ChANZE . . . o o .ttt e e e e e e e $110

&
(953
(o]

$(62)

(1) Revenues exclude Realized investment gains (losses), net. For a discussion of these items see “—Realized Investment Gains and General Account
Investments—Realized Investment Gains.”

(2) Benefits and expenses exclude related charges which represent the unfavorable (favorable) impact of Realized investment gains (losses), net, on
minority interest. For a discussion of these items see “—Realized Investment Gains and General Account Investments—Realized Investment Gains.”

On February 27, 2004, we acquired an 80% interest in Hyundai Investment and Securities Co., Ltd. and its subsidiary Hyundai
Investment Trust Management Co., Ltd., a Korean asset management firm, from an agency of the Korean government for $301 million in
cash, including $210 million used to repay debt assumed. The acquired company was subsequently renamed Prudential Investment &
Securities Co., Ltd, or PISC. The results of these operations are included in our consolidated results beginning March 1, 2004. See Note 3
to the Consolidated Financial Statements for further discussion of this acquisition.

Adjusted Operating Income

2005 to 2004 Annual Comparison. Adjusted operating income increased $24 million, from $86 million in 2004 to $110 million in
2005. This increase is primarily a result of the acquisition of PISC, as the prior year reflects only ten months of results of the acquired
business. Also contributing to the increase in adjusted operating income is higher fee and commission income from PISC, partially offset
by a corresponding increase in operating expenses, including minority interest, during the current year. During 2005, PISC contributed $74
million of adjusted operating income, including $24 million of fee revenue from the Korean government under an agreement entered into in
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connection with the acquisition of PISC, related to the provision of asset management and brokerage services, which agreement extends
until February 27, 2009. During 2004, PISC contributed $53 million of adjusted operating income from its initial ten months of operation,
including $20 million of fee revenue from the Korean government under the agreement discussed above.

2004 to 2003 Annual Comparison. Adjusted operating income increased $96 million, from a loss of $10 million in 2003 to income
of $86 million in 2004, primarily reflecting earnings of $53 million attributable to our acquisition of PISC in the first quarter of 2004, as
discussed above. Also contributing to the increase in adjusted operating income were improved results from our global derivatives
businesses, as well as the negative effect in 2003 of a $34 million charge to write off a receivable related to an investment in Korea.

Revenues

2005 to 2004 Annual Comparison. Revenues, as shown in the table above under “—Operating Results,” increased $39 million, from
$447 million in 2004 to $486 million in 2005 primarily due to the results of PISC, as discussed above.

2004 to 2003 Annual Comparison. Revenues increased $207 million, from $240 million in 2003 to $447 million in 2004, primarily
due to our acquisition of PISC in the first quarter of 2004. Also contributing to the increase were higher revenues from our global
derivatives businesses, as well as the negative effect in 2003 of a $34 million charge to write off a receivable related to an investment in
Korea.

Expenses
2005 to 2004 Annual Comparison. Expenses, as shown in the table above under “—Operating Results,” increased $15 million, from
$361 million in 2004 to $376 million in 2005 primarily due to the results of PISC, as discussed above.

2004 to 2003 Annual Comparison. Expenses increased $111 million, from $250 million in 2003 to $361 million in 2004, primarily
due to our acquisition of PISC in the first quarter of 2004.

Corporate and Other

Corporate and Other includes corporate operations, after allocations to our business segments and real estate and relocation services.

Corporate operations consist primarily of: (1) corporate-level income and expenses, after allocations to any of our business segments,
including income from our qualified pension plans and investment returns on capital that is not deployed in any of our segments; (2) returns
from investments that we do not allocate to any of our business segments, including a debt-financed investment portfolio, as well as the
impact of transactions with other segments; and (3) businesses that we have placed in wind-down status but have not divested.

Year ended December 31,
2005 2004 2003
(in millions)

Operating Results:

Corporate Operations(1) ... ... ..ottt et e e $ 93 $ 66 $ 21

Real Estate and Relocation SEIVICES . . . . ..ottt ettt e et e e e e e e e e e e 105 101 63

Adjusted Operating iNCOME . . ... ...ttt ettt ettt e ettt e e e e e e e e e e e 198 167 84
Realized investment gains (losses), net, and related adjustments(2) .. ...........o ittt 362 (34) (36)
Divested DUSINESSES(3) . o v vttt ettt e e e e e e e e e e e (50) (33) (158)

Income (loss) from continuing operations before income taxes, extraordinary gain on acquisition and cumulative effect of
ACCOUNtING ChANGE . . . ..ottt et e e $510 $100 $(110)
(1) Includes consolidating adjustments.

(2) See “—Realized Investment Gains and General Account Investments—Realized Investment Gains” for a discussion of these items.
(3) See “—Divested Businesses” for a discussion of the results of our divested businesses.

2005 to 2004 Annual Comparison. Adjusted operating income increased $31 million, from $167 million in 2004 to $198 million in
2005. Adjusted operating income from corporate operations increased $27 million, from $66 million in 2004 to $93 million in 2005. Costs
incurred for expense reduction initiatives declined from $61 million in 2004 to $11 million in 2005. Results for 2005 also include the
reversal of $30 million of amortization of deferred policy acquisition costs recorded in prior periods. Corporate operations included $40
million of costs in 2005 from retained obligations relating to policyholders with whom we had previously agreed to provide insurance for
reduced or no premium in accordance with contractual settlements related to prior individual life sales practices remediation, as compared
to $68 million in 2004. The costs in 2004 include the impact of a reduction in our policy dividend scale. Our obligations under these
settlements relate to both variable life and traditional dividend-paying policies that were issued before our demutualization. A reduction in
the 2005 dividend scale resulted in an increase in the obligation for net premiums on traditional dividend-paying policies to be absorbed by
us under these settlements, which was recognized within 2004 Corporate and Other results. Corporate operations includes income from our
qualified pension plan of $411 million in 2005, a decrease of $55 million from $466 million in 2004. The decline includes the impact of a
reduction in the expected return on plan assets from 8.75% for 2004 to 8.50% for 2005. Corporate operations investment income, net of
interest expense, decreased $24 million, reflecting increased borrowings.

For purposes of calculating pension income from our own qualified pension plan for the year ended December 31, 2006, we will apply

a discount rate of 5.50% and we will reduce the expected return on plan assets to 8.00% from 8.50% in 2005. In addition, the assumed rate
of increase in compensation levels will remain unchanged at 4.50%. We determined our expected return on plan assets based upon the
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arithmetic average of prospective returns, which is based upon a risk free rate as of the measurement date adjusted by a risk premium that
considers historical statistics and expected investment manager performance, for equity, debt and real estate markets applied on a weighted
average basis to our pension asset portfolio. Giving effect to the foregoing assumptions, we expect on a consolidated basis income from our
own qualified pension plan will continue to contribute to adjusted operating income in 2006, but at a level of about $65 million to $75
million below that of the year 2005. In 2006, pension service costs related to active employees will continue to be allocated to our business
segments.

Adjusted operating income of our real estate and relocation services business increased $4 million, from $101 million in 2004 to $105
million in 2005. The improvement is the result of higher revenues in our real estate franchise operations and higher operating income in our
real estate financing business due to increased real estate transaction volumes and home prices.

2004 to 2003 Annual Comparison. Corporate and Other had adjusted operating income of $167 million in 2004 compared to $84
million in 2003. Adjusted operating income from corporate operations increased by $45 million, from $21 million in 2003 to $66 million in
2004. Corporate operations includes income from our qualified pension plan of $466 million in 2004, an increase of $94 million from $372
million in 2003, reflecting an increase in the allocation to other segments of pension service costs. The increase in allocated pension service
costs in 2004 was partially offset by a reduction in the allocation to other segments of other benefit costs related to non-active employees
that are now retained in corporate operations. In 2003, Corporate operations general and administrative expenses included $37 million of
costs related to a structured financing transaction we entered into prior to our demutualization. General and administrative expenses, other
than this cost, increased $42 million in comparison to 2003, reflecting the reduction in the allocation to other segments of other benefit
costs related to non-active employees discussed above. Our 2004 results reflect an initial $39 million benefit from reduction in
postretirement benefit costs relating to the Medicare Prescription Drug, Improvement and Modernization Act of 2003.

Corporate operations included $68 million of costs in 2004 from retained obligations relating to policyholders with whom we had
previously agreed to provide insurance for reduced or no premium in accordance with contractual settlements related to prior individual life
sales practices remediation, as compared to $23 million in 2003. The costs in 2004 include the impact of a reduction in our policy dividend
scale, as discussed above.

Adjusted operating income of our real estate and relocation services increased by $38 million, from $63 million in 2003 to $101
million in 2004. The improvement is the result of higher revenues in our real estate franchise operations and higher operating income in our
real estate financing business due to increased real estate transaction volumes and home prices.

Results of Operations of Closed Block Business

We established the Closed Block Business effective as of the date of demutualization. The Closed Block Business includes our in
force traditional domestic participating life insurance and annuity products and assets that are used for the payment of benefits and
policyholder dividends on these policies, as well as other assets and equity and related liabilities that support these policies. We no longer
offer these traditional domestic participating policies. See “—Overview—Closed Block Business” for additional details.

At the end of each year, the Board of Directors of Prudential Insurance determines the dividends payable on participating policies for
the following year based on the experience of the Closed Block, including investment income, net realized and unrealized investment gains,
mortality experience and other factors. Although Closed Block experience for dividend action decisions is based upon statutory results, at
the time the Closed Block was established, we developed, as required by GAAP, an actuarial calculation of the timing of the maximum
future earnings from the policies included in the Closed Block. If actual cumulative earnings in any given period are greater than the
cumulative earnings we expect, we will record this excess as a policyholder dividend obligation. We will subsequently pay this excess to
Closed Block policyholders as an additional dividend unless it is otherwise offset by future Closed Block performance that is less favorable
than we originally expected. The policyholder dividends we charge to expense within the Closed Block Business include any change in
policyholder dividend obligations that we recognize for the excess of actual cumulative earnings in any given period over the cumulative
earnings we expect in addition to the actual policyholder dividends declared by the Board of Directors of Prudential Insurance. As of
December 31, 2005, the Company has recognized a policyholder dividend obligation to Closed Block policyholders for the excess of actual
cumulative earnings over the expected cumulative earnings of $326 million. Actual cumulative earnings, as required by GAAP, reflect the
recognition of realized capital gains in the current period. Additionally, net unrealized investment gains have arisen subsequent to the
establishment of the Closed Block due to the impact of lower interest rates on the market value of fixed maturities available for sale. These
net unrealized investment gains have been reflected as a policyholder dividend obligation of $2.302 billion, as of December 31, 2003, to be
paid to Closed Block policyholders, unless otherwise offset by future experience, with an offsetting amount reported in accumulated other
comprehensive income.

Operating Results

Management does not consider adjusted operating income to assess the operating performance of the Closed Block Business.
Consequently, results of the Closed Block Business for all periods are presented only in accordance with GAAP. The following table sets
forth the Closed Block Business GAAP results for the periods indicated.

Year ended December 31,
2005 2004 2003
(in millions)

GAAP results:
REVENUES .« . ottt e e e e e e $8,026 $8,231 $7,982
Benefits and eXPEenSes . . .. ...ttt e e e e e e e e e 7,544 7,316 7,612

Income from continuing operations before income taxes, extraordinary gain on acquisition and cumulative effect of
acCOUNtING ChANGE . . . .. ..o $ 482 $ 915 $ 370
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Income from Continuing Operations Before Income Taxes, Extraordinary Gain on Acquisition and Cumulative Effect of
Accounting Change

2005 to 2004 Annual Comparison. Income from continuing operations before income taxes, extraordinary gain on acquisition and
cumulative effect of accounting change decreased $433 million, from $915 million in 2004 to $482 million in 2005. The decrease was
primarily due to an increase of $289 million in dividends to policyholders, which includes an increase to the cumulative earnings
policyholder dividend obligation, offset by a decrease in the annual policyholder dividend, primarily as a result of a reduction in the 2005
dividend scale. Additionally, results in 2005 include a decrease in premiums and net realized investment gains. For a discussion of Closed
Block Business realized investment gains (losses), net, see “—Realized Investment Gains and General Account Investments—Realized
Investment Gains.” Partially offsetting these items, policyholder benefits and net investment income increased.

2004 to 2003 Annual Comparison. Income from continuing operations before income taxes, extraordinary gain on acquisition and
cumulative effect of accounting change increased $545 million, from $370 million in 2003 to $915 million in 2004. Net realized investment
gains increased $289 million, from $426 million in 2003 to $715 million in 2004. In addition, dividends to policyholders decreased $88
million, reflecting reductions in the 2005 dividend scale, and operating expenses declined $76 million. For a discussion of Closed Block
Business realized investment gains (losses), net, see “—Realized Investment Gains and General Account Investments—Realized
Investment Gains.”

Revenues

2005 to 2004 Annual Comparison. Revenues, as shown in the table above under “—Operating Results,” decreased $205 million,
from $8.231 billion in 2004 to $8.026 billion in 2005. The decrease reflects a decline in premiums of $156 million, from $3.776 billion in
2004 to $3.620 billion in 2005 as policies in force in the Closed Block have matured or terminated. We expect the decline in premiums for
this business to continue as these policies continue to mature or terminate. Additionally, net realized investment gains decreased $79
million, from $715 million in 2004 to $636 million in 2005. Partially offsetting these items, net investment income increased $40 million,
from $3.681 billion in 2004 to $3.721 billion in 2005.

2004 to 2003 Annual Comparison. Revenues increased $249 million, from $7.982 billion in 2003 to $8.231 billion in 2004. Net
realized investment gains increased $289 million, from $426 million in 2003 to $715 million in 2004. Premiums decreased $84 million,
from $3.860 billion in 2003 to $3.776 billion in 2004 as policies in force matured or terminated.

Benefits and Expenses

2005 to 2004 Annual Comparison. Benefits and expenses, as shown in the table above under “—Operating Results,” increased $228
million, from $7.316 billion in 2004 to $7.544 billion in 2005, primarily due to a $289 million increase in dividends to policyholders,
which includes a $326 million increase in the cumulative earnings policyholder obligation, offset by a $37 million reduction in dividends to
policyholders, primarily due to a reduction in the 2005 dividend scale. Additionally, interest expense increased $24 million, from $168
million in 2004 to $192 million in 2005. Partially offsetting the foregoing items was a decrease of $62 million in policyholder benefits and
related changes in reserves, including interest credited to policyholders’ accounts, from $4.193 billion in 2004 to $4.131 billion in 2005,
resulting from the maturity or termination of policies in force, as discussed above. Additionally, operating expenses, including in force
based distribution costs that we charge to expense, decreased $16 million, from $485 million in 2004 to $469 million in 2005, reflecting
lower distribution costs as we have discontinued sales of traditional products and continued to reduce operating cost levels.

2004 to 2003 Annual Comparison. Benefits and expenses decreased $296 million, from $7.612 billion in 2003 to $7.316 billion in
2004. Policyholder benefits and related changes in reserves, including interest credited to policyholders’ accounts, decreased $120 million,
from $4.313 billion in 2003 to $4.193 billion in 2004, consistent with the decline in policies in force, as discussed above, as well as reserve
adjustments recorded in 2004. Dividends to policyholders decreased $88 million, from $2.452 billion in 2003 to $2.364 billion in 2004,
reflecting reductions in the 2005 dividend scale based on evaluations of the experience underlying the dividend scale. Operating expenses,
including in force based distribution costs that we charge to expense, decreased $76 million, from $561 million in 2003 to $485 million in
2004, reflecting reduced operating cost levels.

Income Taxes

Shown below is our income tax provision for the years ended December 31, 2005, 2004 and 2003, separately reflecting the impact of
certain significant items. Also presented below is the income tax provision that would have resulted from application of the statutory 35%
federal income tax rate in each of these periods.

Year ended December 31,
2005 2004 2003
(in millions)

TaX PrOVISION . .. oottt ettt e e $ 869 $ 955 $662
Impact of:
Completion of IRS examination for the years 1997 to 2001 . ... ... .. i e 720 — —
Non-taxable iINVeStMENt INCOME . . . . . ..o\ttt ettt et e e ettt et e e e e e e ettt e 185 149 72
Change in valuation alloWanCe . ... ... ... ...ttt e e e e e e (76) 24 2
NoON-deductible EXPENSES . . . .. oottt ettt et e e e e e (70) 6) 12
Effect of change in repatriation of foreign earnings ................. ... .. (64) 29 (114)
Disposition Of SUDSIAIATIES . . . . .. .ottt e — — 78
Tax provision excluding these ItemS . . .. ... ... e e e $1,564  $1,151 $ 712
Tax PrOVISION At SALULOTY TALE .+« vt v e ettt e ettt e e ettt e e e e e e e et e e e e e e e e et $1,565  $1,179  $ 694
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For the year ended December 31, 2004, the difference between taxes excluding the items shown above and taxes that would have
resulted from the application of the statutory rate is attributable, in part, to an increase in foreign and domestic tax credits and a decrease in
state income taxes.

For the year ended December 31, 2003, the difference between taxes excluding the items shown above and taxes that would have
resulted from the application of the statutory rate is attributable, in part, to reductions in foreign tax rates and an increase in tax credits,
offset by an increase in state income taxes.

Discontinued Operations

Included within net income are the results of businesses which are reflected as discontinued operations under GAAP. A summary of
the results of discontinued operations by business is as follows for the periods indicated:

Year ended December 31,
2005 2004 2003

(in millions)

Dryden Wealth MANAZEIMENE . . . . . vttt ettt ettt e e et e e et e e e et e e e e $56) $ @8l $ 4
International SECUTIHES OPEIALIONS . . . . . oo\ttt ettt ettt e e e e e e e e e e e e e e e e e e e e e (26) (42) 97)
Healthcare OPErations . . . . ... ...ttt ettt et e e e e e e e e e e e e 22 6 11
Property and casualty OPETatiONS . . ... . ... ...ttt ettt et ettt e e e e e e — 2) (28)
(31> P (7) (7) (13)
Loss from discontinued operations before inCome taxes . .. ... ...ttt e 67) (126) (131)
Income tax DENefit . . ... ... i e (5) 27) (74)
Loss from discontinued operations, Net Of tAXES . .. .. ...ttt ittt et e e et $(62) $99 $ (57

Realized Investment Gains and General Account Investments

Realized Investment Gains

Realized investment gains and losses are generated from numerous sources, including the sale of fixed maturity securities, equity
securities, real estate investments, investments in joint ventures and limited partnerships and other types of investments, as well as
adjustments to the cost 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 commercial loans, fair value changes on commercial mortgage operations’ loans, gains on commercial loans in connection with
securitization transactions, fair value changes on embedded derivatives and derivatives that do not qualify for hedge accounting treatment,
except those derivatives used in our capacity as a broker or dealer.

We perform impairment reviews on an ongoing basis to determine when a decline in value is other than temporary. In evaluating
whether a decline in value is other than temporary, we consider several factors including, but not limited to, the following: the extent
(generally if greater than 20%) and duration (generally if greater than six months) of the decline in value; the reasons for the decline (credit
event or interest rate related); our ability and intent to hold our investment for a period of time to allow for a recovery of value; and the
financial condition of and near-term prospects of the issuer. When we determine that there is an other than temporary impairment, we write
down the value of the security to its fair value, with a corresponding charge recorded in “Realized investment gains (losses), net.” The
causes of the impairments discussed below were specific to each individual issuer and did not directly result in impairments to other
securities within the same industry or geographic region.

For a further discussion of our policies regarding other than temporary declines in investment value and the related methodology for
recording fixed maturity impairments, see “—General Account Investments—Fixed Maturity Securities—Impairments of Fixed Maturity
Securities” below. For a further discussion of our policies regarding other than temporary declines in investment value and the related
methodology for recording equity impairments, see “—General Account Investments—Equity Securities—Impairments of Equity
Securities” below. Additionally, see “—Accounting Policies & Pronouncements—Application of Critical Accounting Estimates—
Valuation of Investments™ above for a discussion on investment valuations.

The level of impairments generally reflects economic conditions and is expected to increase when economic conditions worsen and to
decrease when economic conditions improve. We may realize additional credit-related losses through sales of investments pursuant to our
credit risk and portfolio management objectives.

We require most issuers of private fixed maturity securities to pay us make-whole yield maintenance payments when they prepay the
securities. Prepayments are driven by factors specific to the activities of our borrowers as well as the interest rate environment.

We use interest and currency swaps and other derivatives to manage interest and currency exchange rate exposures arising from
mismatches between assets and liabilities, including duration mismatches. We also use derivative contracts to mitigate the risk that
unfavorable changes in currency exchange rates will reduce U.S. dollar equivalent earnings generated by certain of our non-U.S.
businesses. Derivative contracts also include forward purchases and sales of to-be-announced mortgage-backed securities primarily related
to our mortgage dollar roll program. Many of these derivative contracts do not qualify for hedge accounting, and consequently, we
recognize the changes in fair value of such contracts from period to period in current earnings, although we do not necessarily account for
the hedged assets or liabilities the same way. Accordingly, realized investment gains and losses from our hedging activities can contribute
significantly to fluctuations in net income.
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Adjusted operating income excludes “Realized investment gains (losses), net,” (other than those representing profit or loss of certain
of our business which primarily originate investments for sale or syndication to unrelated investors, and those associated with terminating
hedges of foreign currency earnings and current period yield adjustments) and related charges and adjustments, which are described below.

Charges that relate to “Realized investment gains (losses), net” are excluded from adjusted operating income. Related charges, which
are offset against net realized investment gains and losses and are not applicable to the Closed Block Business, pertain to policyholder
dividends; amortization of deferred policy acquisition costs, valuation of business acquired, or VOBA, and unearned revenue reserves;
interest credited to policyholders’ account balances; reserves for future policy benefits; payments associated with the market value
adjustment features related to certain of the annuity products we sell; and minority interest in consolidated operating subsidiaries. A
percentage of net realized investment gains on specified Gibraltar Life assets is required to be paid as dividends to Gibraltar Life
policyholders. We amortize deferred policy acquisition costs, VOBA and unearned revenue reserves for certain products based on
estimated gross profits, which include net realized investment gains and losses on the underlying invested assets. The related charge for
these items represent the amortization related to net realized investment gains and losses. The related charges for interest credited to
policyholders’ account balances relate to certain group life policies that pass back certain realized investment gains and losses to the
policyholder. We adjust the reserves for some of our policies when cash flows related to these policies are affected by net realized
investment gains and losses, and the related charge for reserves for future policy benefits represents that adjustment. Certain of our annuity
products contain a market value adjustment feature that requires us to pay to the contractholder or entitles us to receive from the
contractholder, upon surrender, a market value adjustment based on the crediting rates on the contract surrendered compared to crediting
rates on newly issued contracts or based on an index rate at the time of purchase compared to an index rate at time of surrender, as
applicable. These payments offset the net realized investment gains or losses incurred upon the disposition of the underlying invested
assets. The related charge represents the payments or receipts associated with these market value adjustment features. Minority interest
expense is recorded for the earnings of consolidated subsidiaries owed to minority investors. The related charge for minority interest in
consolidated operating subsidiaries represents the portion of these earnings associated with net realized investment gains and losses. The
changes in these related charges from one period to another may be disproportionate to the changes in “Realized investment gains (losses),
net,” because the indicated adjustments relate to realized investment gains and losses evaluated over several periods.

Gains and losses pertaining to derivative contracts that do not qualify for hedge accounting treatment, other than derivatives used in
our capacity as a broker or dealer, are included in “Realized investment gains (losses), net.” This includes mark-to-market adjustments of
open contracts as well as periodic settlements. Adjusted operating income includes a portion of realized gains and losses pertaining to
certain derivative contracts, as a related adjustment. Pursuant to a currency hedging program, we execute forward sale contracts in the
hedged currencies in exchange for U.S. dollars at a specified exchange rate. The maturities of these contracts correspond with future
periods in which non-U.S. earnings are expected to be generated. When the contracts are terminated in the same period that the expected
earnings emerge, the resulting positive or negative cash flow is included in adjusted operating income. As noted above, we use interest and
currency swaps and other derivatives to manage interest and currency exchange rate exposures arising from mismatches between assets and
liabilities, including duration mismatches. The periodic swap settlements, as well as other derivative related yield adjustments, are included
in adjusted operating income to reflect the after-hedge yield of the underlying investments. For certain embedded derivatives, we also
include in adjusted operating income, as a current period yield adjustment, a portion of the cumulative realized investment gains, on an
amortized basis over the remaining life of the related security, or cumulative realized investment losses in the period incurred.

Within our Asset Management segment, the commercial mortgage operations originate loans for sale, including through securitization
transactions. The “Realized investment gains (losses), net” associated with these loans, including related derivative results and retained
mortgage servicing rights, are a principal source of earnings for this business and are included in adjusted operating income. Also within
our Asset Management segment, the proprietary investing business makes investments for sale or syndication to other investors or for
placement or co-investment in our managed funds and structured products. The “Realized investment gains (losses), net” associated with
the sale of these proprietary investments are a principal source of earnings for this business and are included in adjusted operating income.
In addition, “Realized gains (losses), net” from derivatives used to hedge certain foreign currency-denominated proprietary investments are
included in adjusted operating income.

Our Japanese insurance operations invest in “reverse dual currency” fixed maturities and loans, which pay interest in U.S. dollars,
while the principal is payable in Japanese Yen. For fixed maturities that are categorized as held to maturity, and loans where our intent is to
hold them to maturity, the change in value related to foreign currency fluctuations associated with the U.S. dollar interest payments is
recorded in “Asset management fees and other income.” Since these investments will be held until maturity, the foreign exchange impact
will ultimately be realized as net investment income as earned and therefore the impact of currency fluctuations is excluded from current
period adjusted operating income. This change in value related to foreign currency fluctuations recorded within “Asset management fees
and other income” is excluded from adjusted operating income as an adjustment to “Realized investment gains (losses), net.”

As part of the acquisition of CIGNA’s retirement business, we entered into reinsurance agreements with CIGNA, including a
modified-coinsurance-with-assumption arrangement that applies to the defined benefit guaranteed-cost contracts acquired. The net results
of these contracts are recorded in “Asset management fees and other income,” as a result of the reinsurance arrangement, and such net
results include realized investment gains and losses. These realized investment gains and losses are excluded from adjusted operating
income as a related adjustment to “Realized investment gains (losses), net.”

The following tables set forth “Realized investment gains (losses), net,” by investment type for the Financial Services Businesses and
Closed Block Business, as well as related charges and adjustments associated with the Financial Services Businesses, for the years ended
December 31, 2005, 2004 and 2003, respectively. For a discussion of our general account investment portfolio and related results,
including overall income yield and investment income, as well as our policies regarding other than temporary declines in investment value
and the related methodology for recording impairment charges, see “—General Account Investments” below. For additional details
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regarding adjusted operating income, which is our measure of performance of the segments of our Financial Services Businesses, see Note
20 to the Consolidated Financial Statements.

Year ended December 31,
2005 2004 2003

(in millions)

Realized investment gains (losses), net:

Financial Services BUSINESSES . . . .. ...ttt ettt et e e e e e e e e $ 739 $ 83 $ (46)
Closed BIOCK BUSINESS . . . .ottt ettt e e e e e e e e e e e e e e e 636 715 426
Consolidated realized investment gains (I0SSES), TEL . . . . ..ttt t ittt ettt e e e e et e et e e e e e e $1,375 $ 798 $ 380

Financial Services Businesses:
Realized investment gains (losses), net

Fixed maturity INVESIMENTS . . . .. ...\ttt ettt et ettt $ (18) $114 $ (93)
EQUILY SECUTTLIES . . . o ottt ettt e e e e e e e e e e e e e e e e e e 194 122 39
Derivative INStIUMENLS . . . . ottt ettt e ettt et e et e e e e e e e e e e 388 (313) (143)
[ 1 < P 175 160 151
TOtal .« ottt e e 739 83 (46)
Related adjustments . . ... ... e e e e (67) (1) (110)
Realized investment gains (losses), net, and related adjustments .. ... .........oeunuttt e et $ 672 $ 82 $(156)
Related Charges .. ... ...ttt $(108) $ (58) $ (43)
Closed Block Business:
Realized investment gains (losses), net
Fixed maturity INVESUTMENTS . . ..ottt ettt ettt ettt e e et e e e e e e e e $ 335  $304 $ 331
EQUILY SECUTTLIES . . . o ottt ettt e e e e e e e e e e e e e e e e e e 250 317 (33)
Derivative INSIIUMEIILS . . . o . ot vt ettt et ettt e e e e e e e e e e e e e e 40 45 64
[ 1= P 11 49 64
TOtal .« ottt e e $ 636 $715 $ 426

2005 to 2004 Annual Comparison

Financial Services Businesses

The Financial Services Businesses’ net realized investment gains in 2005 were $739 million, compared to net realized investment
gains of $83 million in 2004. Net realized losses on fixed maturity securities of $18 million in 2005 included fixed maturity impairments of
$69 million and credit-related losses of $31 million. Net realized losses on sales and maturities of fixed maturity securities of $47 million in
2005 included gross losses of $349 million, which were primarily interest rate-related. Partially offsetting these items were private bond
prepayment premiums of $96 million and a $33 million recovery of impaired principal on a previously defaulted bond. Net realized gains
on fixed maturity securities in 2004 were $114 million and relate primarily to net gains on sales and maturities of fixed maturity securities
of $171 million, which included gross realized losses of $102 million, and private bond prepayment premiums of $72 million. Partially
offsetting these items were fixed maturity impairments of $122 million and credit-related losses of $7 million. For further information on
these impairments, see the discussion below. We realized net gains on equity securities of $194 million in 2005, compared to net realized
gains of $122 million in 2004. The net realized gains on equity securities in 2005 and 2004 were primarily the result of sales in our
Gibraltar Life operations, in our proprietary investing business and in our domestic private equity portfolio. Realized gains in 2005
included net derivative gains of $388 million, compared to net derivative losses of $313 million in 2004. The gains in 2005 were primarily
the result of positive mark-to-market adjustments of $290 million on currency forward contracts used to hedge the future income of
non-U.S. businesses, mainly driven by the strengthening of the U.S. dollar against the Japanese Yen. Derivative losses in 2004 were
primarily the result of negative mark-to-market adjustments of $160 million on currency forward contracts used to hedge the future of
income of non-US business driven by the weakening of the U.S. dollar. Derivative losses in 2004 also included losses of $75 million on
hedges of investments in foreign businesses and losses of $50 million on hedges of foreign denominated investments, both driven by the
weakening of the U.S. dollar. Realized investment gains in 2005 also included a $110 million net gain for a Gibraltar Life settlement with
Dai Ichi Fire and Marine Insurance Company related to certain capital investments made by Gibraltar Life’s predecessor, Kyoei Life
Insurance Company Ltd., in Dai Ichi. This amount was partially offset in our Statement of Operations by a $68 million increase in
“Dividends to policyholders” in accordance with the reorganization plan entered into at the time of the Company’s acquisition of Gibraltar
Life, which is reflected as a related charge. Both of these items are excluded from adjusted operating income. The net realized investment
gains in 2005 and 2004 also included gains of $39 million and $63 million, respectively, related to our commercial mortgage operations. In
addition, realized investment gains in 2004 included a gain of $47 million related to the sale of a real estate investment.

During 2005, we recorded total other than temporary impairments of $82 million attributable to the Financial Services Businesses,
compared to total other than temporary impairments of $146 million attributable to the Financial Services Businesses in 2004. The
impairments in 2005 consisted of $69 million relating to fixed maturities, $8 million relating to equity securities and $5 million relating to
other invested assets which include commercial loans, real estate investments and investments in joint ventures and partnerships. The
impairments in 2004 consisted of $122 million relating to fixed maturities, $19 million relating to equity securities and $5 million relating
to other invested assets as defined above.
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The impairments recorded on fixed maturities in 2005 consisted of $64 million on public securities and $5 million on private
securities, compared with fixed maturity impairments of $48 million on public securities and $74 million on private securities in 2004.
Impairments on fixed maturities in 2005 were concentrated in the manufacturing sector and were primarily driven by downgrades in credit,
bankruptcy or other adverse financial conditions of the respective issuers. Included in public fixed maturity impairments for 2005 were
impairments related to a Japanese electronic products supplier. Impairments on fixed maturities in 2004 were concentrated in the financial
services, manufacturing and services sectors and were primarily driven by downgrades in credit, bankruptcy or other adverse financial
conditions of the respective issuers. Included in private fixed maturity impairments for 2004 were impairments related to a Korean financial
services company.

Closed Block Business

For the Closed Block Business, net realized investment gains were $636 million in 2005, compared to net realized investment gains of
$715 million in 2004. Realized gains in 2005 and 2004 included net realized gains from sales and maturities of fixed maturity securities of
$311 million and $279 million, respectively, and private bond prepayment premiums of $68 million and $92 million, respectively. Partially
offsetting these gains were fixed maturity impairments of $32 million and credit-related losses of $12 million and fixed maturity
impairments of $61 million and credit-related losses of $6 million in 2005 and 2004, respectively. For further information on these
impairments, see the discussion below. We realized net gains on equity securities of $250 million in 2005, compared to net gains of $317
million in 2004. The net realized gains on equity securities in 2005 and 2004 were primarily the result of sales pursuant to our active
management strategy. Derivative gains in 2005 and 2004 were $40 million and $45 million, respectively. The derivative gains in 2005 and
2004 were primarily related to net gains on treasury futures positions used to manage the duration of the fixed maturity investment
portfolio. Realized investment gains in 2004 also included a $37 million gain in connection with the partial divestiture of an equity
investment in a real estate operating company.

During 2005, we recorded total other than temporary impairments of $47 million attributable to the Closed Block Business, compared
to total other than temporary impairments of $81 million attributable to the Closed Block Business in 2004. The impairments in 2005
consisted of $32 million relating to fixed maturities, $10 million relating to equity securities and $5 million relating to other invested assets
as defined above. The impairments in 2004 consisted of $61 million relating to fixed maturities, $9 million relating to equity securities and
$11 million relating to other invested assets.

The impairments recorded on fixed maturities in 2005 consist of $7 million on public securities and $25 million on private securities,
compared with fixed maturity impairments of $14 million on public securities and $47 million on private securities in 2004. Impairments in
2005 were concentrated in the manufacturing and utilities sectors and were primarily driven by downgrades in credit, bankruptcy or other
adverse financial conditions of the respective issuers. Included in private fixed maturity impairments for 2005 were impairments relating to
an electronic test equipment distributor and an electric power plant. Impairments in 2004 were concentrated in the services, manufacturing
and asset-backed securities sectors and were primarily driven by downgrades in credit, bankruptcy or other adverse financial conditions of
the respective issuers. Included in private fixed maturity impairments for 2004 were impairments relating to a U.K. facilities management
company and an electronic test equipment distributor.

2004 to 2003 Annual Comparison

Financial Services Businesses

The Financial Services Businesses’ net realized investment gains in 2004 were $83 million, compared to net realized investment
losses of $46 million in 2003. Realized gains in 2004 included fixed maturity impairments of $122 million and credit-related losses of $7
million, compared with impairments of $266 million and credit-related losses of $22 million in 2003. The impact of the fixed maturity
impairments, which are further discussed below, and credit-related losses were more than offset in 2004 and partly offset in 2003 by
realized gains on fixed maturity sales and, to a lesser extent, private bond prepayment premiums. We realized net gains on equity securities
of $122 million in 2004, compared to net realized gains of $39 million in 2003. The net realized gains on equity securities in 2004 and
2003 were primarily the result of sales in our Gibraltar Life operations and in our domestic private equity portfolio. Partially offsetting
these gains were impairments of $19 million and $101 million in 2004 and 2003, respectively, as discussed below. Realized gains in 2004
include net derivative losses of $313 million, compared to net derivative losses of $143 million in 2003. The losses in 2004 were primarily
the result of negative mark-to-market adjustments of $160 million on currency forward contracts used to hedge the future income of
non-U.S. businesses, driven by the weakening of the U.S. dollar. Derivatives losses in 2004 also include losses of $75 million on hedges of
investments in foreign businesses and losses of $50 million on hedges of foreign denominated investments, both driven by the weakening
of the U.S. dollar, as well as losses of $34 million on treasury futures contracts used to manage the duration of the Company’s fixed
maturity investment portfolio. Derivative losses in 2003 were primarily the result of losses of $161 million on foreign currency forward
contracts used to hedge the future income of non-U.S. businesses, driven by the weakening of the U.S. dollar. Realized investment gains in
2004 also included a gain of $47 million related to the sale of a real estate investment, compared to 2003 which included gains of $47
million related to the sale of real estate investments and $55 million related to the sale of other long-term investments. The net realized
investment gains in 2004 and 2003 also include gains of $63 million and $2 million, respectively, related to our commercial mortgage
operations.

During 2004, we recorded total other than temporary impairments of $146 million attributable to the Financial Services Businesses,
compared to total other than temporary impairments of $382 million attributable to the Financial Services Businesses in 2003. The
impairments in 2004 consisted of $122 million relating to fixed maturities, $19 million relating to equity securities and $5 million relating
to other invested assets as defined above. The impairments in 2003 consisted of $266 million relating to fixed maturities, $101 million
relating to equity securities and $15 million relating to other invested assets as defined above.
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The impairments recorded on fixed maturities in 2004 consisted of $48 million on public securities and $74 million on private
securities, compared with fixed maturity impairments of $61 million on public securities and $205 million on private securities in 2003.
Impairments on fixed maturities in 2004 were concentrated in the financial services, manufacturing and services sectors, were primarily
driven by downgrades in credit, bankruptcy or other adverse financial conditions of the respective issuers and included a private fixed
maturity impairment relating to a Korean financial services company. Impairments on fixed maturities in 2003 were concentrated in the
manufacturing, retail and wholesale and finance sectors and were primarily driven by downgrades in credit, bankruptcy or other adverse
financial conditions of the respective issuers. Included in private fixed maturity impairments for 2003 were impairments related to a Korean
financial services company, a U.S. mining company and an Australian mining company.

We also recognized $19 million of equity security impairments in 2004 compared with $101 million of impairments in 2003. The
impairments in 2003 primarily related to our Gibraltar Life operations and were the result of equity market declines over a prolonged
period.

Closed Block Business

For the Closed Block Business, net realized investment gains were $715 million in 2004, compared to net realized investment gains of
$426 million in 2003. Realized gains in 2004 and 2003 included net realized gains on sales of fixed maturity securities and, to a lesser
extent, private bond prepayment premiums. Partially offsetting these gains were fixed maturity impairments of $61 million and credit-
related losses of $6 million, and fixed maturity impairments of $123 million and credit-related losses of $46 million in 2004 and 2003,
respectively. For further information on these impairments, see the discussion below. We realized net gains on equity securities of $317
million in 2004, net of $9 million of impairments, compared to losses of $33 million in 2003, including $59 million of impairments that are
discussed below. The net realized gains on equity securities in 2004 were primarily the result of sales as we shifted from a passive index to
active management strategy. Net gains on derivatives were $45 million in 2004, compared to gains of $64 million in 2003. Derivative gains
in 2004 and 2003 included $37 million and $45 million, respectively, of gains on treasury futures contracts used to manage the duration of
the Company’s fixed maturity investment portfolio. Derivative gains in 2003 also included gains of $24 million on equity futures contracts.
Realized investment gains in 2004 and 2003 also included $37 million and $41 million, respectively, of gains in connection with the partial
divestiture of an equity investment in a real estate operating company.

During 2004, we recorded total other than temporary impairments of $81 million attributable to the Closed Block Business, compared
to total other than temporary impairments of $198 million attributable to the Closed Block Business in 2003. The impairments in 2004
consisted of $61 million relating to fixed maturities, $9 million relating to equity securities and $11 million relating to other invested assets
as defined above. The impairments in 2003 consisted of $123 million relating to fixed maturities, $59 million relating to equity securities
and $16 million relating to other invested assets as defined above.

The impairments recorded on fixed maturities in 2004 consist of $14 million on public securities and $47 million on private securities,
compared with fixed maturity impairments of $39 million on public securities and $84 million on private securities in 2003. Impairments in
2004 were concentrated in the services, manufacturing and asset-backed securities sectors and were primarily driven by downgrades in
credit, bankruptcy or other adverse financial conditions of the respective issuers. Included in private fixed maturity impairments for 2004
were impairments relating to a U.K. facilities management company and an electronic test equipment distributor. Impairments in 2003
were concentrated in the retail and wholesale, manufacturing and other sectors and were primarily driven by downgrades in credit,
bankruptcy or other adverse financial conditions of the respective issuers. Included in private fixed maturity impairments for 2003 were
impairments relating to a European dairy and bakery goods producer, an Australian mining company and an aerospace parts manufacturer.

We also recognized $9 million of equity security impairments in 2004, compared with $59 million of impairments in 2003. The
impairments in 2003 were the result of declines in the U.S. stock market over a prolonged period.

General Account Investments

We maintain a diversified investment portfolio in our insurance companies to support our liabilities to customers in our Financial
Services Businesses and the Closed Block Business, as well as our other general liabilities. Our general account does not include: (1) assets
of our securities brokerage, securities trading, banking operations, real estate and relocation services, and (2) assets of our asset
management operations, including assets managed for third parties, and (3) those assets classified as “separate account assets” on our
balance sheet.

The General Account portfolio is managed pursuant to the distinct objectives of the Financial Services Businesses and the Closed
Block Business. The primary investment objectives of the Financial Services Businesses include:

» matching the liability characteristics of the major products and other obligations of the Company; and

* maximizing the portfolio book yield within risk constraints.

Our strategies for maximizing the portfolio book yield of the Financial Services Businesses include: a) the investment of proceeds
from investment sales, repayments and prepayments, and operating cash flows, into optimally yielding investments, and b) the sale of the
portfolio’s lower yielding investments, either to meet various cash flow needs or for reinvestment purposes, all while managing within the
portfolio’s duration, credit, currency and other risk constraints.

The primary investment objectives of the Closed Block Business include:

» providing for the reasonable dividend expectations of the participating policyholders within the Closed Block Business and the
Class B shareholders; and

* maximizing total return and preserving principal, within risk constraints, while matching the liability characteristics of the major
products in the Closed Block Business.
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Management of Investments

We design asset mix strategies for our general account to match the characteristics of our products and other obligations and seek to
closely approximate the interest rate sensitivity of the assets with the estimated interest rate sensitivity of the product liabilities. We achieve
income objectives through asset/liability management and strategic and tactical asset allocations within a disciplined risk management
framework. Our asset allocation also reflects our desire for broad diversification across asset classes, sectors and issuers.

The Investment Committee of our Board of Directors oversees our proprietary investments. It also reviews performance and risk
positions quarterly. Our Senior Vice President, Asset Liability and Risk Management, approves the investment policy for the general
account assets of our insurance subsidiaries and oversees the investment process for our general account. The Asset Liability and Risk
Management Group works with our business units to develop investment objectives, performance factors and measures and asset allocation
ranges.

The Asset Liability and Risk Management Group also works closely with each of our business units to ensure that the specific
characteristics of our products are incorporated into its processes. The Asset Liability and Risk Management Group has the authority to
initiate tactical shifts within exposure ranges approved annually by the Investment Committee. The Asset Management segment manages
virtually all of our investments, other than those of our International Insurance segment, under the direction of the Asset Liability and Risk
Management Group. Our International Insurance segment manages the majority of its investments locally.

Asset/Liability Management

The Asset Liability and Risk Management Group uses a disciplined, risk-controlled approach to asset/liability management. The
methodology focuses on aligning assets to the effective sensitivity of the cash flow and return requirements of our liabilities. The Asset
Liability and Risk Management Group consults with the product experts in the businesses on an ongoing basis to arrive at asset/liability
matching policies and decisions. We adjust this dynamic process as products change, as customer behavior changes and as changes in the
market environment occur.

We develop asset strategies for specific classes of product liabilities and attributed or accumulated surplus, each with distinct risk
characteristics. Most of our products can be categorized into the following three classes:

* interest-crediting products for which the rates credited to customers are periodically adjusted to reflect market and competitive
forces and actual investment experience, such as fixed annuities;

* participating individual and experience rated group products in which customers participate in actual investment and business
results through annual dividends, interest or return of premium; and

» guaranteed products for which there are price or rate guarantees for the life of the contract, such as GICs.

We determine a target asset mix for each product class, which we reflect in our investment policies. Our asset/liability management
process has permitted us to manage interest-sensitive products successfully through several market cycles.

Portfolio Composition

Our investment portfolio consists of public and private fixed maturity securities, commercial loans, equity securities and other
invested assets. The composition of our general account reflects, within the discipline provided by our risk management approach, our need
for competitive results and the selection of diverse investment alternatives available primarily through our Asset Management segment.
The size of our portfolio enables us to invest in asset classes that may be unavailable to the typical investor.

Our total general account investments were $216.9 billion and $213.7 billion as of December 31, 2005 and 2004, respectively, which
are segregated between the Financial Services Businesses and the Closed Block Business. Total general account investments attributable to
the Financial Services Businesses were $149.4 billion and $146.6 billion as of December 31, 2005 and 2004, respectively, while total
general account investments attributable to the Closed Block Business were $67.5 billion and $67.1 billion as of December 31, 2005 and
2004, respectively. The following table sets forth the composition of the investments of our general account as of the dates indicated.

December 31, 2005
Financial Closed
Services Block
Businesses Business Total % of Total

($ in millions)
Fixed Maturities:

Public, available for sale, at fair value . ............. .. .. .. . . $ 87,546 $36,133  $123,679 57.0%

Public, held to maturity, at amortized COSt . ... ...t 3,135 — 3,135 1.4

Private, available for sale, at fair value . . .......... .. .. . . . . 17,651 13,361 31,012 14.3

Private, held to maturity, at amortized COSt ... ... ..ttt 227 — 227 0.1
Trading account assets supporting insurance liabilities, at fairvalue ... ...... ... ... ... ... ..... 13,781 — 13,781 6.4
Other trading account assets, at fair value . ........ .. .. ... . .. . 124 — 124 0.1
Equity securities, available for sale, at fair value ........... .. ... ... . . i 2,040 2,968 5,008 2.3
Commercial loans, at book value . .. ... ... ... .. 15,781 7,264 23,045 10.6
Policy loans, at outstanding balance .. ............ ... . 2,967 5,403 8,370 3.8
Other long-term investments(1) .. ... ... .t 3,725 973 4,698 2.2
Short-term INVESTMENTS . . . ..\ttt ettt et e e e e e e e e e e e e 2,456 1,394 3,850 1.8

Total general aCCOUNt INVESIMENLS . . .« . vttt et ettt e et et e et e e e e e 149,433 67,496 216,929 100.0%
Invested assets of other entities and Operations(2) ... ... ........iuuiir it 4,472 — 4,472

Total iINVESIMENTS . . . . o\ ottt ettt et e e e e e e e $153,905 $67,496  $221,401
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December 31, 2004

Financial Closed
Services Block
Businesses  Business Total % of Total

($ in millions)
Fixed Maturities:

Public, available for sale, at fair value . .......... ... .. . .. e $ 83,717 $34,683  $118,400 55.4%

Public, held to maturity, at amortized COSt . ... ...ttt t 2,624 — 2,624 1.2

Private, available for sale, at fair value . .. ... .. . . . 18,198 14,130 32,328 15.1

Private, held to maturity, at amortized COSt . ....... ... ... 123 — 123 0.1
Trading account assets supporting insurance liabilities, at fairvalue .. ........... ... ... ... ..., 12,964 — 12,964 6.1
Other trading account assets, at fair value . ........... . . . 121 — 121 0.1
Equity securities, available for sale, at fairvalue ........ ... ... ... ... .. . i 1,649 2,620 4,269 2.0
Commercial loans, at book value ... ....... .. ... . . 16,917 7,297 24214 11.3
Policy loans, at outstanding balance . . ........... ... 2919 5,454 8,373 3.9
Other long-term investments(1) . ... ... .. .. e 3,974 1,047 5,021 2.3
Short-term INVESIMENTS . . . . .. ..ottt ettt et e e e e e e 3,396 1,840 5,236 2.5

Total general acCOUNt INVESIMENLS . . . oo vttt ettt e et e e e e e e 146,602 67,071 213,673 100.0%
Invested assets of other entities and operations(2) .. .. .. .......uiit ittt 4,083 — 4,083

Total INVESTMENTS .+« . o v v ettt e e e e e e e e e e e e e e e e e $150,685 $67,071  $217,756

(1) Other long-term investments consist of real estate and non-real estate related investments in joint ventures (other than our investment in operating joint
ventures, including our investment in Wachovia Securities) and partnerships, investment real estate held through direct ownership, our interest in
separate account investments and other miscellaneous investments.

(2) Includes invested assets of securities brokerage, securities trading, banking operations, real estate and relocation services, and asset management
operations. Excludes assets of our asset management operations managed for third parties and those assets classified as “separate account assets” on our
balance sheet.

As of December 31, 2005, our general account investment portfolio attributable to the Financial Services Businesses consisted
primarily of $108.6 billion of fixed maturity securities (73% of the total portfolio as of December 31, 2005 compared to 71% as of
December 31, 2004), $13.8 billion of trading account assets supporting insurance liabilities (9% of the total portfolio as of both
December 31, 2005 and 2004), $15.8 billion of commercial loans (11% of the total portfolio as of December 31, 2005 compared to 12% as
of December 31, 2004), $2.0 billion of equity securities (1% of the total portfolio as of both December 31, 2005 and 2004) and $9.2 billion
of other investments (6% of the total portfolio as of December 31, 2005 compared to 7% as of December 31, 2004). The increase in general
account investments attributable to the Financial Services Businesses in 2005 was primarily due to portfolio growth as a result of the
reinvestment of net investment income and increased investments financed by borrowings.

As of December 31, 2005, our general account investment portfolio attributable to the Closed Block Business consisted primarily of
$49.5 billion of fixed maturity securities (73% of the total portfolio as of both December 31, 2005 and 2004), $7.3 billion of commercial
loans (11% of the total portfolio as of both December 31, 2005 and 2004), $3.0 billion of equity securities (4% of the total portfolio as of
both December 31, 2005 and 2004) and $7.7 billion of other investments (12% of the total portfolio as of both December 31, 2005 and
2004). The increase in general account investments attributable to the Closed Block Business in 2005 was primarily due to portfolio growth
as a result of the reinvestment of net investment income.

We have substantial insurance operations in Japan, with 30% and 32% of our Financial Services Businesses general account
investments relating to our Japanese insurance operations as of December 31, 2005 and 2004, respectively. The decrease in Japanese
general account investments in 2005 is primarily attributable to the change in currency rates. The following table sets forth the composition
of the investments of our Japanese general account as of the dates indicated.

December 31, December 31,
2005 2004

(in millions)

Fixed Maturities:

Public, available for sale, at fair ValUe . . ... ... .ottt e $30,933 $33,090
Public, held to maturity, at amortized COSt . . . .. ...ttt 3,135 2,624
Private, available for sale, at fair value . ... .. ... .. ... .. 2,659 2,309
Private, held to maturity, at amortized COSt . ... .. ..ottt s 227 123
Trading account assets supporting insurance liabilities, at fairvalue .......... ... ... ... .. ... . . 1,022 885
Other trading account assets, at fair value ... .. ... ... ... e 26 71
Equity securities, available for sale, at fair value .. ........ ... . 1,732 1,470
Commercial loans, at bOOK value . . . .. .. .. e 2,278 3,371
Policy loans, at outstanding balance . . ... ... ... .. 943 1,037
Other long-term investments(1) . ... ...t e 941 1,375
ShOrt-term INVESTMENTS . . . . ..ttt ettt e et e e e e e e e e e e e e e 326 1,031
Total Japanese general account inVeStMENts(2) .. ... ...ttt ettt e e e et $44,222 $47,386

(1) Other long-term investments consist of real estate and non-real estate related investments in joint ventures (other than our investment in operating joint
ventures, including our investment in Wachovia Securities) and partnerships, investment real estate held through direct ownership, our interest in
separate account investments and other miscellaneous investments.
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(2) Excludes assets of our asset management operations, including assets managed for third parties, and those assets classified as “separate accounts assets”
on our balance sheet.

Our Japanese insurance operations use the Yen as their functional currency, as it is the currency in which they conduct the majority of
their operations. Although the majority of the Japanese general account is invested in Yen denominated investments, our Japanese
insurance operations also hold significant investments denominated in U.S. dollars, some of which may be hedged to Yen through third
party contracts. As of December 31, 2005, our Japanese insurance operations had $6.4 billion of investments denominated in U.S. dollars,
including $1.7 billion that were hedged to Yen through third party contracts. As of December 31, 2004, our Japanese insurance operations
had $6.2 billion of investments denominated in U.S. dollars, including $3.8 billion that were hedged to Yen through third party contracts.

Investment Results

The following tables set forth the income yield and investment income, excluding realized investment gains (losses), for each major
investment category of our general account for the periods indicated.

Year ended December 31, 2005

Financial Services Closed Block
Businesses Business Combined

Yield(1) Amount Yield(1) Amount Yield(1) Amount
($ in millions)

Fixed Maturities . . .. ..ottt et e e e e e e 4.68%  $4,717 6.64%  $2,840 526% $ 7,556
Trading account assets supporting insurance liabilities . . ........................ 4.33 576 — — 4.33 582
EqQUILY SECUTIHES . . . o oottt et e e e e e e e e e e e 343 53 2.31 52 2.77 105
Commercial 10ans . .. ........ ..t 6.62 1,016 7.86 548 7.15 1,564
POLiCY 10ANS . . ...ttt 491 141 6.26 329 5.79 470
Short-term investments and cash equivalents ..................... .. .......... 2.82 202 5.27 129 3.14 331
Other INVESIMENTS . . .. oottt e et e e e e et et 9.23 361 23.10 204 11.81 623
Gross investment income before investment eXpenses ... ................... 4.92 7,066 6.82 4,102 5.49 11,231
INVEStMENt EXPENSES . ...ttt ettt e (0.20) 477) (0.24) (381) 0.21) (858)
Investment income after investment eXpenses . . . .............ueen..... 4.72% 6,589 6.58% 3,721 5.28% 10,373
Investment results of other entities and operations(2) ... ..............ccovono... 250 — 187
Total INVEStMENt INCOME . . . . .\ vttt e et e e e e e e e e e e $6,839 $3,721 $10,560

Year ended December 31, 2004

Financial Services Closed Block
Businesses Business Combined

Yield(1) Amount Yield(1) Amount Yield(1) Amount

($ in millions)

Fixed MAtUrities . . .. oo et et e e e e e e e e e e e 4.60%  $3,975 6.82%  $2,709 529%  $6,684
Trading account assets supporting insurance liabilities .. ........................ 4.04 364 — — 4.04 364
Equity SECUTILIES . . ... oot 3.57 40 2.54 48 2.93 88
Commercial 10ans . ... ....... ...t 6.71 947 7.93 545 7.09 1,492
POLiCY 10ANS . . ...t 4.71 125 6.36 338 5.81 463
Short-term investments and cash equivalents ............ ... ... ... ... ... ... 1.61 102 2.96 72 1.84 174
Other iINVEStMENS . . .. ...ttt e et e e e 8.18 330 21.59 205 10.94 535
Gross investment income before investment expenses . ..................... 4.80 5,883 6.96 3,917 5.46 9,800
INVEStMENt EXPENSES .« . v v v ettt et e ettt e e e e e e (0.20) (312) (0.25) (236) (0.21) (548)
Investment income after investment eXpenses . . ...............oo...... 4.60% 5,571 6.71% 3,681 5.25% 9,252
Investment results of other entities and operations(2) ... ..............coououn.... 178 — 178
Total iINVEStMENL INCOME . . .. o\ ottt et e et e e e e e e e e $5,749 $3,681 $9,430

(1) Yields are based on average carrying values except for fixed maturities, equity securities and securities lending activity. Yields for fixed maturities are
based on amortized cost. Yields for equity securities are based on cost. Yields for securities lending activity are calculated net of corresponding
liabilities and rebate expenses. Yields exclude investment income on assets other than those included in invested assets of the Financial Services
Businesses. Prior periods yields are presented on a basis consistent with the current period presentation.

(2) Includes investment income of securities brokerage, securities trading, banking operations, real estate and relocation services, and asset management
operations.

The net investment income yield on our general account investments after investment expenses, excluding realized investment gains
(losses), was 5.28% and 5.25% for the years ended December 31, 2005 and 2004, respectively.

The net investment income yield attributable to the Financial Services Businesses was 4.72% for the year ended December 31, 2005,
compared to 4.60% for the year ended December 31, 2004. The increase in yield was primarily due to an increase in fixed maturity yield,
mainly attributable to the impact of investment activities related to the investment portfolio of our Japanese insurance operations, which is
discussed in greater detail below.
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The net investment income yield attributable to the Closed Block Business was 6.58% for the year ended December 31, 2005,
compared to 6.71% for the year ended December 31, 2004. The decrease was primarily due to net declines in fixed maturity and
commercial loan yields primarily attributable to the impact of investment activities in a low interest rate environment.

The following tables set forth the income yield and investment income, excluding realized investment gains (losses), for each major
investment category of our Japanese general account for the periods indicated.

Year ended Year ended
December 31, 2005 December 31, 2004

Yield(1) Amount Yield(1) Amount
($ in millions)

Fixed MAtUITties . . .. oottt ettt e e e e e e e e e e e e e 231% $ 860 1.89% $605
Trading account assets supporting insurance liabilities .......... ... ... ... ... . i 1.31 12 1.74 12
EqUItY SECUTIHES . . o ..ottt et e e e e e e e e e e 3.00 42 2.26 24
Commercial JOANS . . .. ..o 4.15 115 4.27 115
Policy 10ans . . ... 3.43 34 3.38 28
Short-term investments and cash equivalents ............ .. ... ... 0.75 5 2.49 2
Other INVESHMENES . . . .ottt ettt et e et e e e e e e e e e e e e e e e 15.10 156 7.71 92
Gross investment income before iNVestment EXPENSEeS . . ... v vt vttt ettt 2.75 1,224 2.29 878
INVEStMENE EXPEINSES . . o v vttt et ettt et et e e e e e e e e e e et (0.20) (90) (0.21) (80)
Total INVESTMENT INCOIME . . . . .. ottt et ettt e e e e e e e e e e e e e e e 2.55%  $1,134 2.08% $798

(1) Yields are based on average carrying values except for fixed maturities, equity securities and securities lending activity. Yields for fixed maturities are
based on amortized cost. Yields for equity securities are based on cost. Yields for securities lending activity are calculated net of corresponding
liabilities and rebate expenses. Yields exclude investment income on assets other than those included in invested assets of the Financial Services
Businesses. Prior periods yields are presented on a basis consistent with the current period presentation.

The yield on the Japanese insurance operations’ portfolios was 2.55% for the year ended December 31, 2005, compared to 2.08% for
the year ended December 31, 2004. The increase in yield on the Japanese insurance portfolio between periods is primarily attributable to an
increase in U.S. dollar investments and the lengthening of the duration of the investment portfolio. Also contributing to the increase were
more favorable results from joint venture investments within other investments. The yield on fixed maturities above includes the effect of
U.S. dollar denominated fixed maturities that are not hedged to Yen through third party contracts and provide a yield that is substantially
higher than the yield on comparable Japanese fixed maturities. The average value of U.S. dollar denominated fixed maturities that are not
hedged to Yen through third party contracts over the years ended December 31, 2005 and 2004 was approximately $3.5 billion and $2.2
billion, respectively, based on amortized cost.

Fixed Maturity Securities

Investment Mix

Our fixed maturity securities portfolio consists of publicly traded and privately placed debt securities across an array of industry
categories. The fixed maturity securities relating to our international insurance operations are primarily comprised of foreign government
securities.

We manage our public portfolio to a risk profile directed by the Asset Liability and Risk Management Group and, in the case of our
international insurance portfolios, to a profile that reflects local market regulations and our investment competencies in these markets. We
seek to employ relative value analysis both in credit selection and in purchasing and selling securities. The total return that we earn on the
portfolio will be reflected both as investment income and also as realized gains or losses on investments.

We use our private placement and asset-backed portfolios to enhance the diversification and yield of our overall fixed maturity
portfolio. Within our domestic portfolios, we maintain a private fixed income portfolio that is larger than the industry average as a
percentage of total fixed income holdings. Over the last several years, our investment staff has directly originated more than half of our
annual private placement originations. Our origination capability offers the opportunity to lead transactions and gives us the opportunity for
better terms, including covenants and call protection, and to take advantage of innovative deal structures.

Investments in fixed maturity securities attributable to the Financial Services Businesses were $105.0 billion at amortized cost with an
estimated fair value of $108.5 billion as of December 31, 2005 versus $100.2 billion at amortized cost with an estimated fair value of
$104.7 billion as of December 31, 2004. Investments in fixed maturity securities attributable to the Closed Block Business were $47.3
billion at amortized cost with an estimated fair value of $49.5 billion as of December 31, 2005 versus $45.4 billion at amortized cost with
an estimated fair value of $48.8 billion as of December 31, 2004.
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Fixed Maturity Securities by Contractual Maturity Date

The following tables set forth the breakdown of our fixed maturity securities portfolio in total by contractual maturity as of
December 31, 2005.

December 31, 2005
Financial Services Businesses  Closed Block Business
Amortized Amortized
Cost % of Total Cost % of Total
($ in millions)

Maturing in 2000 . . .. .. e e $ 4,994 4.8% $ 2,065 4.4%
Maturing in 2007 . ..o oo e e e 4,162 4.0 1,786 3.8
Maturing in 2008 . . . ... 5,610 53 2,418 5.1
Maturing in 2009 . . ... 5,414 5.1 2,408 5.1
Maturing in 2010 . . . ..ot 6,862 6.5 2,412 5.1
Maturing in 2011 ..o 6,898 6.6 2,600 5.5
Maturing in 2012 . .. oo 5,946 5.7 2,434 52
Maturing in 2013 . ... 4,006 3.8 2,444 52
Maturing in 2014 . . .. 7,169 6.8 2,012 4.2
Maturing in 2015 and beyond . ...... ... .. 53,951 514 26,671 56.4
Total Fixed MatUrities . . .. ...ttt et et e e e e e e e e et e $105,012 100.0% $47,250 100.0%

Fixed Maturity Securities and Unrealized Gains and Losses by Industry Category

The following table sets forth the composition of the portion of our fixed maturity securities portfolio by industry category attributable
to the Financial Services Businesses as of the dates indicated and the associated gross unrealized gains and losses.

December 31, 2005 December 31, 2004
Gross Gross Gross Gross
Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair
Industry(1) Cost Gains(2) Losses(2) value Cost Gains(2) Losses(2) Value

(in millions)
Corporate Securities:

Finance ........................... $ 15,550 $ 370 $ 92 $ 15,828 $ 14,607 $ 531 $ 81 $ 15,057
Manufacturing . .............. ... 14,512 737 163 15,086 14,562 1,037 71 15,528
Utilities . . ... 8,404 523 60 8,867 8,062 684 14 8,732
SEIVICES .ot 7,145 356 64 7,437 7,058 526 39 7,545
Energy ...........oiiiiiii, 3,414 272 15 3,671 3,521 311 13 3,819
Retail and Wholesale ................ 2,629 95 21 2,703 2,637 142 33 2,746
Transportation ..................... 2,355 158 10 2,503 2,415 171 17 2,569
Other ....... ... ... 1,029 32 5 1,056 1,069 34 11 1,092
Total Corporate Securities ................ 55,038 2,543 430 57,151 53,931 3,436 279 57,088
Foreign Government .................... 24,725 931 48 25,608 25,321 882 148 26,055
Asset-Backed Securities . ............... .. 12,516 164 35 12,645 9,193 105 75 9,223
Mortgage Backed .. .......... ... ... ... 9,376 97 97 9,376 8,017 133 23 8,127
U.S. Government . ............oouuueun.. 3,357 412 7 3,762 3,775 416 4 4,187
Total ..., $105,012 $4,147 $617 $108,542  $100,237 $4,972 $529 $104,680

(1) Investment data has been classified based on Lehman industry categorizations for domestic public holdings and similar classifications by industry for all
other holdings.

(2) Includes $34 million of gross unrealized gains and $51 million of gross unrealized losses as of December 31, 2005, compared to $39 million of gross
unrealized gains and $21 million of gross unrealized losses as of December 31, 2004 on securities classified as held to maturity, which are not reflected
in other comprehensive income.

As a percentage of amortized cost, fixed maturity investments attributable to the Financial Services Businesses as of December 31,
2005, consist primarily of 24% foreign government sector, 15% finance sector, 14% manufacturing sector, 12% asset-backed securities
sector, and 9% mortgage-backed securities sector, compared to 25% foreign government sector, 15% finance sector, 15% manufacturing
sector, 9% asset-backed securities sector, and 8% utilities sector as of December 31, 2004. As of December 31, 2005, 93% of the mortgage-
backed securities in the Financial Services Businesses were publicly traded agency pass-through securities related to residential mortgage
loans. Collateralized mortgage obligations represented the remaining 7% of mortgage-backed securities (and less than 1% of total fixed
maturities in the Financial Services Businesses).

The gross unrealized losses related to our fixed maturity portfolio attributable to the Financial Services Businesses were $0.6 billion as
of December 31, 2005, compared to $0.5 billion as of December 31, 2004. The gross unrealized losses as of December 31, 2005 were
concentrated primarily in the manufacturing, mortgage backed and finance sectors and as of December 31, 2004 were concentrated
primarily in the foreign government, finance and asset backed securities sectors.

50 Prudential Financial 2005 Annual Report



The following table sets forth the composition of the portion of our fixed maturity securities portfolio by industry category attributable
to the Closed Block Business as of the dates indicated and the associated gross unrealized gains and losses.

December 31, 2005 December 31, 2004
Gross Gross Gross Gross
Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair
Industry(1) Cost Gains Losses value Cost Gains Losses Value

(in millions)
Corporate Securities:

Manufacturing . .................... $ 8,490 $ 468 $ 88 $ 8,870 $ 8,853 $ 770 $ 14 $ 9,609
Finance ..., 6,881 188 44 7,025 5,537 287 8 5,816
Utilities ... ...ooei e 5,875 409 48 6,236 5,938 572 8 6,502
SEeIVICeS vt 4,722 273 34 4,961 4,948 482 6 5,424
Energy ............. i 2,177 201 5 2,373 2,354 276 2 2,628
Retail and Wholesale ................ 1,845 98 15 1,928 2,029 183 3 2,209
Transportation ..................... 1,138 96 5 1,229 1,292 114 2 1,404
Other ....... ... ... 24 4 — 28 27 5 — 32
Total Corporate Securities ................ 31,152 1,737 239 32,650 30,978 2,689 43 33,624
Asset-Backed Securities . . ................ 6,847 26 13 6,860 4,675 41 3 4,713
U.S.Government . ...............ooeun.. 4,828 579 2 5,405 4,533 450 3 4,980
Mortgage Backed . ...................... 3,145 18 32 3,131 3,894 78 5 3,967
Foreign Government .................... 1,278 175 5 1,448 1,344 187 2 1,529
Total ... $47,250 $2,535 $291 $49,494 $45,424 $3,445 $ 56 $48,813

(1) Investment data has been classified based on Lehman industry categorizations for domestic public holdings and similar classifications by industry for all
other holdings.

As a percentage of amortized cost, fixed maturity investments attributable to the Closed Block Business as of December 31, 2005
consist primarily of 18% manufacturing sector, 15% finance sector, 14% asset-backed securities sector, 12% utilities sector, and 10% U.S.
government sector, compared to 19% manufacturing sector, 13% utilities sector, 12% finance sector, 11% services sector, and 10% asset-
backed securities as of December 31, 2004. As of December 31, 2005, 83% of the mortgage-backed securities in the Closed Block
Business were publicly traded agency pass-through securities related to residential mortgage loans. Collateralized mortgage obligations
represented the remaining 17% of mortgage-backed securities (and 1% of total fixed maturities in the Closed Block Business).

The gross unrealized losses related to our fixed maturity portfolio attributable to the Closed Block Business were $0.3 billion as of
December 31, 2005 and $0.1 billion as of December 31, 2004. The gross unrealized losses were concentrated primarily in the
manufacturing, utilities and finance sectors as of both December 31, 2005 and 2004.

Fixed Maturity Securities Credit Quality

The Securities Valuation Office, or SVO, of the National Association of Insurance Commissioners, or NAIC, evaluates the
investments of insurers for regulatory reporting purposes and assigns fixed maturity securities to one of six categories called “NAIC
Designations.” NAIC designations of “1” or “2” include fixed maturities considered investment grade, which include securities rated Baa3
or higher by Moody’s or BBB- or higher by Standard & Poor’s. NAIC Designations of “3” through “6” are referred to as below investment
grade, which include securities rated Bal or lower by Moody’s and BB+ or lower by Standard & Poor’s. As a result of time lags between
the funding of investments, the finalization of legal documents and the completion of the SVO filing process, the fixed maturity portfolio
generally includes securities that have not yet been rated by the SVO as of each balance sheet date. Pending receipt of SVO ratings, the
categorization of these securities by NAIC designation is based on the expected ratings indicated by internal analysis.

Investments of our international insurance companies are not subject to NAIC guidelines. Investments of our Japanese insurance
operations are regulated locally by the Financial Services Agency, an agency of the Japanese government. The Financial Services Agency
has its own investment quality criteria and risk control standards. Our Japanese insurance companies comply with the Financial Services
Agency’s credit quality review and risk monitoring guidelines. The credit quality ratings of the non-U.S. dollar denominated investments of
our Japanese insurance companies are based on ratings assigned by Moody’s or rating equivalents based on Japanese government ratings.

The amortized cost of our public and private below investment grade fixed maturities attributable to the Financial Services Businesses
totaled $6.0 billion, or 6%, of the total fixed maturities as of December 31, 2005 and $5.5 billion, or 5%, of the total fixed maturities as of
December 31, 2004. Below investment grade fixed maturities represented 14% of the gross unrealized losses attributable to the Financial
Services Businesses as of December 31, 2005, versus 16% of gross unrealized losses as of December 31, 2004.

The amortized cost of our public and private below investment grade fixed maturities attributable to the Closed Block Business totaled
$5.9 billion, or 12%, of the total fixed maturities as of December 31, 2005 and $5.2 billion, or 11%, of the total fixed maturities as of
December 31, 2004. Below investment grade fixed maturities represented 24% of the gross unrealized losses attributable to the Closed
Block Business as of December 31, 2005 compared to 20% as of December 31, 2004.
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Public Fixed Maturities—Credit Quality

The following table sets forth our public fixed maturity portfolios by NAIC rating attributable to the Financial Services Businesses as
of the dates indicated.

12 December 31, 2005 December 31, 2004
Gross Gross Gross Gross
NAIC Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair
Designation Rating Agency Equivalent Cost Gains(3) Losses(3) Value Cost Gains(3) Losses(3) Value

(in millions)

1 Aaa,Aa, A ... ... $68,533 $2,289 $304 $70,518  $63,553 $2,500 $276 $65,777
Baa ....... ... 15,439 747 139 16,047 16,463 980 123 17,320
Subtotal Investment Grade ............... 83,972 3,036 443 86,565 80,016 3,480 399 83,097
3 Ba ... 2,715 124 43 2,796 2,096 176 72 2,200
4 B o 1,109 72 20 1,161 839 93 1 931
5 Candlower ............ ..., 103 6 5 104 85 13 2 96
6 Inorneardefault....................... 28 10 1 37 25 9 — 34
Subtotal Below Investment Grade ......... 3,955 212 69 4,098 3,045 291 75 3,261

Total Public Fixed
Maturities ........ooeiiiiii $87,927 $3,248 $512 $90,663  $83,061 $3,771 $474 $86,358

(1) Reflects equivalent ratings for investments of the international insurance operations that are not rated by U.S. insurance regulatory authorities.

(2) Includes, as of December 31, 2005 and 2004, respectively, 18 securities with amortized cost of $146 million (fair value, $147 million) and 10 securities
with amortized cost of $151 million (fair value, $152 million) that have been categorized based on expected NAIC designations pending receipt of SVO
ratings.

(3) Includes $33 million of gross unrealized gains and $51 million gross unrealized losses as of December 31, 2005, compared to $38 million of gross
unrealized gains and $21 million of gross unrealized losses as of December 31, 2004 on securities classified as held to maturity that are not reflected in
other comprehensive income.

The following table sets forth our public fixed maturity portfolios by NAIC rating attributable to the Closed Block Business as of the
dates indicated.

a December 31, 2005 December 31, 2004
Gross Gross Gross Gross
NAIC Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair
Designation Rating Agency Equivalent Cost Gains Losses Value Cost Gains Losses  Value
(in millions)
1 Aaa, Aa, A ... $24,333 $1,141 $110 $25,364 $22,141 $1,291 $ 22 $23,410
2 Baa ........ ... .. 6,456 353 56 6,753 7,202 546 8 7,740
Subtotal Investment Grade . .............. 30,789 1,494 166 32,117 29,343 1,837 30 31,150
3 Ba ..o 2,469 119 33 2,555 2,102 199 4 2,297
4 B oo 1,332 38 19 1,351 1,021 86 1 1,106
5 Candlower ............. ... ... ... 99 2 6 95 104 12 2 114
6 Inorneardefault....................... 13 3 1 15 11 5 — 16
Subtotal Below Investment Grade ......... 3,913 162 59 4,016 3,238 302 7 3,533
Total Public Fixed
Maturities ... $34,702 $1,656 $225 $36,133  $32,581 $2,139 $ 37 $34,683

(1) Includes, as of December 31, 2005 and 2004, respectively, 8 securities with amortized cost of $2 million (fair value, $2 million) and 9 securities with
amortized cost of $23 million (fair value, $24 million) that have been categorized based on expected NAIC designations pending receipt of SVO ratings.
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Private Fixed Maturities—Credit Quality

The following table sets forth our private fixed maturity portfolios by NAIC rating attributable to the Financial Services Businesses as
of the dates indicated.

12 December 31, 2005 December 31, 2004
Gross Gross Gross Gross
NAIC Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair
Designation Rating Agency Equivalent Cost Gains(3) Losses(3) Value Cost Gains(3) Losses(3) Value
(in millions)
1 Aaa, Aa, A ... $ 5,626 $270 $ 27 $ 5869 $ 4917 $ 321 $19 $ 5,219
2 Baa ... . 9,436 522 62 9,896 9,831 695 25 10,501
Subtotal Investment Grade ............... 15,062 792 89 15,765 14,748 1,016 44 15,720
3 Ba .. 1,107 44 7 1,144 1,520 102 1 1,621
4 B o 507 33 5 535 396 42 3 435
5 Candlower ..............coiiiinn... 339 22 2 359 288 32 1 319
6 Inorneardefault....................... 70 8 2 76 224 9 6 227
Subtotal Below Investment Grade ......... 2,023 107 16 2,114 2,428 185 11 2,602
Total Private Fixed Maturities ............ $17,085 $899 $105 $17,879 $17,176 $1,201 $55 $18,322

(1) Reflects equivalent ratings for investments of the international insurance operations that are not rated by U.S. insurance regulatory authorities.

(2) Includes, as of December 31, 2005 and 2004, respectively, 187 securities with amortized cost of $3,494 million (fair value, $3,542 million) and 196
securities with amortized cost of $2,759 million (fair value, $2,820 million) that have been categorized based on expected NAIC designations pending
receipt of SVO ratings.

(3) Includes $1 million of gross unrealized gains and zero million of gross unrealized losses as of December 31, 2005, compared to $1 million of gross
unrealized gains and zero million of gross unrealized losses as of December 31, 2004 on securities classified as held to maturity that are not reflected in
other comprehensive income.

The following table sets forth our private fixed maturity portfolios by NAIC rating attributable to the Closed Block Business as of the
dates indicated.

a December 31, 2005 December 31, 2004
Gross Gross Gross Gross
NAIC Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair
Designation Rating Agency Equivalent Cost Gains Losses Value Cost Gains Losses Value
(in millions)
1 Aaa, Aa, A ... $ 3,079 $208 $ 16 $ 3,271  $ 3,059 $ 338 $ 4 $ 3,393
Baa ........ ... 7,487 549 39 7,997 7,817 813 11 8,619
Subtotal Investment Grade ............... 10,566 757 55 11,268 10,876 1,151 15 12,012
3 Ba ..o 1,195 69 8 1,256 1,213 102 2 1,313
4 B o 570 15 2 583 448 26 1 473
5 Candlower ................ooviin... 157 17 1 173 234 18 — 252
6 Inorneardefault....................... 60 21 — 81 72 9 1 80
Subtotal Below Investment Grade ......... 1,982 122 11 2,093 1,967 155 4 2,118
Total Private Fixed Maturities ............ $12,548 $879 $ 66 $13,361 $12,843 $1,306 $ 19 $14,130

(1) Includes, as of December 31, 2005 and 2004, respectively, 111 securities with amortized cost of $1,479 million (fair value, $1,543 million) and 150
securities with amortized cost of $1,430 million (fair value, $1,490 million) that have been categorized based on expected NAIC designations pending
receipt of SVO ratings.

Credit Derivative Exposure to Public Fixed Maturities

In addition to the credit exposure from public fixed maturities noted above, we sell credit derivatives to enhance the return on our
investment portfolio by creating credit exposure similar to an investment in public fixed maturity cash instruments.

In a credit derivative we 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 single name credit default derivatives, this premium or credit spread generally corresponds to the
difference between the yield on the referenced name’s public fixed maturity cash instruments and swap rates, at the time the agreement is
executed. With first-to-default baskets, because of the additional credit risk inherent in a basket of named credits, 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 we are obligated to pay the counterparty the referenced
amount of the contract and receive in return the referenced defaulted security or similar security. Subsequent defaults within such
instruments require no further payment to counterparties.
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The majority of referenced names in the credit derivatives where we have sold credit protection, as well as all the counterparties to
these agreements, are investment grade credit quality and our credit derivatives generally have maturities of five years or less. As of
December 31, 2005 and 2004, we had approximately $1,608 million and $628 million, respectively, in outstanding notional amounts of
credit derivative contracts where we have sold credit protection. The Financial Services Businesses had approximately $1,182 million and
$360 million of outstanding notional as of December 31, 2005 and 2004, respectively. The Closed Block Business had approximately $426
million and $268 million, as of December 31, 2005 and 2004, respectively. Credit derivative contracts are recorded at fair value with
changes in fair value, including the premium received, recorded in “Realized investment gains (losses), net.” The premium received for the
credit derivatives we sell is included in adjusted operating income as an adjustment to “Realized investment gains (losses), net” over the
life of the derivative.

The following table sets forth our exposure where we have sold credit protection through credit derivatives in the Financial Services
Businesses by NAIC rating of the underlying credits as of the dates indicated.

[€))] December 31, 2005 December 31, 2004
NAIC
Designation Rating Agency Equivalent Notional Fair Value Notional Fair Value
(in millions)
1 Aa, A, A $1,040 $ 1) $360 $ 3
Baa .o 132 (1) — —
Subtotal Investment Grade . . . ...ttt 1,172 2) 360 3
3 Ba o 10 — — —
4 B o — — — —
5 Cand JoOWeT . ..ot — — — —
6 Inorneardefault . ... ... ... . ... — — — —
Subtotal Below Investment Grade . .......... .. ...t 10 — — —
172 $1,182 $ 2 $360 $ 3

(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 our exposure where we have sold credit protection through credit derivatives in the Closed Block
Business portfolios by NAIC rating of the underlying credits as of the dates indicated.

1) December 31, 2005 December 31, 2004
NAIC
Designation Rating Agency Equivalent Notional Fair Value Notional Fair Value
(in millions)
1 Aaa, Aa, A L $396 $ 3 $268 $ 1
Baa . 30 — — —
Subtotal Investment Grade . .. ... ... 426 3 268 1
3 Ba o — — — —
4 B o — — — —
5 Cand JoWer . ... — — — —
6 Inorneardefault ... ... ... . .. — — — —
Subtotal Below Investment Grade . .............. ..ot — — — —
TOtal .« .t $426 $ 3 $268 $ 1

(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.

In addition to selling credit protection, in limited instances we have purchased credit protection using credit derivatives in order to
hedge specific credit exposures in our investment portfolio. Similar to the above, the premium paid for the credit derivatives we purchase is
included in adjusted operating income as an adjustment to ‘“Realized investment gains (losses), net” over the life of the derivative.
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Unrealized Losses from Fixed Maturity Securities

The following table sets forth the amortized cost and gross unrealized losses of fixed maturity securities attributable to the Financial
Services Businesses where the estimated fair value had declined and remained below amortized cost by 20% or more for the following
timeframes:

December 31, 2005 December 31, 2004
Gross Gross

Amortized Unrealized Amortized Unrealized
Cost Losses Cost Losses

(in millions)
Less than siX MONNS . . .. ..ottt $ 33 $ 8 $ 3 $
Six months or greater but less thanninemonths .. ........ ... ... ... L —
Nine months or greater but less than twelvemonths . . ......... ... .. ... ... ... ... ... —
Twelve months and greater .. ... ... ... . e

TOAl .« $ 33
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The gross unrealized losses as of December 31, 2005 were concentrated in the manufacturing sector while the gross unrealized losses
as of December 31, 2004 were concentrated in the manufacturing and services sectors.

The following table sets forth the amortized cost and gross unrealized losses of fixed maturity securities attributable to the Closed
Block Business where the estimated fair value had declined and remained below amortized cost by 20% or more for the following
timeframes:

December 31, 2005 December 31, 2004
Gross Gross

Amortized Unrealized Amortized Unrealized
Cost Losses Cost Losses

(in millions)
Less than six Months ... ....... ...t $ 23 $ 5 $ 4 $
Six months or greater but less thanninemonths ........ ... ... ... ... o i —
Nine months or greater but less than twelve months . ........... ... ... ... ... ... ..... —
Twelve months and reater . ... ... ... ... ..ottt —
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The gross unrealized losses as of December 31, 2005 were primarily concentrated in the manufacturing sector, while the gross
unrealized losses as of December 31, 2004 were concentrated in the foreign government securities sectors.

Impairments of Fixed Maturity Securities

We maintain separate monitoring processes for public and private fixed maturities and create watch lists to highlight securities that
require special scrutiny and management. Our public fixed maturity asset managers formally review all public fixed maturity holdings on a
quarterly basis and more frequently when necessary to identify potential credit deterioration whether due to ratings downgrades,
unexpected price variances, and/or industry specific concerns. We classify public fixed maturity securities of issuers that have defaulted as
securities not in good standing and all other public watch list assets as closely monitored.

For private placements our credit and portfolio management processes help ensure prudent controls over valuation and management.
We have separate pricing and authorization processes to establish “checks and balances” for new investments. We apply consistent
standards of credit analysis and due diligence for all transactions, whether they originate through our own in-house origination staff or
through agents. Our regional offices closely monitor the portfolios in their regions. We set all valuation standards centrally, and we assess
the fair value of all investments quarterly.

Our private fixed maturity asset managers conduct specific servicing tests on each investment on an ongoing basis to determine
whether the investment is in compliance or should be placed on the watch list or assigned an early warning classification. We assign early
warning classifications to those issuers that have failed a servicing test or experienced a minor covenant default, and we continue to
monitor them for improvement or deterioration. In certain situations, the general account benefits from negotiated rate increases or fees
resulting from a covenant breach. We assign closely monitored status to those investments that have been recently restructured or for which
restructuring is a possibility due to substantial credit deterioration or material covenant defaults. We classify as not in good standing
securities of issuers that are in more severe conditions, for example, bankruptcy or payment default.

Fixed maturity securities classified as held to maturity are those securities where we have the intent and ability to hold the securities
until maturity. These securities are reflected at amortized cost in our consolidated statement of financial position. Other fixed maturity
securities are considered available for sale, and, as a result, we record unrealized gains and losses to the extent that amortized cost is
different from estimated fair value. All held to maturity securities and all available for sale securities with unrealized losses are subject to

Prudential Financial 2005 Annual Report 55



our review to identify other-than-temporary impairments in value. In evaluating whether a decline in value is other-than-temporary, we
consider several factors including, but not limited to, the following:

* the extent (generally if greater than 20%) and the duration (generally if greater than six months) of the decline;
e the reasons for the decline in value (credit event or interest rate related);
* our ability and intent to hold our investment for a period of time to allow for a recovery of value; and

* the financial condition of and near-term prospects of the issuer.

When we determine that there is an other-than-temporary impairment, we record a writedown to estimated fair value, which reduces
the cost basis. The new cost basis of an impaired security is not adjusted for subsequent increases in estimated fair value. Estimated fair
values for fixed maturities, other than private placement securities, are based on quoted market prices or prices obtained from independent
pricing services. For these private fixed maturities, fair value is determined typically by using a discounted cash flow model, which relies
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 things, the credit quality of the issuer and the reduced liquidity associated with private placements. The
estimated fair value of certain non-performing private placement fixed maturities is based on management’s estimates.

Impairments of fixed maturity securities attributable to the Financial Services Businesses were $69 million in 2005 and $122 million
in 2004. Impairments of fixed maturity securities attributable to the Closed Block Business were $32 million in 2005 and $61 million in
2004. For a further discussion of impairments, see “—Realized Investment Gains” above.

Trading account assets supporting insurance liabilities

Certain products included in the retirement business we acquired from CIGNA, as well as certain products included in the
International Insurance segment, are experience-rated, meaning that the investment results associated with these products will ultimately
accrue to contractholders. The investments supporting these experience-rated products, excluding commercial loans, are classified as
trading. These trading investments are reflected on the balance sheet as “Trading account assets supporting insurance liabilities, at fair
value.” Realized and unrealized gains and losses for these investments are reported in “Asset management fees and other income.”
Investment income for these investments are reported in “Net investment income.” The following table sets forth the composition of this
portfolio as of the dates indicated.

December 31, 2005 December 31, 2004
Amortized Fair Amortized Fair

Cost Value Cost Value
(in millions)

Short-term Investments and Cash Equivalents . . ... ........... ..ttt $ 317 $ 317 $ 951 $ 951
Fixed Maturities:

U.S. GOVEIMIMENE . ..ottt ettt e e e e e e e e e e e e e e e e e e e e e e e et 206 208 311 306

Foreign GOVEINMENt . . . ..ottt ettt e e e e e e e e e e e e e e 329 330 387 390

COorporate SECUTTLIES . . . oo vttt ettt e e et e e e e e e e e e 9,630 9,369 8,866 8,765

Asset-Backed SECUTIHES . . . ..ottt e e s 685 679 617 613

Mortgage Backed . . ... ... . 2,300 2,255 1,494 1,492

Total Fixed Maturiti€S . .. ... ... ...ttt e e e e e e e 13,150 12,841 11,675 11,566

EqUity SECUTILIES . . . .. oottt ettt e e e e 388 623 378 447

Total trading account assets supporting insurance liabilities ............................. $13,855 $13,781 $13,004 $12,964

As of December 31, 2005, as a percentage of amortized cost, 71% of the portfolio was comprised of publicly traded securities, versus
67% of the portfolio as of December 31, 2004. As of December 31, 2005, 97% of the fixed maturity portion of the portfolio was classified
as investment grade, versus 98% of the fixed maturity portion of the portfolio as of December 31, 2004. Net change in unrealized gains
(losses) from trading account assets supporting insurance liabilities still held at period end, recorded within “Asset management fees and
other income,” were $(34) million and $(39) million for the years ended December 31, 2005 and 2004, respectively.
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The following table sets forth our public fixed maturities included in our trading account assets supporting insurance liabilities
portfolio by NAIC rating as of the dates indicated.

1Q2) December 31, 2005 December 31, 2004
Gross Gross Gross Gross
NAIC Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair
Designation Rating Agency Equivalent Cost Gains(3) Losses(3) Value Cost Gains(3) Losses(3) Value
(in millions)
1 Aaa, Aa, A ... $6,990 $ 14 $170 $6,834  $4,929 $ 23 $67 $4,886
Baa ... 2,049 3 65 1,987 2,454 9 31 2,431
Subtotal Investment Grade ............... 9,039 17 235 8,821 7,383 32 98 7,317
3 Ba 42 — 5 37 16 — — 16
4 B o 2 — — 2 14 1 — 15
5 Candlower .............iiiiiin. 2 — — 2 2 — — 2
6 Inorneardefault....................... — — — — — — — —
Subtotal Below Investment .. .............
Grade ......ooviii 46 — 5 41 32 1 — 33
Total Public Trading Account Assets
Supporting Insurance Liabilities ... ...... $9,085 $ 17 $240 $8,862  $7,415 $7,350

&
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(1) See “—Fixed Maturity Securities Credit Quality” above for a discussion on NAIC designations.
(2) Reflects equivalent ratings for investments of the international insurance operations that are not rated by U.S. insurance regulatory authorities.
(3) Amounts are reported in “Asset management fees and other income.”

The following table sets forth our private fixed maturities included in our trading account assets supporting insurance liabilities
portfolio by NAIC rating as of the dates indicated.

(1)(2) December 31, 2005 December 31, 2004
Gross Gross Gross Gross

NAIC Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair

Designation Rating Agency Equivalent Cost Gains Losses Value Cost Gains Losses Value
(in millions)

1 Aaa, Aa, A ... $1,087 $ 2 $ 28 $1,061  $1,168 $3 $ 24 $1,147
Baa ........ ... 2,564 10 66 2,508 2,852 20 51 2,821
Subtotal Investment Grade ............... 3,651 12 94 3,569 4,020 23 75 3,968
3 Ba .o 276 2 9 269 165 4 1 168
4 B o 31 — 1 30 45 2 — 47
5 Candlower ............. ... 99 — 1 98 22 1 1 22

6 Inorneardefault....................... 8 5 — 13 8 3 — 11
Subtotal Below Investment Grade ......... 414 7 11 410 240 10 2 248

Total Private Trading Account Assets
Supporting Insurance Liabilities . ... ... .. $4,065

@
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105 $3,979  $4,260
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$4,216

(1) See “—Fixed Maturity Securities Credit Quality” above for a discussion on NAIC designations.
(2) Reflects equivalent ratings for investments of the international insurance operations that are not rated by U.S. insurance regulatory authorities.
(3) Amounts are reported in “Asset management fees and other income.”

Commercial Loans

Investment Mix

We originate domestic commercial mortgages using dedicated investment staff and a network of independent companies through our
various regional offices across the country. All loans are underwritten consistently to our standards using a proprietary quality rating
system that has been developed from our experience in real estate and mortgage lending. Our loan portfolio strategy emphasizes
diversification by property type and geographic location.

Consumer loans are loans extended by Gibraltar Life to individuals for financing purchases of consumer goods and services and are
guaranteed by third party guarantor companies.

Ongoing surveillance of the portfolio is performed and loans are placed on watch list status based on a predefined set of criteria. We
place loans on early warning status in cases where we detect that the physical condition of the property, the financial situation of the
borrower or tenant or other market factors could lead to a loss of principal or interest. We classify loans as closely monitored when there is
a collateral deficiency or other credit events that will lead to a potential loss of principal or interest. Loans not in good standing are those
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loans where there is a high probability of loss of principal, such as when the loan is in the process of foreclosure or the borrower is in
bankruptcy. In our domestic operations, our workout and special servicing professionals manage the loans on the watch list. In our
international portfolios, we monitor delinquency in consumer loans on a pool basis and evaluate any servicing relationship and guarantees

the same way we do for commercial loans.

As of December 31, 2005, we held approximately 11% of our general account investments in commercial loans compared to 12% as
of December 31, 2004. This percentage is net of a $0.1 billion and $0.5 billion allowance for losses as of December 31, 2005 and

December 31, 2004, respectively.

Our loan portfolio strategy emphasizes diversification by property type and geographic location. The following tables set forth the
breakdown of the gross carrying values of our commercial loan portfolio by geographic region and property type as of the dates indicated.

Commercial loans by region:
Regions:
Pacific ... .. ...

U.S.

South Atlantic
Middle Atlantic

East North Central
West South Central
Mountain
West North Central
New England . . ..
East South Central

Commercial loans by property type:
Industrial buildings ......... ... ... ... .
Office buildings . ....... ... . ...

Apartment complexes

Retail stores

Other

Residential properties
Agricultural properties

Subtotal of collateralized loans

Uncollateralized loans ...........

Total Commercial Loans . . ...

58

Prudential Financial 2005 Annual Report

December 31, 2005 December 31, 2004
Financial Services Closed Block Financial Services Closed Block
Businesses Business Businesses Business
Gross Gross Gross Gross
Carrying % of Carrying % of Carrying % of Carrying % of
Value Total Value Total Value Total Value Total
($ in millions)
$ 4,210 26.5% $2,661 36.4% $ 4,146 239% $2,712 37.0%
2,715 17.1 1,401 19.2 2,706 15.6 1,444 19.7
2,197 13.9 1,429 19.6 2,218 12.8 1,285 17.5
1,360 8.6 490 6.7 1,315 7.6 503 6.8
949 6.0 392 54 1,083 6.2 403 5.5
928 5.8 429 5.9 1,053 6.0 434 5.9
529 33 220 3.0 555 32 247 34
451 2.9 227 3.1 394 2.3 220 3.0
246 1.5 51 0.7 192 1.1 90 1.2
13,585 85.6 7,300 100.0 13,662 78.7 7,338 100.0
1,726 10.9 — — 3,453 19.9 — —
563 3.5 — — 242 1.4 — —
$15,874 100.0%  $7,300 100.0% $17,357 100.0% $7,338 100.0%
December 31, 2005 December 31, 2004
Financial Services Closed Block Financial Services Closed Block
Businesses Business Businesses Business
Gross Gross Gross Gross
Carrying % of Carrying % of Carrying % of Carrying % of
Value Total Value Total Value Total Value Total
($ in millions)
$ 3,229 203% $1,928 26.4% $ 2,923 16.8% $1,867 25.4%
3,045 19.2 1,320 18.1 3,533 20.4 1,480 20.2
2,958 18.6 1,717 23.5 3,347 19.3 1,821 24.8
1,898 12.0 994 13.6 2,107 12.1 797 10.9
1,381 8.7 638 8.8 982 5.7 600 8.2
1,037 6.5 2 — 1,307 7.5 4 —
1,032 6.5 701 9.6 1,017 59 769 10.5
14,580 91.8 7,300 100.0 15,216 87.7 7,338 100.0
1,294 8.2 — — 2,141 12.3 — —
$15,874 100.0%  $7,300 100.0% $17,357 100.0% $7,338 100.0%




Commercial Loans by Contractual Maturity Date

The following tables set forth the breakdown of our commercial loan portfolio by contractual maturity as of December 31, 2005.

December 31, 2005
Financial Services Closed Block
Businesses Business
Gross Gross

Carrying % of Carrying % of
Value Total Value Total

($ in millions)

Maturing in 2000 . . . ..o ot e e e e $ 1,070 6.7% $ 175 2.4%
Maturing in 2007 . . . oo oot e e 1,456 9.2 421 5.8
Maturing in 2008 . . . . .o 1,535 9.7 414 5.7
Maturing in 2009 . . . ..o e e 2,555 16.1 745 10.2
Maturing in 2010 . . ..o oo e 1,805 11.4 669 9.1
Maturing in 2011 . ..o 1,028 6.5 678 9.3
Maturing in 2012 . . ..o e e 1,107 7.0 583 8.0
Maturing in 20013 . .. oo 1,335 8.4 580 7.9
Maturing in 2014 . . oo 546 34 570 7.8
Maturing in 2015 and beyond . . . . ... 3,437 21.6 2,465 33.8
Total Commercial LOANS . . . . ..ottt ettt et e e e e e $15,874 100.0%  $7,300 100.0%

Commercial Loan Quality

We establish valuation allowances for loans that are determined to be non-performing as a result of our loan review process. We
define a non-performing loan as a loan for which it is probable that amounts due according to the contractual terms of the loan agreement
will not be collected. Valuation allowances for a non-performing loan are recorded based on the present value of expected future cash flows
discounted at the loan’s effective interest rate or based on the fair value of the collateral if the loan is collateral dependent. We record
subsequent adjustments to our valuation allowances when appropriate.

The following tables set forth the gross carrying value for commercial loans by loan classification as of the dates indicated:

December 31, 2005 December 31, 2004
Financial Services Closed Block Financial Services Closed Block
Businesses Business Businesses Business
(in millions)
Performing ... ....... oo $15,812 $7,298 $16,901 $7,334
Delinquent, not in foreclosure . .............. .. 52 1 359 1
Delinquent, in foreclosure . .......... ... ..o — — — 2
Restructured . .. ... ... o 10 1 97 1

Total Commercial Loans . ... .........o.uuniniuie . $15,874 $7,300 $17,357 $7.,338

The following table sets forth the change in valuation allowances for our commercial loan portfolio as of the dates indicated:

December 31, 2005 December 31, 2004
Financial Services Closed Block Financial Services Closed Block
Businesses Business Businesses Business
(in millions)

Allowance, beginning of year . .................eiiiiiiiiiieiieeaa. $ 440 $ 41 $415 $ 53
(Release of)/addition to allowance forlosses . ...................... (269) 5) 4 (10)
Charge-offs, net of recoveries . .............ouuuiiiunninneenn... (29) — (1) 2)
Change in foreignexchange .. ......... ... ... .. (49) — 22 —

Allowance, end of year . ... ........ouuuuuuu $ 93 $ 36 $440 $ 41

The release of allowance for losses of $269 million for the year ended December 31, 2005 includes $293 million related to the Dai
Ichi settlement. The settlement resulted in a reduction in the commercial loan balance of $293 million and the release of the corresponding
allowance, as well as a $110 million realized investment gain, as discussed in “—Realized Investment Gains” above.
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Equity Securities

Investment Mix

The equity securities attributable to the Financial Services Businesses relate primarily to our Japanese insurance operations and consist
principally of investments in common stock of publicly traded Japanese companies. The following table sets forth the composition of our
equity securities portfolio attributable to the Financial Services Businesses and the associated gross unrealized gains and losses as of the
dates indicated:

December 31, 2005 December 31, 2004
Gross Gross Gross Gross
Unrealized Unrealized Fair Unrealized Unrealized Fair
Cost Gains Losses Value Cost Gains Losses Value
(in millions)

Publicequity . ........oooo $1,558 $401 $19 $1,940 $1,448 $185 $28 $1,605
Privateequity ........... ... . i 88 13 1 100 35 10 1 44
Total Equity ........ .ot $1,646 $414 $20 $2,040 $1,483 $195 $29 $1,649

The equity securities attributable to the Closed Block Business consist principally of investments in common stock of publicly traded
companies. The following table sets forth the composition of our equity securities portfolio attributable to the Closed Block Business and
the associated gross unrealized gains and losses as of the dates indicated:

December 31, 2005 December 31, 2004
Gross Gross Gross Gross
Unrealized Unrealized Fair Unrealized Unrealized Fair
Cost Gains Losses Value Cost Gains Losses Value
(in millions)

Publicequity . .........oo o $2,526 $552 $114 $2,964  $2,089 $580 $ 53 $2,616
Privateequity .......... ..o 4 — — 4 3 1 — 4
Total Equity ..., $2,530 $552 $114 $2,968  $2,092 $581 $ 53 $2,620

Unrealized Losses from Equity Securities

The following table sets forth the cost and gross unrealized losses of our equity securities attributable to the Financial Services
Businesses where the estimated fair value had declined and remained below cost by 20% or more for the following timeframes:

December 31, 2005 December 31, 2004

Gross Gross
Unrealized Unrealized
Cost Losses Cost Losses
(in millions)
Less than SiX MONTNS . . . . ...ttt ettt e e e e $— $— $ 39 $ 11
Six months or greater but less than nine months . ....... ... e 2 1 — —
Nine months or greater but less than twelve months . ....... .. ... ... ... .. . — — 2 1
Twelve months and reater . . ... .. ..ottt et e e — — — —
Total L. $ 2 $ 1 $ 41 $ 12

The gross unrealized losses as of December 31, 2004 were primarily concentrated in the services sector.

The following table sets forth the cost and gross unrealized losses of our equity securities attributable to the Closed Block Business
where the estimated fair value had declined and remained below cost by 20% or more for the following timeframes:

December 31, 2005 December 31, 2004

Gross Gross
Unrealized Unrealized
Cost Losses Cost Losses
(in millions)
Less than siX MONNS . . ... ...ttt $ 72 $ 17 $ 27 $ 6
Six months or greater but less than nine months . ........ .. ... .. . . — — — —
Nine months or greater but less than twelve months . ........ .. .. . ... . — — — —
Twelve months and reater . . . ... ...ttt e e e — — — —
TOUAL vttt e et e e $ 72 $ 17 $ 27 $ 6
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The gross unrealized losses as of December 31, 2005 were primarily concentrated in the manufacturing and services sectors while the
gross unrealized losses as of December 31, 2004 were primarily concentrated in the manufacturing sector.

Impairments of Equity Securities

For those equity securities classified as available-for-sale we record unrealized gains and losses to the extent cost is different from
estimated fair value. All securities with unrealized losses are subject to our review to identify other-than-temporary impairments in value.
In evaluating whether a decline in value is other-than-temporary, we consider several factors including, but not limited to, the following:

* the extent (generally if greater than 20%) and the duration (generally if greater than six months) of the decline;

* the reasons for the decline in value (credit event or market fluctuation);

* our ability and intent to hold the investment for a period of time to allow for a recovery of value; and

* the financial condition of and near-term prospects of the issuer.

When we determine that there is an other-than-temporary impairment, we record a writedown to estimated fair value, which reduces
the cost basis. The new cost basis of an impaired security is not adjusted for subsequent increases in estimated fair value. Estimated fair
values for publicly traded equity securities are based on quoted market prices or prices obtained from independent pricing services.

Estimated fair values for privately traded equity securities are determined using valuation and discounted cash flow models that call for a
substantial level of judgment from management.

Impairments of equity securities attributable to the Financial Services Businesses were $8 million in 2005 and $19 million in 2004.
Impairments of equity securities attributable to the Closed Block Business were $10 million in 2005 and $9 million in 2004. For a further
discussion of impairments, see “—Realized Investment Gains” above.

Other Long-Term Investments

“Other long-term investments” are comprised as follows:

December 31, 2005 December 31, 2004
Financial Services Closed Block Financial Services Closed Block
Businesses Business Businesses Business

(in millions)
Joint ventures and limited partnerships:

Real estate related . . ... ... vu vttt $ 168 $237 $ 222 $ 284
Nonreal estate related . ........ ... i 235 724 211 796
Real estate held through direct ownership ........... ... ... ... ... ... 1,119 13 1,253 33
Separate aCCOUNLS . .. ...ttt ittt et et e e e e 1,426 — 1,361 —
Other .« .o 777 (D) 927 (66)
Total other long-term iNVEStMENts . .. .......ouuureeennnneennnn. $3,725 $973 $3,974 $1,047

Trading Account Assets Supporting Insurance Liabilities

“Trading account assets supporting insurance liabilities, at fair value” include assets that support certain products included in the
retirement business we acquired from CIGNA, as well as certain products included in the International Insurance segment, which are
experience rated, meaning that the investment results associated with these products will ultimately accrue to contractholders. Realized and
unrealized gains and losses for these investments are reported in “Asset management fees and other income.” Investment income for these
investments is reported in “Net investment income.”

Results for 2005 and 2004 include the recognition of $33 million and $55 million of investment losses, respectively, on “Trading
account assets supporting insurance liabilities, at fair value.” These losses primarily represent interest-rate related mark-to-market
adjustments on fixed maturity securities. Consistent with our treatment of “Realized investment gains (losses), net,” these losses, which
will ultimately accrue to the contractholders, are excluded from adjusted operating income. In addition, results for 2005 and 2004 include
increases of $44 million and decreases of $1 million, respectively, in contractholder liabilities due to asset value changes in the pool of
investments that support these experience-rated contracts. These liability changes are reflected in “Interest credited to policyholders’
account balances” and are also excluded from adjusted operating income. As prescribed by GAAP, changes in the fair value of mortgage
loans, other than when associated with impairments, are not recognized in income in the current period, while the impact of these changes
in mortgage loan value are reflected as a change in the liability to contractholders in the current period. Included in the amounts above
related to the change in the liability to contractholders is a decrease related to mortgage loans of $12 million in 2005 and $27 million in
2004. There were no amounts recorded related to these items in 2003.
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Divested Businesses

Our income from continuing operations includes results from several businesses that have been or will be sold or exited that do not
qualify for “discontinued operations” accounting treatment under GAAP. The results of these divested businesses are reflected in our
Corporate and Other operations, but excluded from adjusted operating income. A summary of the results of these divested business that
have been excluded from adjusted operating income is as follows for the periods indicated:

Year ended December 31,
2005 2004 2003
(in millions)

Canadian OPETaAtioNS . . . ... ..ottt ittt $(34) $ 9 $ 13
Property and casualty INSUTANCE . . . ... ...ttt ettt ettt et e e e e e e e e e (12) N (355)
Prudential Securities capital Markets . . . ... ... ...t e “4) (22) 287
Gibraltar Casualty . ... ..ot e — — (81)
Other divested DUSINESSES . . . .o\ttt et ettt e e et e e e e e e e e e — N 22)
Total divested business excluded from adjusted Operating inCoOME . . . . ... ...\t tit ittt $(50) $(33) $(158)

As a result of a reinsurance transaction that we anticipate entering into during 2006, the financial results of the retained Canadian
operations are being reflected in divested business for all periods presented. As a part of this action to divest the Canadian operations, in the
fourth quarter of 2005, substantially all of our capital in the Canadian operations was repatriated to the United States. This event triggered
the recognition of a cumulative foreign exchange translation loss.

In the fourth quarter of 2003, we completed our previously announced agreements to sell our property and casualty insurance
companies that operate nationally in 48 states outside of New Jersey, and the District of Columbia, to Liberty Mutual Group, or Liberty
Mutual, as well as our New Jersey property and casualty insurance companies to Palisades Group. Results of the property and casualty
insurance operations are reflected as a divested business for all periods presented. The loss in 2003 includes a charge of $491 million,
which primarily reflects the write-down of the assets to be sold to fair value and management’s best estimate of the cost of retained
liabilities. The retained liabilities include pre-closing litigation and obligations under reinsurance contracts provided in connection with
potential adverse loss development on the business sold to Liberty Mutual.

In addition, in 2003 we sold our specialty automobile insurance business and entered into an agreement to sell our work-place
distribution property and casualty insurance operations, which closed in the first quarter of 2004. The results of operations for these
businesses are included in “Loss from discontinued operations” for all periods presented.

The results for the Prudential Securities capital markets businesses in 2003 include the gain from a $332 million settlement of an
arbitration award. Partly offsetting this gain in 2003, are losses related to the residual investment portfolio of the business that continues to
be liquidated.

The results for the Gibraltar Casualty Company, a commercial property and casualty insurer that we sold in September 2000 to
Everest Re Group, Ltd., reflect losses of $81 million in 2003 from a stop-loss reinsurance agreement we entered into pursuant to the sale,
whereby if and when aggregate post-sale claim and claim-related payments exceed Gibraltar Casualty’s reserves recorded at the time of
sale, we will pay Everest for 80% of the first $200 million of such excess. As of December 31, 2003, we were fully reserved for payments
under this agreement.

Also reflected in other divested businesses are the results of the Prudential Home Mortgage business and the operations of certain
Japanese asset management units.
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Liquidity and Capital Resources

Prudential Financial

The principal sources of funds available to Prudential Financial, the parent holding company and registrant, to meet its obligations,
including the payment of shareholder dividends, debt service, operating expenses, capital contributions and obligations to subsidiaries are
dividends, returns of capital, interest income from its subsidiaries, and cash and short-term investments. These sources of funds are
complemented by Prudential Financial’s access to the capital markets and bank facilities. We believe that cash flows from these sources are
sufficient to satisfy the current liquidity requirements of Prudential Financial, including reasonably foreseeable contingencies. As of
December 31, 2005, Prudential Financial had cash and short-term investments of approximately $747 million, an increase of $271 million,
or 57%, from December 31, 2004. Prudential Financial’s principal sources and uses of cash and short-term investments for the year ended
December 31, 2005 were as follows:

Year ended
December 31,
2005
(in millions)
Sources:
Dividends and/or returns of capital from subsidiaries(1) .. ... ...... .. $ 2,393
Proceeds from the issuance of retail medium-term notes, net of repayments(2) . ... .... ...ttt 576
Proceeds from the issuance of long-term debt(3) . .. ... ... 848
Proceeds from the issuance of short-term debt, net of repayments(3) .. ........ ... i e 320
Proceeds from the issuance of floating rate convertible senior NOtES(3) .. ... ..ottt 2,000
Proceeds from the exercise of StOCK OPLIONS . . . . .. .o e 169
(0531 24
TOtAl SOUICES . . v vttt e e e e e e e e 6,330
Uses:
Capital contributions to SUDSIAIATIES(4) . . . ..ottt et e e e (779)
Share repurChases . . ... ... .. (2,096)
Demutualization consideration(5) . .. .. ...ttt e (283)
Net payments under intercompany 1loan agreements (0) . ... . ... ... .ottt ettt e (1,931)
Shareholder divIidends . .. ... .. ... . e (394)
Purchase of funding agreements from Prudential Insurance, net of maturities(2) ... ... ..ottt (576)
TOtal USES . o .t ittt ettt e e (6,059)
Net increase in cash and ShOrt-term iNVESUMENTS . .. .. .. ottt ettt e ettt e e e e e e e e et e e e e et $ 271

(1) Includes dividends and/or returns of capital of $1,733 million from Prudential Insurance, $175 million from American Skandia, $231 million from our
asset management subsidiaries, $86 million from securities subsidiaries, $75 million from our international insurance and investments subsidiaries, $31
million from real estate subsidiaries and $62 million from other businesses.

(2) Proceeds from the issuance of retail medium-term notes are used primarily to purchase funding agreements from Prudential Insurance. See
“—Financing Activities” for a discussion of our retail note program.

(3) See “—Financing Activities.”

(4) Includes capital contributions of $375 million to our international insurance and investments subsidiaries, $195 million to corporate subsidiaries, $154
million to our securities subsidiaries, and $48 million to domestic insurance subsidiaries and $7 million to our bank holding company.

(5) See “—Uses of Capital—Demutualization Consideration.”

(6) Includes a $2 billion loan to an investment subsidiary that was funded primarily with the proceeds from the issuance of senior convertible notes. Also
includes a $150 million repayment of an intercompany note issued to Prudential Insurance at the time of demutualization.

Sources of Capital

Prudential Financial is a holding company with insubstantial assets other than investments in subsidiaries. Its capitalization and use of
financial leverage are consistent with its ratings targets. We also seek to capitalize subsidiaries and businesses in accordance with their
ratings targets. Our financial strength rating targets for our domestic life insurance companies are “AA/Aa/AA” for Standard & Poor’s
Rating Services, or S&P, Moody’s Investors Service, Inc., or Moody’s, and Fitch Ratings Ltd., or Fitch, respectively, and “A+” for A.M.
Best Company, or A.M. Best. Our long-term senior debt rating objectives for Prudential Financial are “A” for S&P, Moody’s and Fitch and
“a” for A.M. Best. The primary components of capitalization for the Financial Services Businesses consist of the equity we attribute to the
Financial Services Businesses (excluding unrealized gains and losses on investments) and outstanding capital debt of the Financial Services
Businesses, as discussed below under “—Financing Activities.” Based on these components, the capital position of the Financial Services
Businesses as of December 31, 2005 was as follows:

December 31, 2005
(in millions)
Attributed equity (excluding unrealized gains and losses On iNVESIMENES) . . .. ...ttt $20,206
Capital debt . . . ..o 4,199
Total capital . . .. ... $24,405
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As shown in the table above, as of December 31, 2005, the Financial Services Businesses had approximately $24.4 billion in capital,
all of which was available to support the aggregate capital requirements of its three divisions and its Corporate and Other operations. Based
on our assessments of these businesses and operations, we believe that the capital of the Financial Services Businesses exceeds the amount
required to support its current business risks. We believe that this excess capital, combined with unused borrowing capacity as discussed
below, exceeded $3.0 billion as of December 31, 2005. Although some of these resources are in our regulated subsidiaries, and their
availability may be subject to prior regulatory notice, approval or non-disapproval, we believe these resources give us substantial financial
flexibility. We have not included the ability to issue hybrid equity securities in our estimate of excess capital; however, we may consider
issuing these securities as part of our capital structure in the future if the terms are attractive relative to other alternatives.

The Risk Based Capital, or RBC, ratio is the primary measure by which we evaluate the capital adequacy of Prudential Insurance,
which encompasses businesses in both the Financial Services Businesses and the Closed Block Business. We manage Prudential
Insurance’s RBC ratio to a level consistent with our ratings targets. RBC is determined by statutory formulas that consider risks related to
the type and quality of the invested assets, insurance-related risks associated with Prudential Insurance’s products, interest rate risks and
general business risks. The RBC ratio calculations are intended to assist insurance regulators in measuring the adequacy of Prudential
Insurance’s statutory capitalization.

We have completed the process of arranging the reinsurance of the Closed Block. As of December 31, 2005, we had reinsured 90% of
the Closed Block, including 17% with a wholly owned subsidiary of Prudential Financial. Entering into these arrangements allows the RBC
formula treatment of the Closed Block to reflect more closely the economic risk profile of the Closed Block. The Closed Block continues to
be adequately capitalized to meet its future obligations, as discussed under “—Overview—Closed Block Business.” We also consider
borrowing capacity in evaluating the capital position and financial flexibility of the Financial Services Businesses. We believe that a ratio
of capital debt to total capital of 20% or less is consistent with our ratings objectives for Prudential Financial. Our ratio as of December 31,
2005 of 17.2% implies that the Financial Services Businesses could incur up to $0.9 billion in additional capital debt consistent with our
ratings objectives.

During 2005, we used available capital from our International Insurance businesses to fund loans to affiliates.

During 2005, we repatriated approximately $160 million to Prudential Financial under the American Jobs Creation Act of 2004, or
AJCA. For further discussion of these repatriations, see Note 17 to our Consolidated Financial Statements.

In the second quarter of 2005, Prudential Insurance declared a dividend of $1.486 billion to its sole shareholder, Prudential Holdings,
LLC. The portion of this dividend not allocated to the Closed Block Business ($969 million) was paid by Prudential Holdings, LLC to
Prudential Financial. In the third quarter of 2005, Prudential Insurance received approval from the New Jersey Department of Banking and
Insurance for an extraordinary dividend of $764 million. Also in the third quarter of 2005, Prudential Insurance paid the extraordinary
dividend to Prudential Holdings, LLC, which in turn paid to Prudential Financial.

Uses of Capital

Share Repurchases. During the year ended December 31, 2005, the Company repurchased 32.4 million shares of its Common Stock
at a total cost of approximately $2,090 million.

On November 9, 2004, Prudential Financial’s Board of Directors authorized a stock repurchase program under which Prudential
Financial was authorized to purchase up to $1.5 billion of its outstanding Common Stock in 2005. Effective June 7, 2005, Prudential
Financial’s Board of Directors authorized an increase in the annual rate of share repurchases from $1.5 billion to $2.1 billion for calendar
year 2005. On November 8, 2005, Prudential Financial’s Board of Directors authorized the Company to repurchase up to $2.5 billion of its
outstanding Common Stock in calendar year 2006. The timing and amount of any repurchases under the authorization are determined by
management based on market conditions and other considerations, and the repurchases may be effected in the open market or through
negotiated transactions. The 2006 stock repurchase program supersedes all previous repurchase programs.

Demutualization Consideration. For the year ended December 31, 2005, Prudential Financial paid $283 million in demutualization
consideration to eligible policyholders whom we have located since the time of demutualization and to governmental authorities in respect
of other eligible policyholders whom we continue to be unable to locate. We remain obligated to disburse $203 million of demutualization
consideration to the states if we are unable to establish contact with eligible policyholders within time periods prescribed by state
unclaimed property laws. These laws typically require remittance to the state after periods ranging from three to five years.

Regulatory Changes. Changes to the NAIC RBC Requirements for Variable Annuities with Guarantees—C-3 Phase II, which
became effective as of December 31, 2005, did not have a material impact on the RBC ratios of the Company’s insurance subsidiaries or
the capital requirements associated with our variable annuity products, given our internal reinsurance program, our living benefit hedge
program and other product risk management policies and procedures.
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Restrictions on Dividends and Returns of Capital from Subsidiaries

Our insurance and various other companies are subject to regulatory limitations on the payment of dividends and other transfers of
funds to affiliates. With respect to Prudential Insurance, New Jersey insurance law provides that, except in the case of extraordinary
dividends or distributions, all dividends or distributions paid by Prudential Insurance may be declared or paid only from unassigned
surplus, as determined pursuant to statutory accounting principles, less unrealized investment gains and revaluation of assets. As of
December 31, 2005 and 2004, Prudential Insurance’s unassigned surplus was $2.703 billion and $3.327 billion, respectively. Prudential
Insurance recorded applicable adjustments for unrealized investment gains of $252 million and $824 million, as of December 31, 2005 and
2004, respectively. Prudential Insurance must also notify the New Jersey Department of Banking and Insurance of its intent to pay a
dividend. If the dividend, together with other dividends or distributions made within the preceding twelve months, would exceed a
specified statutory limit, Prudential Insurance must also obtain the prior non-disapproval of the Department. The current statutory
limitation applicable to New Jersey life insurers generally is the greater of 10% of the prior calendar year’s statutory surplus, $7.1 billion as
of December 31, 2005, or the prior calendar year’s statutory net gain from operations excluding realized investment gains and losses, $1.8
billion for the year ended December 31, 2005. In addition to these regulatory limitations, the terms of the IHC debt contain restrictions
potentially limiting dividends by Prudential Insurance applicable to the Financial Services Businesses in the event the Closed Block
Business is in financial distress and under other circumstances.

The laws regulating dividends of the other states and foreign jurisdictions where our other insurance companies are domiciled are
similar, but not identical, to New Jersey’s. Pursuant to Gibraltar Life’s reorganization, in addition to regulatory restrictions, there are
certain restrictions on Gibraltar Life’s ability to pay dividends to Prudential Financial. There are also regulatory restrictions on the payment
of dividends by The Prudential Life Insurance Company, Ltd., or Prudential of Japan. We anticipate that it will be several years before
these restrictions will allow Gibraltar Life to pay dividends. Prudential of Japan may be able to begin paying dividends in the next two
years. The ability of our asset management subsidiaries, and the majority of our other operating subsidiaries, to pay dividends is largely
unrestricted.

Tax Settlement

As a result of the completion of a review of tax issues by the Joint Committee on Taxation of the United States Congress relating to an
examination by the Internal Revenue Service, or IRS, of our consolidated federal income tax returns for the 1997 to 2001 periods, we
expect to receive a cash refund during calendar year 2006 of approximately $570 million from the IRS. The refund will be distributed to the
subsidiaries to which it relates, and will be subject to those restrictions on dividends and transfers to affiliates, discussed above, applicable
to those subsidiaries.

Alternative Sources of Liquidity

Prudential Financial, the parent holding company, maintains an intercompany liquidity account that is designed to maximize the use of
cash by facilitating the lending and borrowing of funds between the parent holding company and its affiliates on a daily basis. Depending
on the overall availability of cash, the parent holding company invests excess cash on a short-term basis or borrows funds in the capital
markets. It also has access to bank facilities. See “—Lines of Credit and Other Credit Facilities.”

Liquidity of Subsidiaries
Domestic Insurance Subsidiaries

General Liquidity

Liquidity refers to a company’s ability to generate sufficient cash flows to meet the needs of its operations. We manage the liquidity of
our domestic insurance operations to ensure stable, reliable and cost-effective sources of cash flows to meet all of our obligations. Liquidity
is provided by a variety of sources, as described more fully below, including portfolios of liquid assets. The investment portfolios of our
domestic and foreign insurance operations are integral to the overall liquidity of those operations. We segment our investment portfolios
and employ an asset/liability management approach specific to the requirements of our product lines. This enhances the discipline applied
in managing the liquidity, as well as the interest rate and credit risk profiles, of each portfolio in a manner consistent with the unique
characteristics of the product liabilities. A projection process for cash flows from operations serves to ensure sufficient liquidity to meet
projected cash outflows, including claims.

Liquidity is measured against internally developed benchmarks that take into account the characteristics of the asset portfolio. The
results are affected substantially by the overall quality of our investments.

Cash Flow

The principal sources of liquidity of Prudential Insurance and our other domestic insurance subsidiaries are premiums and annuity
considerations, investment and fee income and investment maturities and sales associated with our insurance, annuities and guaranteed
products operations. The principal uses of that liquidity include benefits, claims, dividends paid to policyholders, and payments to
policyholders and contractholders in connection with surrenders, withdrawals and net policy loan activity. Other uses of liquidity include
commissions, general and administrative expenses, purchases of investments, and payments in connection with financing activities.
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We believe that the cash flows from our insurance, annuity and guaranteed products operations are adequate to satisty the current
liquidity requirements of these operations, including under reasonably foreseeable stress scenarios. The continued adequacy of this liquidity
will depend upon factors such as future securities market conditions, changes in interest rate levels and policyholder perceptions of our
financial strength, each of which could lead to reduced cash inflows or increased cash outflows.

Our domestic insurance operations’ cash flows from investment activities result from repayments of principal, proceeds from
maturities and sales of invested assets and investment income, net of amounts reinvested. The primary liquidity risks with respect to these
cash flows are the risk of default by debtors, our counterparties’ willingness to extend repurchase and/or securities lending arrangements,
and market volatility. We closely manage these risks through our credit risk management process and regular monitoring of our liquidity
position.

In managing the liquidity of our domestic insurance operations, we also consider the risk of policyholder and contractholder
withdrawals of funds earlier than our assumptions in selecting assets to support these contractual obligations. We use surrender charges and
other contract provisions to mitigate the extent, timing and profitability impact of withdrawals of funds by customers from annuity
contracts and deposit liabilities. The following table sets forth withdrawal characteristics of our general account annuity reserves and
deposit liabilities (based on statutory liability values) as of the dates indicated.

December 31, 2005 December 31, 2004
Amount % of Total Amount % of Total
($ in millions)

Not subject to discretionary withdrawal provisions . .............. ... .. .. ..., $24,749 38% $22,229 36%
Subject to discretionary withdrawal, with adjustment:
With market value adjustment . ... ... ...ttt e 19,346 30 18,445 30
Atmarket value . .. ... . 1,235 2 1,146 2
At contract value, less surrender charge of 5% ormore ........... ... ... .. i i 2,421 4 2,683 4
SUDOtAl . ..o 47,751 74 44,503 72
Subject to discretionary withdrawal at contract value with no surrender charge or surrender charge of
less than 5% . ... ... 17,274 26 17,130 28
Total annuity reserves and deposit liabilities ... ......... ... . . $65,025 100% $61,633 100%

Gross account withdrawals for our domestic insurance operations’ products amounted to $18.9 billion, including $9.0 billion
associated with the businesses of PRIAC, and $12.7 billion, including $4.3 billion associated with the businesses of PRIAC, for years
ended December 31, 2005 and 2004, respectively. These withdrawals include contractually scheduled maturities of general account
guaranteed investment contracts of $2,075 million and $1,601 million for the years ended December 31, 2005 and 2004, respectively.
Because these contractual withdrawals, as well as the level of surrenders experienced, were consistent with our assumptions in asset/
liability management, the associated cash outflows did not have a material adverse impact on our overall liquidity.

Individual life insurance policies are less susceptible to withdrawal than our annuity reserves and deposit liabilities because
policyholders may incur surrender charges and be subject to a new underwriting process in order to obtain a new insurance policy. Annuity
benefits under group annuity contracts are generally not subject to early withdrawal.

Liquid Assets

Liquid assets include cash, cash equivalents, short-term investments, fixed maturity and public equity securities. As of December 31,
2005 and December 31, 2004, our domestic insurance operations had liquid assets of $136.9 billion and $132.8 billion, respectively. The
portion of liquid assets comprised of cash and cash equivalents and short-term investments was $7.7 billion and $8.5 billion as of
December 31, 2005 and 2004, respectively. As of December 31, 2005, $114.2 billion, or 91%, of the fixed maturity investments held in our
domestic insurance company general account portfolios were rated investment grade. The remaining $11.8 billion, or 9%, of fixed maturity
investments were rated non-investment grade. We consider attributes of the various categories of liquid assets (for example, type of asset
and credit quality) in calculating internal liquidity measures in order to evaluate the adequacy of our domestic insurance operations’
liquidity under a variety of stress scenarios. We believe that the liquidity profile of our assets is sufficient to satisfy current liquidity
requirements, including under foreseeable stress scenarios.

Given the size and liquidity profile of our investment portfolios, we believe that claim experience varying from our projections does
not constitute a significant liquidity risk. Our asset/liability management process takes into account the expected maturity of investments
and expected claim payments as well as the specific nature and risk profile of the liabilities. Historically, there has been no significant
variation between the expected maturities of our investments and the payment of claims.

Our domestic insurance companies’ liquidity is managed through access to substantial investment portfolios as well as a variety of
instruments available for funding and/or managing short-term cash flow mismatches, including from time to time those arising from claim
levels in excess of projections. To the extent we need to pay claims in excess of projections, we may borrow temporarily or sell
investments sooner than anticipated to pay these claims, which may result in realized investment gains or losses or increased borrowing
costs affecting results of operations. For a further discussion of realized investment gains or losses, see “—Realized Investment Gains and
General Account Investments—Realized Investment Gains.” We believe that borrowing temporarily or selling investments earlier than
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anticipated will not have a material impact on the liquidity of our domestic insurance companies. Payment of claims and sale of
investments earlier than anticipated would have an impact on the reported level of cash flow from operating and investing activities,
respectively, in our financial statements.

Prudential Funding, LLC

Prudential Funding, LLC, or Prudential Funding, a wholly owned subsidiary of Prudential Insurance, continues to serve as a source of
financing for Prudential Insurance and its subsidiaries, as well as for other subsidiaries of Prudential Financial. Prudential Funding operates
under a support agreement with Prudential Insurance whereby Prudential Insurance has agreed to maintain Prudential Funding’s positive
tangible net worth at all times. Prudential Funding borrows funds primarily through the direct issuance of commercial paper. Prudential
Funding’s outstanding loans to other subsidiaries of Prudential Financial have declined over time as it transitions into a financing company
primarily for Prudential Insurance and its remaining subsidiaries. While our other subsidiaries continue to borrow from Prudential Funding,
they also borrow from Prudential Financial and directly from third parties. The impact of Prudential Funding on liquidity is considered in
the internal liquidity measures of the domestic insurance operations.

As of December 31, 2005, Prudential Financial, Prudential Insurance and Prudential Funding had unsecured committed lines of credit
totaling $3.0 billion. As of December 31, 2005, $2.2 billion of these lines were available to Prudential Insurance and Prudential Funding
and there were no outstanding borrowings under these facilities as of December 31, 2005. For a further discussion on lines of credit, see
“—Financing Activities—Lines of Credit and Other Credit Facilities.”

International Insurance Subsidiaries

In our international insurance operations, liquidity is provided through ongoing operations as well as portfolios of liquid assets. In
managing the liquidity and the interest and credit risk profiles of our international insurance portfolios, we employ a discipline similar to
the discipline employed for domestic insurance subsidiaries. We monitor liquidity through the use of internal liquidity measures, taking
into account the liquidity of the asset portfolios.

As with our domestic operations, in managing the liquidity of these operations we consider the risk of policyholder and contractholder
withdrawals of funds earlier than our assumptions in selecting assets to support these contractual obligations. As of December 31, 2005 and
December 31, 2004, our international insurance subsidiaries had total general account insurance related liabilities (other than dividends
payable to policyholders) of $44.7 billion and $48.6 billion, respectively. Of those amounts, $25.7 billion and $29.7 billion, respectively,
were associated with Gibraltar Life, our largest international insurance subsidiary. Concurrent with our acquisition of Gibraltar Life in
April 2001, substantially all of its insurance liabilities were restructured, under a plan of reorganization, to include special surrender
penalties on existing policies. These charges mitigate the extent, timing, and profitability impact of withdrawals of funds by customers and
apply to $21.2 billion and $26.5 billion of Gibraltar Life’s insurance related reserves as of December 31, 2005, and December 31, 2004,
respectively. The following table sets forth the schedule (for each fiscal year ending March 31) of special surrender charges on policies that
are in force:

2005 2006 2007 2008 2009
10% 8% 6% 4% 2%

Policies issued by Gibraltar Life post-acquisition are not subject to the above restructured policy surrender charge schedule. Policies
issued post-acquisition are generally subject to discretionary withdrawal at contract value, less applicable surrender charges, which
currently start at 5% or more.

In 2005, a special dividend to certain Gibraltar Life policyholders was payable and will again be payable in 2009. The special
dividend is based on 70% of net realized investment gains, if any, over the value of certain real estate and loans, net of transaction costs and
taxes, included in the Gibraltar Life reorganization plan. During 2005, Gibraltar made special dividend payments of $472 million to
policyholders in the form of either additional policy values or cash. The remainder of the expected total 2005 special dividend ($194
million) will be paid on policy anniversaries through April 1, 2006. As of December 31, 2003, liabilities of $194 million and $269 million
related to the years 2005 and 2009, respectively, were included in “Policyholders’ Dividends” to cover the remaining special dividend. The
remaining special dividend payments will take the form of either additional policy values or cash. Gibraltar Life’s investment portfolio is
structured to provide adequate liquidity for the special dividend.

Prudential of Japan, with $15.5 billion and $16.3 billion of general account insurance related liabilities, other than dividends to
policyholders, as of December 31, 2005, and December 31, 2004, respectively. Prudential of Japan did not have a material amount of
general account annuity reserves and deposit liabilities subject to discretionary withdrawal as of December 31, 2005 or December 31, 2004.
Additionally, we believe that the individual life insurance policies sold by Prudential of Japan do not have significant withdrawal risk
because policyholders may incur surrender charges and must undergo a new underwriting process in order to obtain a new insurance
policy.
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As of December 31, 2005 and December 31, 2004, our international insurance subsidiaries had cash and short-term investments of
approximately $1.7 billion and $3.6 billion, respectively, and fixed maturity investments with fair values of $36.5 billion and $38.0 billion,
respectively. We believe that ongoing operations and the liquidity profile of our international insurance assets provide sufficient current
liquidity, including under reasonably foreseeable stress scenarios.

Prudential Securities Group

As of December 31, 2005 and December 31, 2004, Prudential Securities Group’s assets totaled $6.7 billion and $7.1 billion,
respectively. Prudential Securities Group continues to own our investment in Wachovia Securities as well as the retained wholly owned
businesses. The wholly owned businesses remaining in Prudential Securities Group continue to maintain sufficiently liquid balance sheets,
consisting mostly of cash and cash equivalents, segregated client assets, short-term collateralized receivables from clients and broker-
dealers, and collateralized loans to clients. Distributions from our investment in Wachovia Securities to Prudential Securities Group totaled
$154 million and $80 million for the years ended December 31, 2005 and 2004, respectively. As of December 31, 2005, Prudential
Securities Group had remaining assets amounting to $229 million related to its former institutional fixed income activities, compared to
$386 million as of December 31, 2004.

Financing Activities

As of December 31, 2005 and December 31, 2004, total short- and long-term debt of the Company on a consolidated basis was $19.4
billion and $11.7 billion, respectively. Outstanding short- and long-term debt of Prudential Financial, the parent company, amounted to
$8.3 billion as of December 31, 2005 and $4.6 billion as of December 31, 2004, which is included in the total consolidated outstanding
short- and long-term debt of the Company.

Prudential Financial is authorized to borrow funds from various sources to meet its capital needs, as well as the capital needs of its
subsidiaries. The following table sets forth the outstanding short- and long-term debt of Prudential Financial, as of the dates indicated:

December 31, 2005 December 31, 2004

(in millions)

Borrowings:
General obligation short-term debt:
COMMETCIAl PAPET . . .\ vttt ettt ettt e e e e e e e e e e e $ 766 $ 446
Floating rate convertible SENiOr NOES . . ... .o\ttt et ettt e e e e 2,000 —
Current portion of long-term debt . ... ... ... ... 677 —
General obligation long-term debt:
SEMIOr dEDt . . o e 3,820 3,658
Retail medium-term NOtES . . .. ..ottt e e 1,045 470
Total general obligations .. .............. .. . $8,308 $4,574

Prudential Financial’s short-term debt includes commercial paper borrowings of $766 million and $446 million as of December 31,
2005 and December 31, 2004, respectively. The weighted average interest rate on the commercial paper borrowings under this program
was 3.19%, 1.44%, and 1.21% for the years ended December 31, 2005, 2004, and 2003, respectively.

To enhance its financial flexibility, Prudential Financial filed a $5 billion shelf registration statement, effective March 21, 2005, with
the SEC that permits the issuance of public debt, equity and hybrid securities, superseding the $5 billion shelf registration that was filed in
April 2003. The total principal amount of debt outstanding under both shelf programs as of December 31, 2005 was $5.5 billion. The total
remaining issuance capacity under the current shelf program as of December 31, 2005 was approximately $3.7 billion.

On March 30, 2005, Prudential Financial allocated up to $2.5 billion of the 2005 $5 billion shelf registration for a new medium-term
notes, Series C program. The total principal amount of debt outstanding under Prudential Financial’s domestic medium-term note and
senior note programs as of December 31, 2005 and December 31, 2004 was $4.5 billion and $3.7 billion, respectively. On June 8, 2005,
Prudential Financial issued $850 million of medium-term notes, Series C. The net proceeds from the sale of the notes were used for general
corporate purposes, including a loan to one of our domestic insurance subsidiaries. The individual life business used the loan to replace
reliance on 364-day letter of credit facilities supporting reserve credits realized through reinsurance on certain term insurance business.
This transaction reduced rollover and repricing risks with respect to those letter of credit facilities. The weighted average interest rates on
Prudential Financial’s domestic medium-term note and senior note programs, including the effect of interest rate hedging activity, were
4.95%, 4.20%, and 3.76% for the years ended December 31, 2005, 2004 and 2003, respectively.

On April 29, 2005, Prudential Financial allocated up to $2.0 billion of the 2005 $5 billion shelf registration for a retail medium-term
notes program to supersede the 2004 retail medium-term notes program. This retail medium-term notes program serves as a funding source
for a spread product of our Retirement segment that is economically similar to funding agreement-backed medium-term notes issued to
institutional investors, except that the notes are senior obligations of Prudential Financial and are purchased by retail investors. The total
principal amount of debt outstanding under this program as of December 31, 2005 and December 31, 2004 was $1,047 million and $470
million, respectively. The weighted average interest rate on this debt, including the effect of interest rate hedging activity, was 5.06% and
2.85% for the years ended December 31, 2005 and 2004, respectively.
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In November 2005, Prudential Financial issued in a private placement $2.0 billion of floating rate convertible senior notes, convertible
by the holders at any time after issuance into cash and shares of the Company’s Common Stock. The conversion price, initially $90 per
share, is subject to adjustment upon certain corporate events. The conversion feature requires net settlement in shares; therefore, upon
conversion, a holder would receive cash equal to the par amount of the convertible notes surrendered for conversion and shares of
Prudential Financial Common Stock only for the portion of the settlement amount in excess of the par amount, if any. Prudential Financial
used substantially all of the offering proceeds to purchase an investment grade fixed income investment portfolio as well as to repurchase
under Prudential Financial’s existing share repurchase authorization shares of its Common Stock.

Current capital markets activities for the Company on a consolidated basis principally consist of unsecured short-term and long-term
debt borrowings issued by Prudential Funding and Prudential Financial, unsecured third party bank borrowing, and asset-based or secured
financing. The secured financing arrangements include transactions such as securities lending and repurchase agreements, which we
generally use to finance liquid securities in our short-term spread portfolios, primarily within Prudential Insurance.

The following table sets forth total consolidated borrowings of the Company as of the dates indicated:

December 31, 2005 December 31, 2004
(in millions)

Borrowings:
General obligation short-term debt . . . . ... ... . $11,113 $ 4,043
General obligation long-term debi:
SEMIOr dEDt . .ot e 5,772 5,128
SUIPIUS NOES . o e ettt e e e et e e e e e e e e e e e e e e e e e 693 692
Total general obligation long-term debt . ... ... ... . 6,465 5,820
Total general obligations . ... ........... .. ... . . 17,578 9,863
Limited and non-recourse borrowing:
Limited and non-recourse short-termdebt .. ... . ... . . 1 1
Limited and non-recourse long-term debt(1) .. ... ... ... 1,805 1,807
Total limited and nON-recourse bOITOWING . . ... ...ttt ettt 1,806 1,808
Total borrowings(2) . .. ... ...t 19,384 11,671
Total asset-based fiNANCING . . ... ...ttt 18,558 16,654
Total borrowings and asset-based financings ............... ... ... ... ... ... ... . ..., $37,942 $28,325

(1) As of December 31, 2005 and December 31, 2004, $1.8 billion of limited and non-recourse debt outstanding was attributable to the Closed Block
Business.

(2) Does not include $4.2 billion and $2.8 billion of medium-term notes of consolidated trust entities secured by funding agreements purchased with the
proceeds of such notes as of December 31, 2005 and December 31, 2004, respectively. These notes are included in “Policyholders’ account balances.”
For additional information see “—Funding Agreement Notes Issuance Program.”

Total general debt obligations increased by $7,715 million, or 78%, from December 31, 2004 to December 31, 2005, reflecting a $645
million net increase in long-term debt and a $7,070 million net increase in short-term debt. The increase in long-term debt was driven
primarily by the net issuance of $576 million of retail medium-term notes by Prudential Financial under our retail note program and $848
million of medium-term notes issued under our medium-term note program. The net increase in short-term debt was driven by the issuance
of the convertible notes and opportunities in our short- and medium-term spread portfolio.

Prudential Funding’s commercial paper and master note borrowings as of December 31, 2005 and December 31, 2004 were $6.9
billion and $2.1 billion, respectively. In the second quarter of 2002, Prudential Financial issued a subordinated guarantee covering
Prudential Funding’s domestic commercial paper program. The weighted average interest rates on the commercial paper borrowings and
master notes were 3.27%, 1.34%, and 1.13% for the year ended December 31, 2005, 2004 and 2003, respectively.

The total principal amount of debt outstanding under Prudential Funding’s domestic medium-term note programs was $772 million, as
of both December 31, 2005 and December 31, 2004. The weighted average interest rates on Prudential Funding’s long-term debt, including
the effect of interest rate hedging activity, were 4.09%, 2.13%, and 1.87% for the years ended December 31, 2005, 2004 and 2003,
respectively.

Prudential Insurance had outstanding surplus notes totaling $693 million and $692 million as of December 31, 2005 and December 31,
2004, respectively. These debt securities, which are included as surplus of Prudential Insurance on a statutory accounting basis, are
subordinated to other Prudential Insurance borrowings and to policyholder obligations and are subject to regulatory approvals for principal
and interest payments.

Our total borrowings consist of capital debt, investment related debt, securities business related debt and debt related to specified other
businesses. Capital debt is borrowing that is used or will be used to meet the capital requirements of Prudential Financial as well as
borrowings invested in equity or debt securities of direct or indirect subsidiaries of Prudential Financial and subsidiary borrowings utilized
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for capital requirements. Investment related borrowings consist of debt issued to finance specific investment assets or portfolios of
investment assets, including institutional spread lending investment portfolios, real estate and real estate related investments held in
consolidated joint ventures, as well as institutional and insurance company portfolio cash flow timing differences. Securities business
related debt consists of debt issued to finance primarily the liquidity of our broker-dealers and our capital markets and other securities
business related operations. Debt related to specified other businesses consists of borrowings associated with our individual annuity
business, real estate franchises and relocation services. Borrowings under which either the holder is entitled to collect only against the
assets pledged to the debt as collateral, or has only very limited rights to collect against other assets, have been classified as limited and
non-recourse debt. Consolidated borrowings as of December 31, 2005 and December 31, 2004 include $1.8 billion of limited and
non-recourse debt attributable to the Closed Block Business.

The following table summarizes our borrowings, categorized by use of proceeds, as of the dates indicated:

December 31,2005 December 31, 2004
(in millions)

General obligations:

Capital debt . .. ..o $ 4,199 $ 3,480
Investment related . ... ... ... ... 9,558 2,593
Securities business related ... .. ... ... 2,865 2,998
Specified Other DUSINESSES . . . . .ottt e e 956 792
Total general Obligations . ... ... ...ttt 17,578 9,863

Limited and non-recourse debt . . . .. ... . e 1,806 1,808
Total bOrroWIngS . .. ... ... $19,384 $11,671
ShOrt-term debt . . . o\ ottt e e $11,114 $ 4,044
Long-term debt . . . ... 8,270 7,627
Total borrowings . ... ........ ... ... $19,384 $11,671
Borrowings of Financial Services BUSINESSES . .. ...ttt ettt et $15,967 $ 9,773
Borrowings of Closed Block BUSIness . . .. ... o 3,417 1,898
Total BOrrOWINGS . ... ... $19,384 $11,671

Funding Agreement Notes Issuance Program

In 2003, Prudential Insurance established a Funding Agreement Notes Issuance Program pursuant to which a Delaware statutory trust
issues medium-term notes (which are included in our statements of financial position in “Policyholders’ account balances” and not included
in the foregoing table) secured by funding agreements issued to the trust by Prudential Insurance and included in our Retirement segment.
The funding agreements provide cash flow sufficient for the debt service on the medium-term notes. The medium-term notes are sold in
transactions not requiring registration under the Securities Act. As of December 31, 2005 and December 31, 2004, the outstanding
aggregate principal amount of such notes totaled approximately $4.2 billion and $2.8 billion, respectively, out of a total authorized amount
of up to $6 billion. The notes have fixed or floating interest rates and original maturities ranging from two to seven years.

Lines of Credit and Other Credit Facilities

As of December 31, 2005, Prudential Financial, Prudential Insurance and Prudential Funding had unsecured committed lines of credit
totaling $3.0 billion. Of this amount, $0.5 billion is under a facility that expires in December 2006, which includes 13 financial institutions,
$1.5 billion under a facility that expires in September 2010, which includes 22 financial institutions and $1.0 billion under a facility that
expires in December 2010 which includes 18 financial institutions. Borrowings under the outstanding facilities will mature no later than the
respective expiration dates of the facilities. We use these facilities primarily as back-up liquidity lines for our commercial paper programs,
and there were no outstanding borrowings under any of these facilities as of December 31, 2005.

Our ability to borrow under these facilities is conditioned on the continued satisfaction of customary conditions, including
maintenance at all times by Prudential Insurance of total adjusted capital of at least $5.5 billion based on statutory accounting principles
prescribed under New Jersey law. Prudential Insurance’s total adjusted capital as of December 31, 2005, was approximately $10.6 billion
and continues to be above the $5.5 billion threshold. The ability of Prudential Financial to borrow under these facilities is conditioned on its
maintenance of consolidated net worth of at least $12.5 billion, calculated in accordance with GAAP. Prudential Financial’s net worth on a
consolidated basis totaled $22.8 billion and $22.3 billion as of December 31, 2005 and December 31, 2004, respectively. In addition, we
have a credit facility, expiring in December 2007, utilizing a third party-sponsored, asset-backed commercial paper conduit, under which
we can borrow up to $750 million. This facility is supported in its entirety by unsecured committed lines of credit from many of the
financial institutions included in our other facilities. Our actual ability to borrow under this facility depends on market conditions, and with
respect to the lines of credit, Prudential Financial is subject to the same net worth requirement as with our other facilities. We also use
uncommitted lines of credit from banks and other financial institutions.
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Contractual Obligations

The following table summarizes our major contractual obligations as of December 31, 2005:

Payments Due by Period
Less than 1 1-3 3-5 More than
Total Year Years Years 5 Years
(in millions)

Long-term debt(1) .. ...ttt et e $ 8,270 $ — $ 1,762 $ 102 $ 6,406
Operating leases(1) ... ... 927 192 300 190 245
Purchase obligations:

Commitments to purchase or fund investments(2) .................coviiuninno... 6,333 6,333 — — —

Commercial mortgage loan commitments(3) ................. i, 1,874 1,063 678 133 —
Other long-term liabilities:

Insurance HabilitieS(4) . . ..ottt e e 53,054 5,613 7,909 6,401 33,131

Undistributed demutualization consideration(5) ...ttt . 203 105 98 — —
TOtAl(6) .« .ottt e $70,661 $13,306 $10,747  $6,826 $39,782

(1) See Note 21 to the Consolidated Financial Statements for additional information.

(2) Certain of these commitments are reflected in payments due in less than one year, as the timing cannot be estimated. Commitments to purchase or fund
investments include $4,937 million that we anticipate will be funded from the assets of our separate accounts.

(3) Commercial mortgage loan commitments, which are legally binding commitments to extend credit to a counterparty, have been reflected in the
contractual obligations table above principally based on the expiration date of the commitment; however, it is possible these loan commitments could be
funded prior to their expiration. In certain circumstances the counterparty may also extend the date of the expiration in exchange for a fee.

(4) Insurance liabilities, reflected in the contractual obligations table above, include products for which we are currently making periodic payments,
including but not limited to, structured settlements, supplemental contracts, pension closeouts, group short- and long-term disability products and certain
annuity contracts.

Insurance liabilities, reflected in the contractual obligations table above, also include products for which we are not currently making periodic payments,
but for which we believe the amount and timing of future payments is essentially fixed and determinable. The contractholders generally cannot readily
withdraw funds on these contracts. These amounts include, but are not limited to, structured settlements, pension closeouts, certain annuity contracts,
guaranteed interest contracts and funding agreements with contractually scheduled maturities and group long-term disability products.

Liabilities for future policy benefits of approximately $84.4 billion and policyholder account balances of approximately $61.4 billion as of
December 31, 2005 have been excluded from the contractual obligations table. Amounts excluded from the table are generally comprised of policies or
contracts for which we are not currently making payments and the determination of these payments is not reasonably fixed and determinable. Such
excluded liabilities include, but are not limited to, future policy benefits relating to life insurance products, individual disability income claim reserves
that are 100% coinsured, and endowments and policyholder account balances relating to deferred/accumulation annuities and universal life products.
Significant uncertainties relating to these liabilities include mortality, morbidity, expenses, persistency, investment returns, inflation and the timing of
payments.

Amounts included in insurance liabilities within the contractual obligations table reflect estimated cash payments to be made to policyholders. Such
cash outflows reflect adjustments for the estimated timing of mortality, retirement, and other appropriate factors, but are undiscounted with respect to
interest. As a result, the sum of the cash outflows shown for all years in the table of $53.1 billion exceeds the corresponding liability amounts of $31.7
billion included in the consolidated financial statements as of December 31, 2005. The liability amount in the consolidated financial statements reflects
the discounting for interest as well as adjustments for the timing of other factors as described above.

(5) Prudential Financial remains obligated to disburse demutualization consideration for eligible policyholders that we have been unable to locate. To the
extent we continue to be unable to establish contact with these policyholders within a prescribed period of time specified by state escheat laws the funds
must be remitted to governmental authorities. The amounts reflected in the table above are reflective of state escheat laws as of December 31, 2005.
These liabilities are reflected within “Other liabilities” on our consolidated statements of financial position.

(6) Excludes short-term debt. Our short-term debt includes $2.0 billion of floating rate convertible senior notes with a maturity date of November 15, 2035.
These notes are redeemable by Prudential Financial on or after May 20, 2007, at par plus accrued interest. The holders of these notes may require
Prudential Financial to repurchase the convertible notes, at par plus accrued interest, on May 15, 2007 or on November 15, 2010, 2015, 2020, 2025, and
2030. For additional information on our short-term debt including these convertible notes, see Note 11 to the Consolidated Financial Statements.

We also enter into agreements to purchase goods and services in the normal course of business; however, these purchase obligations
are not material to our consolidated results of operations or financial position as of December 31, 2005.

Off-Balance Sheet Arrangements

Guarantees

In the course of our business, we provide certain guarantees and indemnities to third parties pursuant to which we may be contingently
required to make payments now or in the future.

A number of guarantees provided by us relate to real estate investments, in which the investor has borrowed funds, and we have
guaranteed their obligation to their lender. In some cases, the investor is an affiliate, and in other cases the unaffiliated investor purchases
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the real estate investment from us. We provide these guarantees to assist the investor in obtaining financing for the transaction on more
beneficial terms. Our maximum potential exposure under these guarantees was $1.735 billion as of December 31, 2005. Any payments that
may become required of us under these guarantees would either first be reduced by proceeds received by the creditor on a sale of the assets,
or would provide us with rights to obtain the assets. These guarantees expire at various times over the next 10 years. As of December 31,
2005, no amounts were accrued as a result of our assessment that it is unlikely payments will be required.

We write credit default swaps requiring payment of principal due in exchange for the referenced credits, depending on the nature or
occurrence of specified credit events for the referenced entities. In the event of a specified credit event, our maximum amount at risk,
assuming the value of the referenced credits become worthless, is $1.626 billion as of December 31, 2005. The credit default swaps
generally have maturities of five years or less.

Certain contracts underwritten by the Retirement segment include guarantees related to financial assets owned by the guaranteed
party. These contracts are accounted for as derivatives, at fair value, in accordance with SFAS No. 133. As of December 31, 2005, such
contracts in force carried a total guaranteed value of $2.157 billion.

Our commercial mortgage operations arrange for credit enhancements of certain debt instruments that provide financing for
commercial real estate assets, including certain tax-exempt bond financings. The credit enhancements provide assurances to the debt
holders as to the timely payment of amounts due under the debt instruments. As of December 31, 2005, such enhancement arrangements
total $126 million, with remaining contractual maturities of up to 15 years. Our obligation to reimburse required payments are secured by
mortgages on the related real estate, which properties are valued at $162 million as of December 31, 2005. We receive certain ongoing fees
for providing these enhancement arrangements and anticipate the extinguishment of our obligation under these enhancements prior to
maturity through the aggregation and transfer of our positions to a substitute enhancement provider. As of December 31, 2005, we have
accrued liabilities of $4 million representing unearned fees on these arrangements.

In connection with certain acquisitions, we agreed to pay additional consideration in future periods, based upon the attainment by the
acquired entity of defined operating objectives. In accordance with GAAP, we do not accrue contingent consideration obligations prior to
the attainment of the objectives. As of December 31, 2005, maximum potential future consideration pursuant to such arrangements, to be
resolved over the following four years, is $269 million. Any such payments would result in increases in intangible assets, including
goodwill.

We are also subject to other financial guarantees and indemnity arrangements. We have provided indemnities and guarantees related
to acquisitions, dispositions, investments or other transactions that are triggered by, among other things, breaches of representations,
warranties or covenants provided by us. These obligations are typically subject to various time limitations, defined by the contract or by
operation of law, such as statutes of limitation. In some cases, the maximum potential obligation is subject to contractual limitations, while
in other cases such limitations are not specified or applicable. Since certain of these obligations are not subject to limitations, it is not
possible to determine the maximum potential amount due under these guarantees. As of December 31, 2005, we have accrued liabilities of
$17 million associated with all other financial guarantees and indemnity arrangements, which does not include retained liabilities
associated with sold businesses.

Other Contingent Commitments

In connection with our commercial mortgage operations, we originate commercial mortgage loans. As of December 31, 2005, we had
outstanding commercial mortgage loan commitments with borrowers of $1.874 billion. In certain of these transactions, we prearrange that
we will sell the loan to an investor after we fund the loan. As of December 31, 2005, $511 million of our commitments to originate
commercial mortgage loans are subject to such arrangements.

We also have other commitments, some of which are contingent upon events or circumstances not under our control, including those
at the discretion of our counterparties. These other commitments amounted to $6.430 billion as of December 31, 2005. Reflected in these
other commitments are $6.333 billion of commitments to purchase or fund investments, including $4.937 billion that we anticipate will be
funded from the assets of our separate accounts.

Other Off-Balance Sheet Arrangements

We do not have retained or contingent interests in assets transferred to unconsolidated entities, or variable interests in unconsolidated
entities or other similar transactions, arrangements or relationships that serve as credit, liquidity or market risk support, that we believe are
reasonably likely to have a material effect on our financial condition, changes in financial condition, revenues or expenses, results of
operations, liquidity, capital expenditures or our access to or requirements for capital resources. In addition, we do not have relationships
with any unconsolidated entities that are contractually limited to narrow activities that facilitate our transfer of or access to associated
assets.

Deferred Policy Acquisition Costs

We capitalize costs that vary with and are related primarily to the acquisition of new and renewal insurance and annuities contracts.
The costs include commissions, costs to issue and underwrite the policies and certain variable field office expenses. The capitalized
amounts are known as deferred policy acquisition costs, or DAC. Our total DAC, including the impact of the unrealized investment gains
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and losses, amounted to $9.4 billion and $8.8 billion as of December 31, 2005 and 2004, respectively. As of December 31, 2005, 47% of
our total DAC related to our Individual Life and Annuities segment, 40% related to our International Insurance segment, and 11% related
to our Closed Block Business.

If we were to experience a significant decrease in asset values or increase in lapse or surrender rates on policies for which we amortize
DAC based on gross margins or gross profits, such as participating and variable life insurance, we would expect acceleration of the
amortization of DAC for the effected blocks of policies. Additionally, for all policies on which we have outstanding DAC, we would be
required to evaluate whether this experience called into question our ability to recover all or a portion of the DAC, and we would be
required to accelerate the amortization for some or all of the DAC if we concluded that we could not recover it. An accelerated
amortization of DAC would negatively effect our reported earnings under generally accepted accounting principles.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Risk Management, Market Risk and Derivative Instruments

Risk management includes the identification and measurement of various forms of risk, the establishment of risk thresholds and the
creation of processes intended to maintain risks within these thresholds while optimizing returns on the underlying assets or liabilities. We
consider risk management an integral part of managing our core businesses.

Market risk is the risk of change in the value of financial instruments as a result of absolute or relative changes in interest rates,
foreign currency exchange rates or equity or commodity prices. To varying degrees, the investment and trading activities supporting all of
our products and services generate exposure to market risk. The market risk incurred and our strategies for managing this risk varies by
product.

With respect to non-variable life insurance products, fixed rate annuities, the fixed rate options in our variable life insurance and
annuity products, and other finance businesses, we incur market risk primarily in the form of interest rate risk. We manage this risk through
asset/liability management strategies that seek to match the interest rate sensitivity of the assets to that of the underlying liabilities. Our
overall objective in these strategies is to limit the net change in value of assets and liabilities arising from interest rate movements. While it
is more difficult to measure the interest sensitivity of our insurance liabilities than that of the related assets, to the extent that we can
measure such sensitivities we believe that interest rate movements will generate asset value changes that substantially offset changes in the
value of the liabilities relating to the underlying products.

For variable annuities and variable life insurance products, excluding the fixed rate options in these products, mutual funds and most
separate accounts, our main exposure to the market is the risk that asset based fees decrease as a result of declines in assets under
management due to changes in prices of securities. We also run the risk that asset management fees calculated by reference to performance
could be lower. For variable annuity and variable life insurance products with minimum guaranteed death and other benefits, we also face
the risk that declines in the value of underlying investments as a result of changes in prices of securities may increase our net exposure to
these death and other benefits under these contracts. The impact of these risks is reflected in the results of the Individual Life and Annuities
segment; see ‘“‘Management’s Discussion and Analysis of Financial Condition and Results of Operations—Results of Operations for
Financial Services Businesses by Segment—Insurance Division—Individual Life and Annuities” for a discussion of the results of the
Individual Life and Annuities segment.

We manage our exposure to equity price risk relating to our general account investments primarily by seeking to match the risk profile
of equity investments against risk-adjusted equity market benchmarks. We measure benchmark risk levels in terms of price volatility in
relation to the market in general.

The sources of our exposure to market risk can be divided into two categories, “other than trading” activities conducted primarily in
our insurance, annuity and guaranteed products operations, and “trading” activities conducted primarily in our equity and derivatives
trading operations. As part of our management of both “other than trading” and “trading” market risks, we use a variety of risk
management tools and techniques. These include sensitivity and Value-at-Risk, or VaR, measures, position and other limits based on type
of risk, and various hedging methods.

Other Than Trading Activities

We hold the majority of our assets for “other than trading” activities in our segments that offer insurance, annuities and guaranteed
products. We incorporate asset/liability management techniques and other risk management policies and limits into the process of investing
our assets. We use derivatives for hedging purposes in the asset/liability management process.

Insurance, Annuities and Guaranteed Products Asset/Liability Management

We seek to maintain interest rate and equity exposures within established ranges, which we periodically adjust based on market
conditions and the design of related products sold to customers. Our risk managers establish investment risk limits for exposures to any
issuer, geographic region, type of security or industry sector and oversee efforts to manage risk within policy constraints set by
management and approved by the Investment Committee of the Board of Directors.
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We use duration and convexity analyses to measure price sensitivity to interest rate changes. Duration measures the relative sensitivity
of the fair value of a financial instrument to changes in interest rates. Convexity measures the rate of change of duration with respect to
changes in interest rates. We seek to manage our interest rate exposure by legal entity by matching the relative sensitivity of asset and
liability values to interest rate changes, or controlling “duration mismatch” of assets and liabilities. We have target duration mismatch
constraints for each entity. As of December 31, 2005 and 2004, the difference between the pre-tax duration of assets and the target duration
of liabilities in our duration managed portfolios was within our constraint limits. We consider risk-based capital implications in our asset/
liability management strategies.

We also perform portfolio stress testing as part of our regulatory cash flow testing. In this testing, we evaluate the impact of altering
our interest-sensitive assumptions under various moderately adverse interest rate environments. These interest-sensitive assumptions relate
to the timing and amount of redemptions and prepayments of fixed-income securities and lapses and surrenders of insurance products and
the potential impact of any guaranteed minimum interest rates. We evaluate any shortfalls that this cash flow testing reveals to determine if
we need to increase statutory reserves or adjust portfolio management strategies.

Market Risk Related to Interest Rates

Our “other than trading” assets that subject us to interest rate risk include primarily fixed maturity securities, commercial loans and
policy loans. In the aggregate, the carrying value of these assets represented 78% of our consolidated assets, other than assets that we held
in separate accounts, as of December 31, 2005 and 70% as of December 31, 2004.

With respect to “other than trading” liabilities, we are exposed to interest rate risk through policyholder account balances relating to
interest-sensitive life insurance, annuity and other investment-type contracts, collectively referred to as investment contracts, and through
outstanding short-term and long-term debt.
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We assess interest rate sensitivity for “other than trading” financial assets, financial liabilities and derivatives using hypothetical test
scenarios that assume either upward or downward 100 basis point parallel shifts in the yield curve from prevailing interest rates. The
following tables set forth the net estimated potential loss in fair value from a hypothetical 100 basis point upward shift as of December 31,
2005 and 2004, because this scenario results in the greatest net exposure to interest rate risk of the hypothetical scenarios tested at those
dates. While the test scenario is for illustrative purposes only and does not reflect our expectations regarding future interest rates or the
performance of fixed-income markets, it is a near-term, reasonably possible hypothetical change that illustrates the potential impact of such
events. These test scenarios do not measure the changes in value that could result from non-parallel shifts in the yield curve, which we
would expect to produce different changes in discount rates for different maturities. As a result, the actual loss in fair value from a 100
basis point change in interest rates could be different from that indicated by these calculations.

As of December 31, 2005
Hypothetical Fair
Notional Value After + 100  Hypothetical
Value of Fair Basis Point Parallel Change in

Derivatives Value Yield Curve Shift Fair Value

(in millions)

Financial assets with interest rate risk:

Fixed maturities . . ... ..ottt $171,339 $160,731 $(10,608)
Commercial 10ans . . ... .. 23,952 22,931 (1,021)
Mortgage broker-loan inVentory .....................iiiiiiiiiiiiiaaaa. 1,143 1,139 4)
Policy 10ans . ... ..o 9,416 8,809 (607)
Derivatives:
S DS e e ettt e e e e $28,730 (569) (598) (29)
FULUIES . o oo e e e 2,110 1 65 64
OPLIONS . oot 1,457 112 71 41)
Forwards ... ... o 14,303 (65) (93) (28)
Financial liabilities with interest rate risk:
Short-term and long-termdebt ........... ... ... . .. i (19,845) (19,223) 622
Investment CONtracts . ... ... ...ttt (64,708) (63,447) 1,261
Net estimated potential 0SS . .. ... ... o $(10,391)
As of December 31, 2004
Hypothetical Fair
Notional Value After + 100  Hypothetical
Value of Fair Basis Point Parallel Change in

Derivatives Value Yield Curve Shift Fair Value
(in millions)

Financial assets with interest rate risk:

Fixed maturities . . ... ... i $165,409 $155,246 $(10,163)
Commercial 10ans . .. ... 25,662 24,644 (1,018)
Mortgage broker-loan inventory . .................o i 993 987 (6)
POlicy 10ans . . ..ot 9,794 9,178 (616)
Derivatives:
SWAPS .« & e ettt e $16,443 (698) (708) (10)
FULUIES .« o .ot e 2,202 4 (49) (53)
(0] 075 10) 1 760 36 21 (15)
Forwards . ... ..o 12,718 (152) (215) (63)
Financial liabilities with interest rate risk:
Short-term and long-termdebt . ...... ... ... ... . i (12,271) (11,694) 577
INVeStMEeNt CONIACES . . . ..o\ttt e et et et e e s (66,444) (65,119) 1,325
Net estimated potential [0SS . .. ... ..ot $(10,042)

The tables above do not include approximately $113 billion of insurance reserve and deposit liabilities as of December 31, 2005 and
$113 billion as of December 31, 2004. We believe that the interest rate sensitivities of these insurance liabilities offset, in large measure,
the interest rate risk of the financial assets set forth in these tables.

The $349 million increase in the total estimated potential loss as of December 31, 2005 from December 31, 2004 resulted primarily
from the increase in our portfolio of fixed maturities.

The estimated changes in fair values of our financial assets shown above relate primarily to assets invested to support our insurance
liabilities, but do not include assets associated with products for which investment risk is borne primarily by the contractholders rather than
by us.

Prudential Financial 2005 Annual Report 75



Market Risk Related to Equity Prices

We actively manage investment equity price risk against benchmarks in respective markets. We benchmark our return on equity
holdings against a blend of market indices, mainly the S&P 500 and Russell 2000, and we target price sensitivities that approximate those
of the benchmark indices. We estimate our equity price risk from a hypothetical 10% decline in equity benchmark market levels and
measure this risk in terms of the decline in fair market value of equity securities we hold. Using this methodology, our estimated equity
price risk as of December 31, 2005 was $563 million, representing a hypothetical decline in fair market value of equity securities we held
at that date from $5.634 billion to $5.071 billion. Our estimated equity price risk using this methodology as of December 31, 2004 was
$477 million, representing a hypothetical decline in fair market value of equity securities we held at that date from $4.772 billion to $4.295
billion. In calculating these amounts, we exclude equity securities related to products for which the investment risk is borne primarily by
the contractholder rather than by us. While these scenarios are for illustrative purposes only and do not reflect our expectations regarding
future performance of equity markets or of our equity portfolio, they represent near term reasonably possible hypothetical changes that
illustrate the potential impact of such events.

Market Risk Related to Foreign Currency Exchange Rates

We are exposed to foreign currency exchange rate risk in our domestic general account investment portfolios, other proprietary
investment portfolios and through our operations in foreign countries.

Our exposure to foreign currency risk within the domestic general account investment portfolios supporting our U.S. insurance
operations and other domestic proprietary investment portfolios arises primarily from investments that are denominated in foreign
currencies. We generally hedge substantially all domestic general account foreign currency-denominated fixed-income investments and
other domestic proprietary foreign currency investments into U.S. dollars in order to mitigate the risk that the cash flows or fair value of
these investments fluctuates as a result of changes in foreign exchange rates. We generally do not hedge all of the foreign currency risk of
our investments in equity securities of unaffiliated foreign entities.

Our operations in foreign countries create the following three additional sources of foreign currency risk:

 First, we reflect the operating results of our foreign operations in our financial statements based on the average exchange rates
prevailing during the period. We hedge some of these foreign currency operating results as part of our overall risk management
strategy. We generally hedge our anticipated exposure to adjusted operating income fluctuations resulting from changes in foreign
currency exchange rates relating to our International operations primarily in Japan, Korea, Taiwan and Europe.

* Second, we translate our equity investment in foreign operations into U.S. dollars using the foreign currency exchange rate at the
financial statement period-end date. For our equity investments in our International operations, other than in Japan, we generally
hedge a significant portion of this exposure, which we accomplish through the use of foreign currency forward contracts. For our
equity investments in our Japanese operations we generally hedge this exposure by holding U.S. dollar denominated securities in
the investment portfolios of these operations.

* Third, our international insurance operations may hold investments denominated in currencies other than the functional currency of
those operations on an unhedged basis in addition to the aforementioned equity hedges resulting from foreign subsidiaries’
investing in U.S. dollar denominated investments. Most significantly, our Japanese operations hold U.S. dollar denominated
investments in their investment portfolios in excess of our equity investment in such operations. For a discussion of our Japanese
operations’ U.S. dollar denominated investment holdings, see “Management’s Discussion and Analysis of Financial Condition and
Results of Operations—Realized Investment Gains and General Account Investments—General Account Investments—Portfolio
Composition.”

We manage our investment foreign currency exchange rate risks, described above, within specified limits. Foreign exchange risks for
our domestic general account investment portfolio and the unhedged portion of our equity investment in foreign subsidiaries are managed
using VaR-based analysis. This statistical technique estimates, at a specified confidence level, the potential pre-tax loss in portfolio market
value that could occur over an assumed time horizon due to adverse market movements.

The estimated VaR as of December 31, 2005 for foreign exchange risks in our domestic general account portfolio and the unhedged
portion of equity investment in foreign subsidiaries, measured at a 95% confidence level and using a one-month time horizon, was $20
million, representing a hypothetical decline in fair market value of these foreign currency assets from $967 million to $947 million. The
estimated VaR as of December 31, 2004 for foreign exchange risks in our domestic general account portfolio and the unhedged portion of
equity investment in foreign subsidiaries, measured at a 95% confidence level and using a one-month time horizon, was $35 million,
representing a hypothetical decline in fair market value of these foreign currency assets from $1.241 billion to $1.206 billion. The average
VaR for foreign exchange risks in our domestic general account portfolio and the unhedged portion of equity investment in foreign
subsidiaries, from foreign currency exchange rate movements, measured monthly at a 95% confidence level over a one month time horizon,
was $32 million during 2005 and $35 million during 2004. These calculations use historical price volatilities and correlation data at a 95%
confidence level. We discuss limitations of VaR models below.

The estimated VaR for instruments used to hedge our anticipated exposure to adjusted operating income fluctuations resulting from
changes in foreign currency exchange rates relating to our International operations, measured at a 95% confidence level and using a
one-month time horizon, was $75 million as of December 31, 2005 and $110 million as of December 31, 2004.
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Derivatives

Derivatives are financial instruments whose values are derived from interest rates, foreign exchange rates, financial indices, or the
prices of securities or commodities. Derivative financial instruments may be exchange-traded or contracted in the over-the-counter market
and include swaps, futures, options and forward contracts. See Note 19 to the Consolidated Financial Statements for a description of our
derivative activities as of December 31, 2005 and 2004. Under insurance statutes, our insurance companies may use derivative financial
instruments to hedge actual or anticipated changes in their assets or liabilities, to replicate cash market instruments or for certain income-
generating activities. These statutes generally prohibit the use of derivatives for speculative purposes. We use derivative financial
instruments primarily to seek to reduce market risk from changes in interest rates, foreign currency exchange rates, as well as equity prices,
and to alter interest rate or foreign currency exposures arising from mismatches between assets and liabilities. In addition, we use derivative
financial instruments to mitigate risk associated with some of our benefit features of our variable annuity contracts.

Trading Activities

We engage in trading activities primarily in connection with our equity and derivatives trading operations. We maintain trading
positions in various equity, foreign exchange instruments and commodities, primarily to facilitate transactions for our clients. Market risk
affects the values of our trading positions through fluctuations in absolute or relative interest rates, foreign currency exchange rates,
securities and commodity prices. We seek to use short security positions and forwards, futures, options and other derivatives to limit
exposure to interest rate and other market risks. We also trade derivative financial instruments that allow our clients to manage exposure to
interest rate, currency and other market risks. Our derivative transactions involve both exchange-listed and over-the-counter contracts and
are generally short-term in duration. We act both as a broker, buying and selling exchange-listed contracts for our customers, and as a
dealer, by entering into futures and security transactions as a principal. As a broker, we assume counterparty and credit risks that we seek to
mitigate by using margin or other credit enhancements and by establishing trading limits and credit lines. As a dealer, we are subject to
market risk as well as counterparty and credit risk. We manage the market risk associated with trading activities through hedging activities
and formal policies, risk and position limits, counterparty and credit limits, daily position monitoring, and other forms of risk management.

Value-at-Risk

VaR is one of the tools we use to monitor and manage our exposure to the market risk of our trading activities. We calculate a VaR
that encompasses our trading activities using a 95% confidence level. The VaR method incorporates the risk factors to which the market
value of our trading activities is exposed, which consist of interest rates, including credit spreads, foreign exchange rates, equity prices and
commodity prices, estimates of volatilities from historical data, the sensitivity of our trading activities to changes in those market factors
and the correlations of those factors. We test our VaR model by comparing actual adverse results to those estimated by the VaR model with
a 95% confidence level over a one-day time horizon. The total VaR for our trading activities, which considers our combined exposure to
interest rate risk, equity risk, foreign currency exchange rate risk, and commodities price risk, expressed in terms of adverse changes to fair
value at a 95% confidence level over a one-day time horizon, was $1 million as of December 31, 2005 and $1 million as of December 31,
2004. The largest component of this total VaR as of December 31, 2005 and 2004 was related to commodities price risk. The total average
daily VaR for our trading activities considering our exposure to interest rate risk, equity risk, foreign currency exchange rate risk, and
commodities price risk, expressed in terms of adverse changes to fair value with a 95% confidence level over a one-day time horizon, was
$1 million during 2005 and $1 million during 2004. The largest component of both periods’ total average daily VaR was related to
commodities price risk.

Limitations of VaR Models

Although VaR models are a recognized tool for risk management, they have inherent limitations, including reliance on historical data
that may not be indicative of future market conditions or trading patterns. Accordingly, VaR models should not be viewed as a predictor of
future results. We may incur losses that could be materially in excess of the amounts indicated by the models on a particular trading day or
over a period of time, and there have been instances when results have fallen outside the values generated by our VaR models. A VaR
model does not estimate the greatest possible loss. The results of these models and analysis thereof are subject to the judgment of our risk
management personnel.
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CONSOLIDATED FINANCIAL STATEMENTS

Management’s Annual Report on Internal Control Over Financial Reporting

Management of Prudential Financial, Inc. (together with its consolidated subsidiaries, 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, 2005, 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, 2005.

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.

Management’s assessment of the effectiveness of the Company’s internal control over financial reporting as of December 31, 2005
has been audited by PricewaterhouseCoopers LLP, an independent registered accounting firm, as stated in their report accompanying the
consolidated financial statements of the Company included in this Annual Report, which expresses unqualified opinions on management’s
assessment and on the effectiveness of the Company’s internal control over financial reporting as of December 31, 2005.

February 28, 2006
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of
Prudential Financial, Inc.:

We have completed integrated audits of Prudential Financial, Inc.’s 2005 and 2004 consolidated financial statements and of its internal
control over financial reporting as of December 31, 2005, and an audit of its 2003 consolidated financial statements in accordance with the
standards of the Public Company Accounting Oversight Board (United States). Our opinions, based on our audits, are presented below.

Consolidated Financial Statements

In our opinion, the accompanying consolidated statements of financial position and the related consolidated statements of operations,
of stockholders’ equity and of cash flows present fairly, in all material respects, the financial position of Prudential Financial, Inc. and its
subsidiaries at December 31, 2005 and 2004 and the results of their operations and their cash flows for each of the three years in the period
ended December 31, 2005 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 of financial statements 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.

Our audits were conducted for the purpose of forming an opinion on the consolidated financial statements taken as a whole. The
accompanying supplemental combining financial information is presented for purposes of additional analysis of the consolidated financial
statements rather than to present the financial position and results of operations of the individual components. Such supplemental
information has been subjected to the auditing procedures applied in the audits of the consolidated financial statements and, in our opinion,
is fairly stated in all material respects in relation to the consolidated financials statements taken as a whole.

As described in Note 2 to the consolidated financial statements, the Company adopted American Institute of Certified Public
Accountants Statement of Position 03-1, “Accounting and Reporting by Insurance Enterprises for Certain Nontraditional Long-Duration
Contracts and for Separate Accounts” as of January 1, 2004, and Financial Accounting Standards Board Interpretation No. 46(R),
“Consolidation of Variable Interest Entities” as of December 31, 2003.

Internal Control Over Financial Reporting

Also, in our opinion, management’s assessment, included in the accompanying Management’s Annual Report on Internal Control
Over Financial Reporting, that the Company maintained effective internal control over financial reporting as of December 31, 2005 based
on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO), is fairly stated, in all material respects, based on those criteria. Furthermore, in our opinion, the Company
maintained, in all material respects, effective internal control over financial reporting as of December 31, 2005, based on criteria
established in Internal Control—Integrated Framework issued by the COSO. The Company’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting. Our
responsibility is to express opinions on management’s assessment and on the effectiveness of the Company’s internal control over financial
reporting based on our audit. We conducted our audit of internal control over financial reporting 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 effective internal control over financial reporting was maintained in all material respects. An audit of
internal control over financial reporting includes obtaining an understanding of internal control over financial reporting, evaluating
management’s assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such other
procedures as we consider necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed 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. A company’s internal control over financial reporting includes those policies and procedures that (i) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) 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 of the company are being made only in accordance with authorizations
of management and directors of the company; and (iii) 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 the financial statements.
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Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

T:meuﬁs el o8

New York, New York
February 28, 2006
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PRUDENTIAL FINANCIAL, INC.

Consolidated Statements of Financial Position
December 31, 2005 and 2004 (in millions, except share amounts)

2005
ASSETS
Fixed maturities:
Available for sale, at fair value (amortized cost: 2005—%$149,365; 2004—S8143,262) .. ... it $155,153
Held to maturity, at amortized cost (fair value: 2005—39$3,345; 2004—32,765) . . . o oo oottt 3,362
Trading account assets supporting insurance liabilities, at fair value . ................ ... ... . 13,781
Other trading account assets, at fair value . ... ... ... 1,443
Equity securities, available for sale, at fair value (cost: 2005—8$4,179; 2004—3$3,610) . . . ..o oottt 5,011
Commercial JOANS . . . . ..ot 24,441
POLiCY 10ANS . . o .o e 8,370
Securities purchased under agreements to resell . . . . .. ... 413
Other 1ong-term INVESIMENS . . . . . ..ottt ettt ettt e e ettt e e e e et e e et e e e e e 5,468
Short-term iNVESIMENTS . . . .. .o\ttt ettt ettt e e e e e e e e 3,959
Total INVESIMENLS . . . . o\ttt ettt e e e e e e e e e e e e 221,401
Cash and cash eqUIVAIENLS . . . . ... e e 7,799
Accrued INVESMENT INCOMIE . . . .\ttt t ettt et e e e e e e e e e e e e 2,067
ReEINSUrance reCOVETADIES . . . . ... .ttt e e e e e 3,548
Deferred poliCy aCqUISIION COSES . ... ..ottt ettt e ettt e e et e e e e e e e e e e e e 9,438
ONET ASSELS . . o vttt et e e e e 15,962
SEPArate ACCOUNT ASSELS . . .. vttt ettt ettt e e et et e e e e e e e e e e e e e e e e e e 157,561
TOT AL ASSE TS . . e e e e $417,776
LIABILITIES AND STOCKHOLDERS’ EQUITY
LIABILITIES
Future policy BEnefits . . . . .. $102,165
Policyholders’ account DalancCes . . ... ... ...ttt e et e e e e e e e 75,366
Policyholders’ dividends . . . ... ... o 4413
ReINSUrance payables .. ... ... ...t 3,069
Securities sold under agreements t0 TEPUICHASE . ... ... ...ttt ettt et e e e e e e e e 12,517
Cash collateral for 1oaned SECUTILIES . . . . . ..t ittt e e e e e e e e e e 5,818
Income taxes payable . . ... ... 2,214
Securities sold but not yet purchased . ... ... .. ... o 223
Short-term debt . . . ..o 11,114
Long-term debt . . ... e 8,270
Other HADILITIES . . . ..ottt e e e e e e 12,283
Separate account Habilities . . . ... ... ot e e 157,561
Total HabilIties . . . ... . e 395,013
COMMITMENTS AND CONTINGENT LIABILITIES (See Note 21)
STOCKHOLDERS’ EQUITY
Preferred Stock ($.01 par value; 10,000,000 shares authorized; none issued) .. ........ ...ttt —
Common Stock ($.01 par value; 1,500,000,000 shares authorized; 604,899,046 and 604,894,558 shares issued at December 31,
2005 and 2004, TESPECLIVELY) . . . oottt ettt et et e e e 6
Class B Stock ($.01 par value; 10,000,000 shares authorized; 2,000,000 shares issued and outstanding at December 31, 2005 and
2004, TESPECLIVELY) o . o ettt e e e e e e —
Additional paid-in capital . ... ... ... 20,501
Common Stock held in treasury, at cost (107,405,004 and 80,262,323 shares at December 31, 2005 and 2004, respectively) ....... (4,925)
Accumulated other comprehensive INCOME . .. ... ...ttt et ettt e e e e e e e e 1,234
Retained arnings . .. ... ...ttt e e e e e e e 5,947
Total StockhOIders™ EqUILY . . . . . .ottt e e e e e e e e 22,763
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY ...... ... e $417,776

See Notes to Consolidated Financial Statements
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2004

$151,078
2,747
12,964
1,613
4,325
25,488
8,373
127
5,796
5,245

217,756
8,072
2,028
32,790
8,847
15,767

115,568

$400,828

$103,554
75,783
5,350
32,386
8,958
7,269
2,451
427
4,044
7,627
15,067
115,568

378,484

20,348
(3,052)
2,191

2,851

22,344

$400,828
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PRUDENTIAL FINANCIAL, INC.

Consolidated Statements of Operations

Years Ended December 31, 2005, 2004 and 2003 (in millions, except per share amounts)

REVENUES

Premiums ...
Policy charges and fee INCOME . . . .. ... it e et e e e e e
Net investment iNCOMIE . ... ...ttt ettt ettt et ettt e et e e
Realized investment ains, NEL . . ... ...ttt ettt et e et e e e e e e e e e
Asset management fees and other INCOME . ... . ... .ttt e et e e e

TOtAl TEVEIUES . .+« o vttt ettt e e e et e e e e e e e e e e e e e e e e e e e

BENEFITS AND EXPENSES

Policyholders’ Benefits . .. . ... ...t e
Interest credited to policyholders’ account balances . ........ ... ... .. it e
Dividends to policyholders . . ... ... o e
General and adminiStrative EXPENSES . . .. .o . vttt ittt e et e et e e e e e e e
Loss on disposition of property and casualty inSUrance OPerations . ... ... .. .......e.ueeuneennennnennnenneennenn.

Total benefits and EXPENSES . . . . ..ottt e

INCOME FROM CONTINUING OPERATIONS BEFORE INCOME TAXES,
EXTRAORDINARY GAIN ON ACQUISITION AND CUMULATIVE EFFECT OF ACCOUNTING
CHANGE . .

Income taxes:
CUITENE o ettt e e e e e e e e e e e e e e e e e e e e e e e
Deferred . .o

Total INCOME AX EXPEIISE . .+« . vttt et e et ettt et e e e e e e e e e e e e e e e e e e e e

INCOME FROM CONTINUING OPERATIONS BEFORE EXTRAORDINARY GAIN ON ACQUISITION AND
CUMULATIVE EFFECT OF ACCOUNTING CHANGE . ...... ... ... . i

Loss from discontinued operations, Net Of taXes . . . . ... ...ttt e
Extraordinary gain on acquiSition, NEt Of AXES . . . . .« .ottt ittt e e e e e e e
Cumulative effect of accounting change, net of taxes .. ...... ... ...t

NET INCOME . ..

EARNINGS PER SHARE (See Note 14)

Financial Services Businesses
Basic:
Income from continuing operations before extraordinary gain on acquisition and cumulative effect of accounting

change per share of Common Stock . . ... ...

Loss from discontinued OPerations . . . ... ... ... ..ottt ettt e e e
Extraordinary gain on acquisition, NEt OF tAXES . . . . .« .ottt ettt et e e e
Cumulative effect of accounting change, net of taXes . ... ... ...ttt e

Net income per share of Common StOCK .. .. ... e

Diluted:

Income from continuing operations before extraordinary gain on acquisition and cumulative effect of accounting
change per share of Common Stock . . ... ... e

Loss from discontinued OPerations . . . .. ... ...ttt ettt ettt e et e e e e e

Extraordinary gain on acquisition, NEt OF tAXES . . . . .« .ottt ittt e

Cumulative effect of accounting change, net of taxes . ........ ...ttt i

Net income per share of Common Stock .. .. ... e
Dividends declared per share of Common Stock . ... ... .. ...

Closed Block Business
Net income (loss) per share of Class B Stock—basic and diluted .......... ... ... ... ... ... ... ... ......

Dividends declared per share of Class B Stock . ....... ... ..

See Notes to Consolidated Financial Statements
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2005 2004 2003
$13,685 $12,459 $13,112
2,555 2,372 2,012
10,560 9,430 8,668
1,375 798 380
3,533 3,064 3,490
31,708 28,123 27,662
13,840 12,836 13,287
2,699 2,359 1,857
2,860 2,485 2,602
7,838 7,075 7,442
— — 491
27,237 24,755 25,679
4,471 3,368 1,983
5 601 174

864 354 488
869 955 662
3,602 2,413 1,321
(62) 99) (57)

_ 21 _

_ (79) _

$ 3,540 $ 2,256 $ 1,264
$ 657 $ 368 $ 210
(0.12) (0.19) (0.11)
— 0.04 —

— (0.15) —

$ 645 $ 338 $ 199
$ 646 $ 361 $ 2.08
(0.12) (0.19) (0.10)
— 0.04 —

— (0.15) —

$ 634 $§ 331 $ 198
$ 078 $0.625 $ 0.50
$119.50 $249.00 $ 89.50
$9.625 $9.625 $ 9.625




PRUDENTIAL FINANCIAL, INC.

Consolidated Statements of Stockholders’ Equity
Years Ended December 31, 2005, 2004 and 2003 (in millions)

Common
Additional Retained Stock

Common Class B Paid-in Earnings Held in Deferred

Accumulated

Other

Total

Comprehensive Stockholders’

Stock  Stock  Capital (Deficit) Treasury Compensation Income (Loss) Equity

Balance, December 31,2002 .................... $ 6 $— $19,513  $ (10) $ (743) $(21) $2,585 $21,330
Common Stock acquired ............ ... ... .... — — — — (1,001) — — (1,001)
Stock-based compensation programs . ............. — — 43 6) 61 21 — 119
Adjustments to policy credits issued and cash

payments to eligible policyholders . ............. — — 7 — — — — 7
Dividends declared on Common Stock ............ — — — (269) — — — (269)
Dividends declared on Class B Stock ............. — — — (19) — — — (19)
Comprehensive income:

Netincome . .........ouiuiiiininniennnnon.. — — — 1,264 — — — 1,264

Other comprehensive loss, netof tax ............ — — — — — — (139) (139)
Total comprehensive income . ................... 1,125
Balance, December 31,2003 .................... 6 — 19,563 960 (1,683) — 2,446 21,292
Common Stock issued ......................... — — 690 — — — — 690
Common Stock acquired ............ ... ... . ... — — — — (1,499) — — (1,499)
Stock-based compensation programs . . ............ — — 95 (14) 130 — — 211
Dividends declared on Common Stock ............ — — — (332) — — — (332)
Dividends declared on Class B Stock ............. — — — (19) — — — (19)
Comprehensive income:

Netincome . .........ouiiiiininninnanon.. — — — 2,256 — — — 2,256

Other comprehensive loss, netof tax ............ — — — — — — (255) (255)
Total comprehensive income . ................... 2,001
Balance, December 31,2004 .................... 6 — 20,348 2,851 (3,052) — 2,191 22,344
Common Stock acquired ....................... — — — — (2,090) — — (2,090)
Stock-based compensation programs . . ............ — — 153 32) 217 — — 338
Dividends declared on Common Stock ............ — — — (393) — — — (393)
Dividends declared on Class B Stock ............. — — — (19) — — — (19)
Comprehensive income:

Netincome . .........oiiiiiinnnn. — — — 3,540 — — — 3,540

Other comprehensive loss, netof tax ............ — — — — — (957) (957)
Total comprehensive income . ................... 2,583
Balance, December 31,2005 .................... $ 6 $— $20,501  $5,947  $(4,925) $— $1,234 $22,763

See Notes to Consolidated Financial Statements
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PRUDENTIAL FINANCIAL, INC.

Consolidated Statements of Cash Flows
Years Ended December 31, 2005, 2004 and 2003 (in millions)

CASH FLOWS FROM OPERATING ACTIVITIES
NELINCOME . ...ttt et et ettt e e e e e e e e
Adjustments to reconcile net income to net cash provided by operating activities:
Realized investment Gains, NEL . . ... ...ttt ettt et et et e e e
Policy charges and fee iNCOME . . .. ... ot
Interest credited to policyholders” account balances . ............ ... .. i
Depreciation and amortization, including premiums and discounts . .. .......... ... i
Net loss on business diSPOSIIONS . . .. ...ttt ettt ettt e e e e e e e
Change in:
Deferred policy acqUiSItiOn COSES . . . oo vttt ettt e e e e e e e e e e e e
Future policy benefits and other insurance liabilities ............ ... ... ... . i
Trading account assets supporting insurance liabilities and other trading account assets ...................
Income taxes payable . .. ... ... ...
Securities sold but not yet purchased ... ....... ...
Other, NEL . . . ot

Cash flows from operating activities . ... .......... .. .. ... . .. . .

CASH FLOWS FROM INVESTING ACTIVITIES

Proceeds from the sale/maturity/prepayment of:
Fixed maturities, available for sale . . ... ... ... ... . e
Fixed maturities, held to maturity . .. ... .. ...
Equity securities, available for sale . . ... ... ...
Commercial [0ans ... ... ...
POLICY 10ANS . . . .o
Other long-term iNVESIMENLS . . . .. ...ttt ettt et et et e e et e e e e
Short-term INVESIMENTS . . ... ... e

Payments for the purchase of:
Fixed maturities, available for sale . . ... ... ... . e
Fixed maturities, held to maturity . .. ... ... ...t e e
Equity securities, available forsale . . . ... ..
Commercial 10ans . ... ... .
POICY 10ANS . . ..ot e
Other long-term iNVEStMENLS . . . . ... .ottt e e e e e e
Short-term INVESMENTS . . ... ... e e

Acquisition of subsidiaries, net of cash acquired. . ........ ... ...

Cash of operations contributed to Wachovia Securities Financial Holdings, LLC ......... ... ... ... ... ... .....

Proceeds from sale of subsidiaries, net of cash disposed . ... ... ... ...

Cash flows used in investing activities . . . ........ .. ... ... . ... . .. .

CASH FLOWS FROM FINANCING ACTIVITIES

Policyholders’ account depOSItS . . . . ... .ottt ettt e e e e e e
Policyholders’ account Withdrawals . . ... ... ... i
Net change in securities sold under agreements to repurchase and cash collateral for loaned securities .. ..............
Proceeds from issuance of Common StOCK . . . . ... oottt
Cash dividends paid on Common StOCK . . . ... ...
Cash dividends paid on Class B StOCK . .. ... o
Net change in financing arrangements (maturities 90 daysorless) .................. ... .. .. i i
Common Stock acqUITEd . . . . .. oot
Common Stock reissued for exercise of Stock OPtiONS ... ... ... . i
Proceeds from the issuance of debt (maturities longer than 90 days) .. ........ .. ... i i
Repayments of debt (maturities longer than 90 days) . . . . ... ...ttt
Cash payments to or in respect of eligible policyholders ............ . . . . . . .
OhET, NE . . .ot e

Cash flows from financing activities ......... ... .. ... .. ..

Effect of foreign exchange rate changes on cash balances . ....... ... ... . . . . i

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS ................... ... ... ... ......
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR . ... ... ... . . ... i

CASH AND CASH EQUIVALENTS, END OF YEAR ... ... .. .

SUPPLEMENTAL CASH FLOW INFORMATION
Income taxes paid (IECEIVEA) . . ...ttt e e e e

Interest Paid . . . .. oot e e e e

See Notes to Consolidated Financial Statements
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2005 2004 2003
$ 3540 $ 2256 $ 1,264
(1,375) (798) (380)
(858) (822) (528)
2,699 2,359 1,857
501 537 716
— — 510
(792) (665) (606)
3,150 2,291 2,088
931)  (1,794)  (2,342)
(575) 470 263
(204) 485 1,373
(1,113) 264 (2,809)
4,042 4,583 1,406
84,524 70,173 46,905
462 610 1,418
3,049 2,262 1,412
5,734 5,663 3,206
1,303 1,392 2,231
1,239 1,530 1,146
13,426 22,154 20,132
(96,653)  (80,896)  (50,433)
(1,278) 211)  (1,816)
(3,470)  (2,498)  (1,394)
(4,850)  (4263)  (2,762)
(L117)  (1,086)  (1,161)
(891)  (1,081)  (1,185)
(12,778)  (18,789)  (22,646)
— (1,082)  (1,109)
— — (229)
27 (76) 91
(11,273)  (6,198)  (6,194)
20,540 14,627 10,235
(20,927) (14,584)  (9,471)
2,137 2,064 (124)
— 690 —
(375) (322) (256)
(19) (19) (19)
4,821 (419) 3,603
(2,095)  (1,493)  (1,007)
169 107 53
4,381 4212 3,607
(1,496)  (2,652)  (3,380)
(292) (327) (147)
294 (77) (438)
7,138 1,807 2,656
(180) (69) 183
(273) 123 (1,949)
8,072 7,949 9,898
$ 7,799 $ 8,072 $ 7,949
$§ 509 $ 29 $ (8
$ 794 $ 494 $ 399




PRUDENTIAL FINANCIAL, INC.

Notes to Consolidated Financial Statements
1. BUSINESS

Prudential Financial, Inc. (“Prudential Financial”) and its subsidiaries (collectively, “Prudential” or the “Company”’) provide a
wide range of insurance, investment management, and other financial products and services to both retail and institutional
customers throughout the United States and in many other countries. Principal products and services provided include life
insurance, annuities, mutual funds, pension and retirement related investments and administration, and asset management. In
addition, the Company provides securities brokerage services indirectly through a minority ownership in a joint venture. The
Company has organized its principal operations into the Financial Services Businesses and the Closed Block Business. The
Financial Services Businesses operate through three operating divisions: Insurance, Investment, and International Insurance and
Investments. Businesses that are not sufficiently material to warrant separate disclosure and businesses to be divested are included
in Corporate and Other operations within the Financial Services Businesses. The Closed Block Business, which includes the Closed
Block (see Note 9), is managed separately from the Financial Services Businesses. The Closed Block Business was established on
the date of demutualization and includes the Company’s in force participating insurance and annuity products and assets that are
used for the payment of benefits and policyholder dividends on these products, as well as other assets and equity that support these
products and related liabilities. In connection with the demutualization, the Company has ceased offering these participating
products.

Demutualization

On December 18, 2001 (the “date of demutualization”), the Prudential Insurance Company of America (‘“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. At the time of demutualization Prudential Financial issued two classes of common stock,
both of which remain outstanding. The Common Stock, which is publicly traded, reflects the performance of the Financial Services
Businesses, and the Class B Stock, which was issued through a private placement, reflects the performance of the Closed Block
Business.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The consolidated financial statements include the accounts of Prudential Financial, entities over which the Company exercises
control, including majority-owned subsidiaries and minority-owned entities such as limited partnerships in which the Company is
the general partner, and variable interest entities in which the Company is considered the primary beneficiary. The consolidated
financial statements have been prepared in accordance with accounting principles generally accepted in the United States of
America (“U.S. GAAP”). Intercompany balances and transactions have been eliminated.

The Company’s Gibraltar Life Insurance Company, Ltd. (“Gibraltar Life”) operations use a November 30 fiscal year end for
purposes of inclusion in the Company’s consolidated financial statements. Therefore the consolidated financial statements as of
December 31, 2005, and 2004, include Gibraltar Life’s assets and liabilities as of November 30, 2005 and 2004, respectively, and
for the years ended December 31, 2005, 2004 and 2003, include Gibraltar life’s results of operations for the twelve months ended
November 30, 2005, 2004 and 2003, respectively.

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 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, goodwill, valuation of
business acquired, investments, future policy benefits, pension and other postretirement benefits, provision for income taxes,
reserves for contingent liabilities and reserves for losses in connection with unresolved legal matters.
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Earnings Per Share

As discussed in Note 1, the Company has outstanding two separate classes of common stock. Basic earnings per share is
computed by dividing available income attributable to each of the two groups of common shareholders by the respective weighted
average number of common shares outstanding for the period. Diluted earnings per share includes the effect of all dilutive potential
common shares that were outstanding during the period.

Share-Based Compensation

Effective January 1, 2003, the Company changed its accounting for employee stock options to adopt the fair value recognition
provisions of Statement of Financial Accounting Standards (“SFAS”) No. 123, “Accounting for Stock-Based Compensation,” as
amended, prospectively for all new stock options granted to employees on or after January 1, 2003. Prior to January 1, 2003, the
Company accounted for employee stock options using the intrinsic value method of Accounting Principles Board (“APB’”") Opinion
No. 25, “Accounting for Stock Issued to Employees,” and related interpretations. Under this method, the Company did not
recognize any stock-based compensation expense for employee stock options as all options granted had an exercise price equal to
the market value of the underlying Common Stock on the date of grant. If the Company had accounted for all employee stock
options granted prior to January 1, 2003 under the fair value based accounting method of SFAS No. 123 for the years ended
December 31, 2005, 2004 and 2003, net income and earnings per share would have been as follows:

Year ended Year ended Year ended
December 31, 2005 December 31, 2004 December 31, 2003

Financial Closed Financial Closed Financial Closed
Services Block Services Block Services Block
Businesses Business Businesses Business Businesses Business

(in millions, except per share amounts)

Net income, as 1epOorted . . ... ...ttt $3,219 $ 321 $1,674 $ 582 $1,025 $ 239
Add: Total employee stock option compensation expense included in
reported net income, net of tax . ....... ... 28 1 19 — 10 —
Deduct: Total employee stock option compensation expense determined
under the fair value based method for all awards, netof tax ............ 38 1 45 1 45 1
Proformanetincome . ............... ..ttt $3,209 $ 321 $1,648 $ 581 $ 990 $ 238
Earnings per share:
Basic—as reported . ... ... $ 6.45 $119.50 $ 3.38 $249.00 $ 1.99 $89.50
Basic—pro forma .. .......oiuii $ 643 $119.50 $ 3.33 $249.00 $ 1.93 $89.50
Diluted—asreported ........... ... ... ... il $ 6.34 $119.50 $ 3.31 $249.00 $ 1.98 $89.50
Diluted—proforma .......... ... ... ... $ 6.32 $119.50 $ 3.26 $249.00 $ 1.91 $89.50

The fair value of each option issued prior to January 1, 2003 for purposes of the pro forma information presented above was
estimated on the date of grant using a Black-Scholes option-pricing model. For options issued on or after January 1, 2003, the fair
value of each option was estimated on the date of grant using a binomial option-pricing model.

The Company accounts for non-employee stock options using the fair value method in accordance with Emerging Issues Task
Force Issue (“EITF”) No. 96-18 “Accounting for Equity Instruments That Are Issued to Other Than Employees” and related
interpretations in accounting for its non-employee stock options.

In December 2004, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 123(R), “Share-Based Payment,”
which replaces SFAS No. 123. SFAS No. 123(R) requires all entities to apply the fair value based measurement method in
accounting for share-based payment transactions with employees except for equity instruments held by employee share ownership
plans. Under this method, compensation costs of awards to employees, such as stock options, are measured at fair value and
expensed over the period during which an employee is required to provide service in exchange for the award (the vesting period).
The Company had previously adopted the fair value recognition provisions of the original SFAS No. 123, prospectively for all new
stock options issued to employees on or after January 1, 2003. The Company adopted SFAS No. 123(R) on January 1, 2006. On
that date, there were no unvested stock options issued prior to January 1, 2003, and therefore the adoption will have no effect to the
Company’s consolidated financial position and results of operations.

86 Prudential Financial 2005 Annual Report



PRUDENTIAL FINANCIAL, INC.

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

Share-Based Compensation Awards with Non-Substantive Vesting Conditions

The Company issues employee share-based compensation awards, under a plan authorized by the Board of Directors, that are
subject to specific vesting conditions; generally the awards vest ratably over a three-year period, “the nominal vesting period,” or at
the date the employee retires (as defined by the plan), if earlier. For awards that specify an employee vests in the award upon
retirement, the Company accounts for the awards using the nominal vesting period approach. Under this approach, the Company
records compensation expense over the nominal vesting period. If the employee retires before the end of the nominal vesting period,
any remaining unrecognized compensation expense is recorded at the date of retirement.

With the Company’s adoption of SFAS No. 123(R), the Company will revise its approach to apply the non-substantive vesting
period approach to all new share-based compensation awards. Under this approach, compensation cost will be recognized
immediately for awards granted to retirement-eligible employees, or over the period from the grant date to the date retirement
eligibility is achieved, if that is expected to occur during the nominal vesting period. The Company will continue to apply the
nominal vesting period approach for any new awards granted prior to the Company’s adoption of SFAS No. 123(R), and for the
remaining portion of then unvested outstanding awards.

If the Company had accounted for all share-based compensation awards granted after January 1, 2003 under the
non-substantive vesting period approach, net income of the Financial Services Businesses for the years ended December 31, 2005,
2004 and 2003 would have been reduced by $10 million, $4 million and $9 million, respectively, or $0.02, $0.01 and $0.02 per
share of Common Stock, respectively, on both a basic and diluted basis.

Investments

Fixed maturities are comprised of bonds, notes and redeemable preferred stock. Fixed maturities classified as “available for
sale” are carried at fair value. Fixed maturities that the Company has both the positive intent and ability to hold to maturity are
carried at amortized cost and classified as “held to maturity.” The amortized cost of debt securities is adjusted for amortization of
premiums and accretion of discounts to maturity. Interest income, as well as amortization and accretion is included in “Net
investment income.” 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, valuation of business acquired, future policy benefits and policyholders’ dividends that would result from
the realization of unrealized gains and losses, are included in “Accumulated other comprehensive income (loss).”

“Trading account assets supporting insurance liabilities, at fair value” include assets that support certain products included in
the retirement business the Company acquired from CIGNA, as well as certain products included in the International Insurance
segment, which are experience rated, meaning that the investment results associated with these products will ultimately accrue to
contractholders. Realized and unrealized gains and losses for these investments are reported in “Asset management fees and other
income.” Investment income for these investments is reported in “Net investment income.”

“Other trading account assets, at fair value” consist primarily of investments and certain derivatives used by the Company
either in its capacity as a broker-dealer or for asset and liability management activities. These instruments are carried at fair value.
Realized and unrealized gains and losses on other trading account assets are reported in “Asset management fees and other
income.”

“Equity securities, available for sale” are comprised of common 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, valuation of
business acquired, future policy benefits and policyholders’ dividends 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.

Commercial loans originated and held within the Company’s insurance operations are carried at unpaid principal balances, net
of unamortized premiums or discounts and an allowance for losses. Commercial loans originated and held within the Company’s
commercial mortgage operations for sale are reported at the lower of cost or fair market value, while other mortgage loan
investments are carried at amortized cost, net of unamortized deferred loan origination fees and expenses. Commercial loans
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acquired are recorded at fair value when purchased, reflecting any premiums or discounts to unpaid principal balances. Interest
income, as well as prepayment fees and the amortization of the 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 gains and losses from the sale of loans, which are recognized when the Company
relinquishes control over the loans, as well as changes in the allowance for loan losses, are reported in “Realized investment gains
(losses), net.”

Policy loans are carried at unpaid principal balances.

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
principally by U.S. government and government agency securities. Securities loaned are collateralized principally by cash or 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 companies
and broker-dealer subsidiaries 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”).
Income and expenses related to these transactions executed within the Company’s commercial mortgage and derivative dealer
operations are reported in “Asset management fees and other income.”

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 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”).

Other long-term investments consist of the Company’s investments in joint ventures and limited partnerships, other than
operating joint ventures, 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, investment real estate, and other investments. 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 net income from investments in joint ventures and partnerships, other than the Company’s investment
in operating joint ventures, is included in “Net investment income.”

Real estate which the Company has the intent to hold for the production of income is carried at depreciated cost less any
writedowns to fair value for impairment losses and is reviewed for impairment whenever events or circumstances indicate that the
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carrying value may not be recoverable. Real estate held for disposal is carried at the lower of depreciated cost or fair value less
estimated selling costs and is not further depreciated once classified as such. An impairment loss is recognized when the carrying
value of the investment real estate exceeds the estimated undiscounted future cash flows (excluding interest charges) from the
investment. At that time, the carrying value of the investment real estate is written down to fair value. Decreases in the carrying
value of investment real estate and impairments are recorded in ‘“Realized investment gains (losses), net.” Depreciation on real
estate held for the production of income is computed using the straight-line method over the estimated lives of the properties, and is
included in “Net investment income.”

“Short-term investments” consists of highly liquid debt instruments with a maturity of greater than three months and less than
twelve months when purchased, other than those debt instruments meeting this definition that are included in “Trading account
assets supporting insurance liabilities, at fair value.” These investments are carried at amortized cost which, because of their short
term, approximates fair value.

Realized investment gains (losses) are computed using the specific identification method. Adjustments to the costs of fixed
maturities and equity securities for other than temporary impairments are included in “Realized investment gains (losses), net.” 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 (generally if greater than 20%) and the duration (generally if greater than six months) of the decline;
(2) the reasons for the decline in value (credit event, interest related or market fluctuation); (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. Realized investment gains (losses) are generated from numerous sources, including the sale of fixed maturity
securities, equity securities, real estate investments, investments in joint ventures and limited partnerships and other types of
investments, as well as adjustments to the cost of investments for other than temporary impairments. “Realized investment gains
(losses), net” also include prepayment premiums received on private fixed maturity securities, recoveries of principal on previously
impaired securities, provisions for losses on commercial loans, fair value changes on commercial mortgage operations’ loans, gains
on commercial loans in connection with securitization transactions, fair value changes on embedded derivatives and derivatives that
do not qualify for hedge accounting treatment, except those derivatives used in the Company’s capacity as a broker or dealer.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, amounts due from banks, money market instruments and other debt
instruments with maturities of three months or less when purchased, other than cash equivalents that are included in “Trading
account assets supporting insurance liabilities, at fair value.”

Reinsurance Recoverables and Payables

Reinsurance recoverables and payables primarily include receivables and corresponding payables associated with the modified
coinsurance arrangements used to effect the Company’s acquisition of the retirement businesses of CIGNA Corporation
(“CIGNA”). The reinsurance recoverables and the reinsurance payables associated with this acquisition are each $2.9 billion and
$32.2 billion at December 31, 2005 and 2004, respectively. See Note 3 for additional information about these arrangements. The
remaining amounts relate to other reinsurance arrangements entered into by the Company.

Deferred Policy Acquisition Costs

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. Such costs include commissions, costs of policy issuance and
underwriting, and variable field office expenses. Deferred policy acquisition costs (“DAC”) are 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).”

For participating life insurance included in the Closed Block, DAC is amortized over the expected life of the contracts (up to
45 years) in proportion to gross margins based on historical and anticipated future experience, which is evaluated regularly. The
average rate per annum of assumed future investment yield used in estimating expected gross margins was 7.37% at December 31,
2005 and gradually increases to 8.06% for periods after December 31, 2031. The effect of changes in estimated gross margins on
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unamortized deferred acquisition costs is reflected in “General and administrative expenses” in the period such estimated gross
margins are revised. Policy acquisition costs related to interest-sensitive and variable life products and fixed and variable annuity
products are deferred and amortized over the expected life of the contracts (periods ranging from 7 to 30 years) in proportion to
gross profits arising principally from investment results, mortality and expense margins, and surrender charges based on historical
and anticipated future experience, which is updated periodically. The effect of changes to estimated gross profits on unamortized
deferred acquisition costs is reflected in “General and administrative expenses” in the period such estimated gross profits are
revised. DAC related to non-participating traditional individual life insurance is amortized over the expected life of the contracts in
proportion to gross premiums.

The Company has offered programs under which policyholders, for a selected product or group of products, can exchange an
existing policy or contract issued by the Company 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.

For group annuity defined contribution contracts and group corporate- and trust-owned life insurance contracts, acquisition
expenses are deferred and amortized over the expected life of the contracts in proportion to gross profits. For group and individual
long-term care contracts, acquisition expenses are deferred and amortized over the expected life of the contracts in proportion to
gross premiums. For funding agreement notes contracts, acquisition expenses are deferred and amortized over the expected life of
the contracts using a method that approximates the interest method. For other group life and disability insurance, group and certain
individual annuities, and guaranteed investment contracts, acquisition costs are expensed as incurred.

Separate Account Assets and Liabilities

Separate account assets and liabilities are reported at fair value and represent segregated funds that are invested for certain
policyholders, pension funds 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. See Note 8 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 management fees charged to the accounts are included in “Asset management
fees and other income.”

Other Assets and Other Liabilities

Other assets consist primarily of prepaid benefit costs, certain restricted assets, broker-dealer related receivables, trade
receivables, valuation of business acquired (described below), goodwill and other intangible assets, the Company’s investment in
operating joint ventures, which includes the Company’s investment in Wachovia Securities Financial Holdings, LLC (“Wachovia
Securities”), property and equipment, and receivables resulting from sales of securities that had not yet settled at the balance sheet
date. Property and equipment are carried at cost less accumulated depreciation. Depreciation is determined using the straight-line
method over the estimated useful lives of the related assets, which generally range from 3 to 40 years. Other liabilities consist
primarily of trade payables, broker-dealer related payables, employee benefit liabilities, demutualization consideration not yet paid
to policyholders and payables resulting from purchases of securities that had not yet settled at the balance sheet date.

As a result of certain acquisitions and the application of purchase accounting, the Company reports a financial asset
representing the valuation of business acquired (“VOBA”). VOBA represents the present value of future profits embedded in the
acquired business. The Company has established a VOBA asset primarily for its acquired traditional life, deferred annuity, defined
contribution and defined benefit businesses. VOBA is determined by estimating the net present value of future cash flows from the
contracts in force at the date of acquisition. For acquired traditional insurance contracts, future positive cash flows generally include
net valuation premiums while future negative cash flows include policyholders’ benefits and certain maintenance expenses. For
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acquired annuity contracts, future positive cash flows generally include fees and other charges assessed to the contracts as long as
they remain in force as well as fees collected upon surrender, if applicable, while future negative cash flows include costs to
administer contracts and benefit payments. In addition, future cash flows with respect to acquired annuity business includes the
impact of future cash flows expected from the guaranteed minimum death benefit provisions. For acquired defined contribution and
defined benefits businesses, future positive cash flows include investment spreads, and fees and other charges assessed to the
contracts for as long as they remain in force, while future negative cash flows include costs to administer the contracts and taxes.
Contract balances, from which the cash flows arise, are projected using assumptions for add-on deposits, participant withdrawals,
contract surrenders, and investment returns. VOBA is further explicitly adjusted to reflect the cost associated with the capital
invested in the business. The Company amortizes VOBA over the effective life of the acquired contracts. For acquired traditional
insurance contracts, VOBA is amortized in proportion to gross premiums or in proportion to the face amount of insurance in force,
as applicable. For acquired annuity contracts, VOBA is amortized in proportion to gross profits arising from the contracts and
anticipated future experience, which is evaluated regularly. For acquired defined contribution and defined benefit businesses,
VOBA is amortized in proportion to gross profits arising principally from fees in excess of actual expense based upon historical and
estimated future experience, which is updated periodically. The effect of changes in gross profits on unamortized VOBA is reflected
in “General and administrative expenses” in the period such estimates of expected future profits are revised.

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 individual traditional participating life insurance products, the mortality and interest rate
assumptions applied are those used to calculate the policies’ guaranteed cash surrender values. For life insurance, other than
individual traditional participating life insurance, and annuity products, expected mortality 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 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 a liability for unpaid claims and claim adjustment expenses.
The Company does not establish loss reserves until a loss has occurred. However, unpaid claims and claim adjustment expenses
includes estimates of claims that the Company believes have been incurred but have not yet been reported as of the balance sheet
date. The Company’s liability for future policy benefits also includes liabilities for guarantee benefits related to certain
nontraditional long-duration life and annuity contracts, which are discussed more fully in Note 8, and unearned revenues.

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 policyholder withdrawals and other charges assessed against the account balance. These policyholders’ account balances also
include provision for benefits under non-life contingent payout annuities.

Policyholders’ Dividends

The Company’s liability for policyholders’ dividends includes its dividends payable to policyholders and its policyholder
dividend obligation associated with the participating policies included in the Closed Block that was established in connection with
the Company’s demutualization. The dividends payable for participating policies included in the Closed Block are determined at the
end of each year for the following year by the Board of Directors of Prudential Insurance based on its statutory results, capital
position, ratings, and the emerging experience of the Closed Block. The policyholder dividend obligation represents net unrealized
investment gains that have arisen subsequent to the establishment of the Closed Block and the excess of actual cumulative earnings
over the expected cumulative earnings, to be paid to Closed Block policyholders unless otherwise offset by future experience. The
dividends payable for policies other than the participating policies included in the Closed Block include extraordinary dividends to
certain policyholders of Gibraltar Life, a Japanese insurance company acquired in April 2001, and dividends payable in accordance
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with certain group insurance policies. The extraordinary dividends payable to the policyholders of Gibraltar Life are based on 70%
of net realized investment gains, if any, over the value of real estate and loans included in Gibraltar Life’s reorganization plan, net
of transaction costs and taxes. As of December 31, 2005 and 2004, this dividend liability was $463 million and $975 million,
respectively.

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 life and health insurance policies, excluding 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 excess premium 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.

Premiums from non-participating group annuities with life contingencies, structured settlements with life contingencies and
single premium immediate annuities with life contingencies are recognized when received. Benefits are recorded as an expense
when they are incurred. When premiums are due over a significantly shorter period than the period over which benefits are
provided, a liability for future policy benefits is recorded when premiums are recognized using the net level premium method and
any gross premium in excess of the net premium is deferred and recognized into income in a constant relationship to the amount of
expected future benefit payments.

Certain annuity contracts provide the holder a guarantee that the benefit received upon death will be no less than a minimum
prescribed amount that is based upon a combination of net deposits to the contract, net deposits to the contract accumulated at a
specified rate or the highest historical account value on a contract anniversary. These contracts are discussed in further detail in
Note 8. Also, as more fully discussed in Note 8, the liability for the guaranteed minimum death benefit under these contracts is
determined each period end by estimating the accumulated value of a percentage of the total assessments to date less the
accumulated value of death benefits in excess of the account balance.

Amounts received as payment for interest-sensitive life contracts, deferred annuities, structured settlements and other contracts
without life contingencies, and participating group annuities are reported as deposits to “Policyholders’ account balances.”
Revenues from these contracts are reflected in “Policy charges and fee income,” or as a reduction of “Interest credited to
policyholders’ account balances,” and consist primarily of fees assessed during the period against the policyholders’ account
balances for mortality charges, policy administration charges and surrender charges. 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. 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.

For group life and disability insurance, and property and casualty insurance, premiums are recognized over the period to which
the premiums relate in proportion to the amount of insurance protection provided. Claim and claim adjustment expenses are
recognized when incurred.

Premiums, benefits and expenses are stated net of reinsurance ceded to other companies, except for amounts associated with
certain modified coinsurance contracts which are reflected in the Company’s financial statements based on the application of the
deposit method of accounting. 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.

Foreign Currency Translation Adjustments

Assets and liabilities of foreign operations and subsidiaries reported in currencies other than U.S. dollars are translated at the
exchange rate in effect at the end of the period. Revenues, benefits and other expenses are translated at the average rate prevailing
during the period. The effects of translating the statements of financial position of non-U.S. entities with functional currencies other
than the U.S. dollar are included, net of related hedge gains and losses and income taxes, in “Accumulated other comprehensive
income (loss).”
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Asset Management Fees and Other Income

Asset management fees and other income principally includes asset management fees and securities and commodities
commission revenues which are recognized in the period in which the services are performed, as well as earnings from our
investment in operating joint ventures, including our investment in Wachovia. Realized and unrealized gains from investments
classified as “Trading account assets supporting insurance liabilities” and “Other trading account assets” are also included in “Asset
management fees and other income.”

Derivative Financial Instruments

Derivatives are financial instruments whose values are derived from interest rates, foreign exchange rates, financial indices or
the values of securities or commodities. Derivative financial instruments generally used by the Company include swaps, futures,
forwards and options and 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 pricing models. Values can be affected by changes in
interest rates, foreign exchange rates, financial indices, values of securities or commodities, 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 pricing models.

Derivatives are used in a non-dealer capacity in our insurance, investment and international businesses as well as our treasury
operations to manage the characteristics of the Company’s asset/liability mix, manage the interest rate and currency characteristics
of assets or liabilities and to mitigate the risk of a diminution, upon translation to U.S. dollars, of expected non-U.S. earnings and
net investments in foreign operations resulting from unfavorable changes in currency exchange rates. Additionally, derivatives may
be used to seek to reduce exposure to interest rate, foreign currency and equity risks associated with assets held or expected to be
purchased or sold, and liabilities incurred or expected to be incurred.

Derivatives are also used in a derivative dealer or broker capacity in the Company’s securities operations to meet the needs of
clients by structuring transactions that allow clients to manage their exposure to interest rates, foreign exchange rates, indices or
prices of securities and commodities and similarly in a dealer or broker capacity through the operation of hedge portfolios in a
limited-purpose subsidiary. Realized and unrealized changes in fair value of derivatives used in these dealer related operations as
well as derivatives used in the mortgage banking business are included in “Asset management fees and other income” in the periods
in which the changes occur. Cash flows from such derivatives are reported in the operating activities section of the Consolidated
Statements of Cash Flows.

Derivatives are recorded either as assets, within “Other trading account assets,” or “Other long-term investments,” or as
liabilities, within “Other liabilities,” in the Consolidated Balance Sheets, except for embedded derivatives which are recorded in the
consolidated balance sheet with the associated host contract. As discussed in detail below and in Note 19, all realized and unrealized
changes in fair value of non-dealer related derivatives, with the exception of the effective portion of cash flow hedges and effective
hedges of net investments in foreign operations, are recorded in current earnings. Cash flows from these derivatives are reported in
the operating or investing activities section in the Consolidated Statements of Cash Flows.

For non-dealer related derivatives 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 of 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); (4) a hedge of a net investment in a foreign operation; or (5) a derivative that does not
qualify for hedge accounting.

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 of adjusting the derivative to fair value is recorded in “Realized investment gains (losses),
net.”

When consummated, the Company formally documents 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.
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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
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.

When a derivative is designated as a foreign currency hedge and is determined to be highly effective, changes in its fair value
are recorded in either current period earnings or “Accumulated other comprehensive income (loss),” depending on whether the
hedge transaction is a fair value hedge (e.g., a hedge of a firm commitment that is to be settled in a foreign currency) or a cash flow
hedge (e.g., a foreign currency denominated forecasted transaction). When a derivative is used as a hedge of a net investment in a
foreign operation, its change in fair value, to the extent effective as a hedge, is recorded in the cumulative translation adjustment
account within “Accumulated other comprehensive income (loss).”

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.”

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.

When hedge accounting is discontinued because the hedged item no longer meets the definition of a firm commitment, or
because it is probable that the forecasted transaction will not occur by the end of the specified time period, 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.” Any asset or liability that was recorded pursuant to recognition of the firm commitment is removed from the
balance sheet and recognized currently in “Realized investment gains (losses), net.” Gains and losses that were in “Accumulated
other comprehensive income (loss)” pursuant to the hedge of a forecasted transaction are recognized immediately in ‘“Realized
investment gains (losses), net.”

In its mortgage operations, the Company enters into commitments to fund commercial mortgage loans at specified interest
rates and other applicable terms within specified periods of time. These commitments are legally binding agreements to extend
credit to a counterparty. Loan commitments for loans that will be held for sale are recognized as derivatives and recorded at fair
value. Beginning in 2004, as a result of Securities and Exchange Commission Staff Accounting Bulletin 105 (“SAB 105”),
“Application of Accounting Principles to Loan Commitments,” in recording such commitments at fair value the Company no longer
recognizes: 1) the initial fair value for those loan commitments where the Company does not have a corresponding investor
purchase commitment for the resulting loan; and 2) the fair value of the future mortgage servicing right (“MSR”) related to the
resulting loan. However, subsequent changes in fair value on loan commitments for loans that will be held for sale, exclusive of
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MSR value, are included in “Realized investment gains (losses), net” and recognized as derivative assets or liabilities. Upon funding
of the related loan, the carrying amount of the loan commitment is included in the initial basis of the loan. The impact of adopting
the provisions of SAB 105 did not have a material impact on the Company’s financial condition or results of operations. The
determination of the estimated fair value of loan commitments accounted for as derivatives considers various factors including,
among others, terms of the related loan, the intended exit strategy for the loans based upon either a securitization pricing model or
investor purchase commitments, prevailing interest rates, and origination income or expense. Loan commitments that relate to the
origination of mortgage loans that will be held for investment are not accounted for as derivatives and accordingly are not
recognized in the Company’s financial statements.

Income Taxes

The Company and its eligible domestic subsidiaries file a consolidated federal income tax return that includes both life
insurance companies and non-life insurance companies. Subsidiaries operating outside the U.S. are taxed, and income tax expense is
recorded, based on applicable foreign statutes. See Note 17 for a discussion of certain non-U.S. jurisdictions for which the Company
assumes repatriation of earnings to the U.S.

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 expected to be
realized.

New Accounting Pronouncements

On February 16, 2006, the FASB issued SFAS No. 155, “Accounting for Certain Hybrid Instruments.” This statement removes
an exception from the requirement to bifurcate an embedded derivative feature from a beneficial interest in securitized financial
assets. The Company has used this exception for investments 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 that
may now require bifurcation. This statement also provides an election, on an instrument by instrument basis, to measure at fair
value the entire hybrid financial instrument that contains an embedded derivative requiring bifurcation, rather than measuring only
the embedded derivative on fair value basis. The Company plans to adopt this guidance effective January 1, 2007. The Company is
in the process of determining whether any of its investments in hybrid instruments contain an embedded derivative feature that will
require bifurcation, and also whether there are any hybrid instruments for which the Company will elect the fair value option.

In November 2005, the FASB issued FASB Staff Position (“FSP”) FAS 115-1 and FAS 124-1, “The Meaning of Other-Than-
Temporary Impairment and its Application to Certain Investments.” This FSP provides impairment models for determining whether
to record impairment losses associated with investments in certain equity and debt securities, primarily by referencing existing
accounting guidance. It also requires income to be accrued on a level-yield basis following an impairment of debt securities, where
reasonable estimates of the timing and amount of future cash flows can be made. The Company’s current policy is generally to
record income only as cash is received following an impairment of a debt security. The Company adopted this guidance effective
January 1, 2006, for other than temporary impairments recorded subsequent to December 31, 2005.

In September 2005, the Accounting Standards Executive Committee (“AcSEC”) of the American Institute of Certified Public
Accountants (“AICPA”) 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 on internal replacements of insurance and investment contracts other than those
specifically described in SFAS No. 97. The SOP 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. This SOP is effective for internal replacements occurring in
fiscal years beginning after December 15, 2006. The Company will adopt SOP 05-1 on January 1, 2007. The Company is currently
assessing the impact of SOP 05-1 on the Company’s consolidated financial position and results of operations.

In June 2005, the EITF of the FASB reached a consensus on Issue No. 04-5, “Investor’s Accounting for an Investment in a
Limited Partnership When the Investor Is the Sole General Partner and the Limited Partners Have Certain Rights.” This Issue first
presumes that general partners in a limited partnership control that partnership and should therefore consolidate that partnership, and
then provides that the general partners may overcome the presumption of control if the limited partners have: (1) the substantive
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ability to dissolve or liquidate the limited partnership, or otherwise to remove the general partners without cause or (2) the ability to
participate effectively in significant decisions that would be expected to be made in the ordinary course of the limited partnership’s
business. This guidance became effective for new or amended arrangements after June 29, 2005, and became effective January 1,
2006 for all arrangements existing as of June 29, 2005 that remain unmodified. While the Company serves as the general partner of
limited partnerships in the ordinary course of conducting certain of its business operations, adoption of this guidance to
arrangements existing as of June 29, 2005 will not have a material effect on the Company’s consolidated financial position or
results of operations.

In June 2005, the FASB issued Statement No. 133 Implementation Issue No. B39, “Embedded Derivatives: Application of
Paragraph 13(b) to Call Options That are Exercisable Only by the Debtor.” Implementation Issue No. B39 indicates that debt
instruments where the right to accelerate the settlement of debt can be exercised only by the debtor do not meet the criteria of
Paragraph 13(b) of Statement No. 133, and therefore should not individually lead to such options being considered embedded
derivatives. Such options must still be evaluated under paragraph 13(a) of Statement No. 133. This implementation guidance is
effective for the first fiscal quarter beginning after December 15, 2005. The Company’s adoption of this guidance effective
January 1, 2006 will not have a material effect on the Company’s consolidated financial position or results of operations as the
guidance is consistent with the Company’s existing accounting policy.

In December 2004, the FASB issued SFAS No. 123(R), “Share-Based Payment,” which replaces SFAS No. 123 as discussed
under “—Share-Based Compensation” above.

In May 2004, the FASB issued FSP 106-2, “Accounting and Disclosure Requirements Related to the Medicare Prescription
Drug, Improvement, and Modernization Act of 2003.” See Note 16 for details regarding the adoption of this pronouncement.

In December 2003, the FASB issued FIN No. 46(R), “Consolidation of Variable Interest Entities,” which revised the original
FIN No. 46 guidance issued in January 2003. FIN No. 46(R) addresses whether certain types of entities, referred to as variable
interest entities (“VIEs”), should be consolidated in a company’s financial statements. A VIE is an entity that either (1) has equity
investors that lack certain essential characteristics of a controlling financial interest (including the ability to control the entity, the
obligation to absorb the entity’s expected losses and the right to receive the entity’s expected residual returns) or (2) lacks sufficient
equity to finance its own activities without financial support provided by other entities, which in turn would be expected to absorb
at least some of the expected losses of the VIE. An entity should consolidate a VIE if, as the primary beneficiary, it stands to absorb
a majority of the VIE’s expected losses or to receive a majority of the VIE’s expected residual returns. On December 31, 2003, the
Company adopted FIN No. 46(R) for all special purpose entities (“SPEs”) and for relationships with all VIEs that began on or after
February 1, 2003. On March 31, 2004, the Company implemented FIN No. 46(R) for relationships with potential VIEs that are not
SPEs. The transition to FIN No. 46(R) did not have a material effect on the Company’s consolidated financial position or results of
operations.

In December 2003, the AcSEC of the AICPA issued SOP 03-3, “Accounting for Certain Loans or Debt Securities Acquired in
a Transfer.” The AcSEC issued this SOP to address the need for interpretive guidance regarding accounting for newly acquired
loans or debt securities with evidence of deterioration of credit quality since origination. The Company’s adoption of SOP 03-3 on
January 1, 2005 did not have a material effect on the Company’s consolidated financial position or results of operations.

In July 2003, the AcSEC of the AICPA issued SOP 03-1, “Accounting and Reporting by Insurance Enterprises for Certain
Nontraditional Long-Duration Contracts and for Separate Accounts.” The AcSEC issued this SOP to address the need for
interpretive guidance in three areas: separate account presentation and valuation; the classification and valuation of certain long-
duration contract liabilities; and the accounting recognition given sales inducements (bonus interest, bonus credits and persistency
bonuses).

The Company adopted SOP 03-1 effective January 1, 2004. One element of this guidance addressed the accounting for
liabilities related to insurance products that provide contractholders with a return based on a contractually referenced pool of
investments. These products pass the economics related to the referenced pool of investments to the contractholder. Effective with
the Company’s adoption of SOP 03-1, the contractholder liabilities associated with these products are required to be adjusted for
changes in the fair value of the related pool of investments.

The effect of adopting SOP 03-1 was a charge of $79 million, net of $44 million of taxes, which was reported as a “Cumulative
effect of accounting change, net of taxes” in the results of operations for the year ended December 31, 2004. This charge reflects the
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net impact of converting large group annuity contracts and certain market value adjusted individual annuity contracts from separate
account accounting treatment to general account accounting treatment, including carrying the related liabilities at accreted value,
and the effect of establishing reserves for guaranteed minimum death benefit provisions of the Company’s variable annuity and
variable life contracts. The Company also recognized a cumulative effect of accounting change related to unrealized investment
gains within “Other comprehensive income, net of taxes” of $73 million, net of $42 million of taxes, for the year ended
December 31, 2004. Upon adoption of SOP 03-1, $3.3 billion in “Separate account assets” were reclassified resulting in a $2.8
billion increase in “Fixed maturities, available for sale” and a $0.6 billion increase in “Trading account assets supporting insurance
liabilities, at fair value,” as well as changes in other non-separate account assets. Similarly, upon adoption, $3.3 billion in “Separate
account liabilities” were reclassified resulting in increases in “Policyholders’ account balances” and “Future policy benefits,” as
well as changes in other non-separate account liabilities.

In June 2004, the FASB issued FSP No. 97-1, “Situations in Which Paragraphs 17(b) and 20 of FASB Statement No. 97,
Accounting and Reporting by Insurance Enterprises for Certain Long-Duration Contracts and for Realized Gains and Losses from
the Sale of Investments, Permit or Require Accrual of an Unearned Revenue Liability.” FSP 97-1 clarifies the accounting for
unearned revenue liabilities of certain universal-life type contracts under SOP 03-1. The Company’s adoption of FSP 97-1 on
July 1, 2004 did not change the accounting for unearned revenue liabilities and, therefore, had no impact on the Company’s
consolidated financial position or results of operations. In September 2004, the AICPA SOP 03-1 Implementation Task Force issued
a Technical Practice Aid (“TPA”) to clarify certain aspects of SOP 03-1. The TPA did not have a material impact on the Company’s
consolidated financial position or results of operations.

In April 2003, the FASB issued Statement No. 133 Implementation Issue No. B36, “Embedded Derivatives: Modified
Coinsurance Arrangements and Debt Instruments That Incorporate Credit Risk Exposures That Are Unrelated or Only Partially
Related to the Creditworthiness of the Obligor Under Those Instruments.” Implementation Issue No. B36 indicates that a modified
coinsurance arrangement (“modco”), in which funds are withheld by the ceding insurer and a return on those withheld funds is paid
based on the ceding company’s return on certain of its investments, generally contains an embedded derivative feature that is not
clearly and closely related to the host contract and should be bifurcated in accordance with the provisions of SFAS No. 133,
“Accounting for Derivative Instruments and Hedging Activities.” Effective October 1, 2003, the Company adopted the guidance
prospectively for existing contracts and all future transactions. As permitted by SFAS No. 133, all contracts entered into prior to
January 1, 1999, were grandfathered and are exempt from the provisions of SFAS No. 133 that relate to embedded derivatives. The
application of Implementation Issue No. B36 in 2003 had no impact on the consolidated financial position or results of operations
of the Company.

Reclassifications

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

3. ACQUISITIONS AND DISPOSITIONS

Acquisition of Aoba Life Insurance Company, Ltd.

On November 1, 2004, the Company acquired Aoba Life Insurance Company, Ltd. (“Aoba Life”) for $191 million of total
consideration from Tawa S.A., a subsidiary of Artemis S.A. Aoba Life is a Japanese life insurer with a run-off book of insurance
and is not selling new policies. In recording the transaction, $6.4 billion was allocated to assets acquired and $6.2 billion to
liabilities assumed. Pro forma information for this acquisition is omitted as the impact is not material.

Acquisition of CIGNA Corporation’s Retirement Business

On April 1, 2004, the Company purchased the retirement business of CIGNA for $2.1 billion, including $2.1 billion of cash
consideration and $20 million of transaction costs. The assets acquired and liabilities assumed and the results of operations have
been included in the Company’s consolidated financial statements as of that date. The acquisition of this business included the
purchase by the Company of all the shares of CIGNA Life Insurance Company (“CIGNA Life”), which became an indirect wholly
owned subsidiary of the Company. Prior to the acquisition, CIGNA Life entered into reinsurance arrangements with CIGNA to
effect the transfer of the retirement business included in the transaction to CIGNA Life. Subsequent to its acquisition, the Company
changed the name of CIGNA Life to Prudential Retirement Insurance and Annuity Company (“PRIAC”).
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The reinsurance arrangements between PRIAC and CIGNA include coinsurance-with-assumption, modified-coinsurance-with-
assumption, and modified-coinsurance-without-assumption.

The coinsurance-with-assumption arrangement applies to the acquired general account defined contribution and defined benefit
plan contracts. Prior to the acquisition, CIGNA Life assumed from CIGNA all of the insurance liabilities associated with these
contracts, totaling $15.9 billion, and received from CIGNA the related investments. PRIAC has established a trust account for the
benefit of CIGNA to secure its obligations to CIGNA under the coinsurance agreement. The Company has substantially completed
the process of requesting customers to agree to substitute PRIAC for CIGNA in their respective contracts.

The modified-coinsurance-with-assumption arrangements apply to the majority of separate account contracts, and the general
account defined benefit guaranteed-cost contracts acquired. Under the modified coinsurance arrangement associated with the
separate account contracts, CIGNA retained the separate account and other assets as well as the related separate account and other
liabilities until the agreed upon dates of asset transfer but, beginning on the date of acquisition, cedes all of the net profits or losses
and related net cash flows associated with the contracts to PRIAC. At the date of acquisition, the statement of financial position for
PRIAC included a reinsurance receivable of $32.4 billion and reinsurance payable of $32.4 billion established under these modified
coinsurance arrangements and reflected in “Reinsurance recoverables” and “Reinsurance payables,” respectively. As of
December 31, 2005, PRIAC has received from CIGNA the separate account assets and concurrently assumed the associated
separate account liabilities, which are primarily included in “Separate account assets” and ‘“‘Separate account liabilities,”
respectively, in the Company’s Consolidated Statement of Financial Position. The Company has substantially completed the
process of requesting customers to agree to substitute PRIAC for CIGNA in their respective contracts.

The modified-coinsurance-with-assumption arrangement associated with the general account defined benefit guaranteed-cost
contracts is similar to the arrangement associated with the separate account contracts; however, beginning two years after the
acquisition, the Company may commute this modified coinsurance arrangement in exchange for cash consideration from CIGNA, at
which time PRIAC would no longer have a related liability or recoverable and the defined benefit guaranteed cost contracts would
remain with CIGNA. At the date of acquisition, PRIAC established a reinsurance receivable of $1.8 billion and a reinsurance
payable of $1.8 billion under the modified coinsurance arrangement, which are reflected in “Reinsurance recoverables” and
“Reinsurance payables,” respectively. The net profits earned by PRIAC during the two-year period that the modified coinsurance
arrangement is in effect are included in “Asset management fees and other income.” In January 2006, the Company notified CIGNA
pursuant to the agreement of its intention to commute this modified coinsurance arrangement but continues to discuss alternatives
related to the general account defined benefit guaranteed-cost contracts with CIGNA.

The modified-coinsurance-without-assumption arrangement applies to the remaining separate account contracts acquired and is
similar to the modified coinsurance arrangement associated with the separate account contracts described above; however, CIGNA
will retain the separate account and other assets and the related liabilities while ceding the net profits or losses and the associated
net cash flows to PRIAC for the remaining lives of the contracts. At the date of acquisition, PRIAC established a reinsurance
receivable of $1.0 billion and a reinsurance payable of $1.0 billion for this modified coinsurance arrangement, which are reflected in
“Reinsurance recoverables” and “Reinsurance payables,” respectively.
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The following table presents an allocation of the purchase price to assets acquired and liabilities assumed at April 1, 2004:

(in millions)

Total invested assets at fair value(1) . ... ... ot e e $ 17,103
Cash and cash eqQUIVALENLS . . . . ... ot e e 45
Accrued INVEStMENt INCOMIE . . . o\ vttt ettt ettt et e e e et e e e e e e e e e e e e e e e e e e e 181
Valuation of business acquired (“VOBA™) . . ...ttt e e e e 343
GOOAWIIL . . oo 428
Reinsurance reCoverable(2) . . ...t o it 35,184
Dferred taX @SS . . o\t ottt ettt et e e e e e e e e e e e e e 230
OthEr @SSELS . . v vttt et ettt e e e e e e e e e e e 178
SEPArate ACCOUNE ASSELS . . . o« vttt ettt et e et ettt e e e et e e e e e e e e e e e e e e e e e 25
Total asSets ACQUITEA . . . . o oottt ettt ettt e e e e e e e e 53,717
Future policy benefits—assumed ... ... ... ... 9)
Policyholders’ account balances—assumed . . ... ... ...ttt e (15,865)
Reinsurance payable(2) . ... ..ot e (35,184)
Other HabilItIes . . . ..ottt et et et et e e e e e e e e e e e e e e (511)
Separate account HabilitIes . . ... ... .t e (25)
Total liabilities assUMEd . . . .. ...ttt e e e e e e e (51,594)
Net assets ACUITEA . . ... oottt $ 2,123

(1) Total invested assets include $11.1 billion of “Trading account assets supporting insurance liabilities,” which is primarily comprised of fixed maturities.
(2) The reinsurance recoverable and reinsurance payable amounts represent amounts receivable and payable under the modified coinsurance arrangements
described above.

Goodwill is the excess of the cost of an acquired entity over the net amounts assigned to assets acquired and liabilities
assumed. Goodwill resulting from the acquisition of CIGNA’s retirement business amounted to $428 million. None of this goodwill
is deductible for tax purposes. In accordance with U.S. GAAP, goodwill will not be amortized but rather will be tested at least
annually for impairment. The goodwill associated with this acquisition is reflected as $342 million in the Retirement segment, and
as $86 million in the Asset Management segment.

The following supplemental information presents selected unaudited pro forma information for the Company assuming the
acquisition had occurred as of January 1, 2003. This pro forma information does not purport to represent what the Company’s actual
results of operations would have been if the acquisition had occurred as of the dates indicated or what such results would be for any
future periods.

Years ended
December 31,

2004 2003

(in millions, except
per share data,

unaudited)
TOAl TEVEIUES .« . o v v et e et e e e e e e e e e e e e e e e e e e $28,663  $29,308
Income from continuing operations before extraordinary gain on acquisition and cumulative effect of accounting change ........... 2,437 1,546
NEUINCOME . oottt et e e e e 2,145 1,489
Earnings per share:
Financial Services Businesses:
Income from continuing operations before extraordinary gain on acquisition and cumulative effect of accounting change per share
of Common Stock
BaSIC .« oot $ 372 § 251
Diluted . . .. 3.65 2.49
Net income per share of Common Stock
BaSIC .« oot $ 316 § 241
Diluted . . .. 3.10 2.39
Closed Block Business:
Income from continuing operations before extraordinary gain on acquisition and cumulative effect of accounting change per share
of Class B Stock
Basic and dilited . . ... ...t e $249.00 $ 89.50
Net income per share of Class B Stock
Basicand diluted . . . ... $249.00 $ 89.50
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Acquisition of Hyundai Investment and Securities Co., Ltd.

On February 27, 2004, the Company acquired an 80% interest in Hyundai Investment and Securities Co., Ltd. and its
subsidiary Hyundai Investment Trust Management Co., Ltd., a Korean asset management firm, from the Korean Deposit Insurance
Corporation (“KDIC”), an agency of the Korean government, for $301 million in cash, including $210 million used to repay debt
assumed. The Company may choose to acquire, or be required to acquire, from the KDIC the remaining 20% three to six years after
closing. Subsequent to the acquisition, the Company was renamed Prudential Investment & Securities Co., Ltd (“PISC”). Pro forma
information for this acquisition is omitted as the impact is not material.

The Company’s Consolidated Statements of Operations include the operating results of PISC from the date of acquisition. In
connection with the acquisition, PISC entered into an agreement with the Korean government related to the provision of asset
management and brokerage services, which agreement extends until February 27, 2009. Fees from the Korean government under
the terms of this agreement are recorded in “Asset management fees and other income” and were $24 million and $20 million for
the years ended December 31, 2005 and 2004, respectively.

Upon the completion of the purchase accounting for the transaction, the Company recorded a $21 million extraordinary gain
for the year ended December 31, 2004, as the fair value of the assets acquired of $2.4 billion less the fair value of liabilities assumed
of $2.3 billion exceeded the purchase price. There are no income taxes associated with the extraordinary gain based on the
assumption that foreign investment and subsequent earnings are not to be repatriated to the U.S.

Acquisition of Skandia U.S. Inc.

On May 1, 2003, the Company acquired Skandia U.S. Inc. (“Skandia U.S.”), a wholly owned subsidiary of Skandia Insurance
Company Ltd. (“Skandia”). The Company purchased newly issued shares of common stock representing 90% of the outstanding
common stock of Skandia U.S. and one share of a newly issued class of preferred stock (collectively the “Shares”) and entered into
an agreement at the date of acquisition whereby the Company had the right to acquire, and Skandia had the right to require the
Company to acquire, the remaining 10% of outstanding common stock. This agreement was accounted for as a financing transaction
until the Company purchased the remaining 10% in the third quarter of 2003. The Company’s acquisition of Skandia U.S. included
American Skandia, Inc. (“American Skandia”), which is one of the largest distributors of variable annuities through independent
financial planners in the U.S. The acquisition also included a mutual fund business. On June 23, 2005, Skandia U.S. amended its
certificate of incorporation to change its name to Prudential Annuities Holding Company, Inc.

Effective May 1, 2003, 100% of the assets acquired and liabilities assumed and the results of operations have been included in
the Company’s consolidated financial statements. The total purchase price was as follows:

(in millions)

Purchase price paid for the Shares(1) ... ... ... o $ 646
Assumption of collateralized notes held by third parties . ... ...... ... ... 248
Purchase price for the remaining 10% equity of Skandia U.S. ... ... . . 165
Other payments to Skandia(2) . . .. .. ... o 115
Transaction COSES . . .. ...ttt ettt e e e e e e 10

Total purchase PriCe(3) . . . .. ..ottt et et e e e e e $1,184

The following table represents an allocation of the purchase price to assets acquired and liabilities assumed:

(in millions)

Total investments at market ValUuE . . . . .. ..ot $ 486
Cash and cash eqUIVAIENLS . . . . ... oLttt e e e e e e e 238
Valuation of business acquired (“VOBA™) . .. ... 425
Other assets at fair ValUE . . .. .. oo 408
SEPArate ACCOUNE ASSELS . . o ¢\ vt vttt ettt ettt e e et e e e e e e e e e e e e e e e e e e 22,311
Total assets ACQUITEA . . .. . oottt et ettt e e e e e e 23,868
Policyholders’ account balancCes . .. ... ... ...ttt e (168)
Other liabilities at fair Value . ... ... ...t (205)
Separate account Habilities . ... ... ...t e (22,311)
Total Habilities aSSUMEA . . . . ..ottt et ettt e e e e e e e e e e e e e (22,684)

Net assets acqUITEd(3) . . .. oottt $ 1,184
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(1) The proceeds were used by Skandia U.S. to retire an aggregate of $646 million of unsecured debt and collateralized notes held by Skandia.

(2) Prior to the Company’s acquisition of Skandia U.S., Skandia acquired certain subsidiaries of Skandia U.S. The cash Skandia paid to Skandia U.S. for
these subsidiaries has been repaid to Skandia and is considered a component of the purchase price.

(3) In May 2003, subsequent to the Company’s acquisition of Skandia U.S., Skandia U.S. paid a dividend to Prudential Financial of approximately $108
million, reducing the equity of Skandia U.S. by that amount.

The following table presents selected unaudited pro forma financial information of the Company for the period ended
December 31, 2003, assuming that the Skandia U.S. acquisition had occurred January 1, 2003. This pro forma information does not
purport to represent what the Company’s actual results of operations would have been if the acquisition had occurred as of the date
indicated or what such results would be for any future periods.

Year ended
December 31, 2003
(in millions, except

per share data,

unaudited)
TOtAL TEVEIUCS . . . o v e vt et e e e e e e e e e e e e e e e e e e $27,804
Income from continuing operations before extraordinary gain on acquisition and cumulative effect of accounting change ........... 1,334
NELINCOME . . o ettt e e e e e e e e e e e 1,277
Earnings per share:
Financial Services Businesses:
Income from continuing operations before extraordinary gain on acquisition and cumulative effect of accounting change per
share of Common Stock
BaSIC .ttt $ 212
DUt . . o 2.11
Net income per share of Common Stock
BaSIC .ttt $ 2.02
DIIULEA . . o oottt 2.00
Closed Block Business:
Income from continuing operations before extraordinary gain on acquisition and cumulative effect of accounting change per
share of Common Stock
Basic and diluted . ... ... ... $ 89.50
Net income per share of Class B Stock
Basic and diluted . . ... ... e $ 89.50

Investment in Wachovia Securities

On July 1, 2003, the Company completed the combination of its retail securities brokerage and clearing operations with those
of Wachovia Corporation (“Wachovia”) to form a joint venture, Wachovia Securities. The Company has a 38% ownership interest
in the joint venture, while Wachovia owns the remaining 62%. The transaction included certain assets and liabilities of the
Company’s securities brokerage operations but did not include its equity sales, trading and research operations. As part of the
transaction, the Company retained certain assets and liabilities related to the contributed businesses, including liabilities for certain
litigation and regulatory matters. The Company and Wachovia have each agreed to indemnify the other for certain losses, including
losses resulting from litigation and regulatory matters relating to certain events arising from the operations of their respective
contributed businesses prior to March 31, 2004. The Company accounts for its 38% ownership of the joint venture under the equity
method of accounting; periods prior to July 1, 2003 continue to reflect the results of the Company’s previously wholly owned
securities brokerage operations on a fully consolidated basis.

At any time prior to July 1, 2008, the Company may, subject to certain limitations, require Wachovia to purchase its interests
in Wachovia Securities for a price generally equal to the Company’s initial $1.0 billion equity contribution plus its share of
transition costs, as adjusted to reflect additional investments made by the Company. At any time after July 1, 2008, the Company
may, subject to certain limitations, require Wachovia to purchase its interests in Wachovia Securities for a price generally equal to
the Company’s share of the then appraised value of the common equity of the organization, determined as if it were a public
company and including a control premium such as would apply in the case of a sale of 100% of its common equity. The agreement
between Prudential Financial and Wachovia also gives the Company put rights, and Wachovia call rights, in certain other specified
circumstances, at prices determined in accordance with the agreement.

Results for the year ended December 31, 2003 include a pre-tax gain of $22 million from the combination of the businesses.
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The Company recognized pre-tax equity earnings from Wachovia Securities of $192 million, $58 million and $56 million for
the years ended December 31, 2005, 2004 and 2003, respectively. The pre-tax equity earnings from Wachovia Securities are
included in “Asset management fees and other income.” The Company’s investment in Wachovia Securities was $1.2 billion and
$1.1 billion as of December 31, 2005 and 2004, respectively, and is included in “Other assets.”

In connection with the combination, the Company entered into various agreements with Wachovia and Wachovia Securities,
including one associated with certain money market mutual fund balances of brokerage clients of Wachovia Securities, for which
the Company’s results of operations include revenues of $28 million and $79 million for the years ended December 31, 2004 and
2003, respectively. These balances were essentially eliminated as of September 30, 2004 due to the replacement of those funds with
other investment alternatives for those brokerage clients. The resulting reduction in asset management fees has been offset by
payments from Wachovia under an agreement dated as of July 30, 2004 implementing arrangements with respect to money market
mutual funds in connection with the combination. The agreement extends for ten years after termination of the joint venture with
Wachovia. The revenue from Wachovia under this agreement was $54 million and $35 million in 2005 and 2004, respectively.

Discontinued Operations

Income (loss) from discontinued businesses, including charges upon disposition, for the years ended December 31, are as
follows:

2005 2004 2003

(in millions)

Dryden Wealth Management(1) . ... ... ...ttt et e $G56) $ @8l $ 4
International securities OPErationS(2) . . . .« ..o vttt ettt e e e e e (26) (42) 97)
Healthcare operations(3) . ... ...ttt e e e 22 6 11

Property and casualty Operations(4) .. ... ... ...ttt — 2) (28)
OhEI(5) « e e e e e e e e e (7 %) (13)
Loss from discontinued operations before income taxes . . .............uuieitine i (67) (126) (131)
Income tax Denefit . . ... .. . . e 5) 27 (74)
Loss from discontinued Operations, NEt Of tAXES . .+« .. v vttt et ettt et $62) $ 099 $ 57

The Company’s Consolidated Statements of Financial Position include total assets and total liabilities related to discontinued
businesses of $258 million and $207 million, respectively, at December 31, 2005 and $775 million and $649 million, respectively,
at December 31, 2004.

(1) On October 4, 2005, the Company completed the sale of its Dryden Wealth Management business (“Dryden”), which offered financial advisory, private
banking and portfolio management services primarily to retail investors in Europe and Asia, to a subsidiary of Fortis N.V. The results of Dryden are
reflected in discontinued operations for all periods presented. Results for the year ended December 31, 2005 include $49 million of transaction and
transaction related costs related to the sale. Results for the year ended December 31, 2004 include a charge of $53 million for the impairment of
goodwill associated with this business.

(2) International securities operations include the European retail transaction-oriented stockbrokerage and related activities of Prudential Securities Group
Inc. The loss for the discontinued businesses for the years ended December 31, 2005, 2004 and 2003 include pre-tax charges of $13 million, $6 million
and $40 million, respectively, relating primarily to severance and termination benefits and office closure costs.

(3) The sale of the Company’s healthcare business to Aetna was completed in 1999. The loss the Company previously recorded upon the disposal of its
healthcare business was reduced in each of the years ended December 31, 2005, 2004 and 2003. The reductions were primarily the result of favorable
resolution of certain legal, regulatory and contractual matters.

(4) This includes the results of the Company’s work-place distribution and specialty automobile property and casualty insurance operations, which the
Company sold in 2004 and 2003, respectively.

(5) Other includes the results of consumer banking operations, which the Company sold in 2004, and retail broker-dealer operations in Tokyo, which the
Company sold in 2003.

Charges recorded in connection with the disposals of businesses include estimates that are subject to subsequent adjustment. It
is possible that such adjustments might be material to future results of operations of a particular quarterly or annual period.
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Disposition of Other Property and Casualty Insurance Operations

In the fourth quarter of 2003, the Company completed the sale of its property and casualty insurance companies that operated
nationally in 48 states outside of New Jersey, and the District of Columbia, to Liberty Mutual Group, as well as its New Jersey
property and casualty insurance companies to Palisades Group. Results of these businesses are included in “Income from continuing
operations before income taxes, extraordinary gain on acquisition and cumulative effect of accounting change” for all periods. For
the year ended December 31, 2003, the Company recognized a loss on disposition of $491 million ($319 million after taxes),
recorded within “Loss from disposition of property and casualty insurance operations,” which also includes management’s best
estimate of the cost of retained liabilities, including litigation pertaining to events before the closing and the estimated value of
indemnification coverage provided in connection with potential adverse claim experience and a $57 million abandonment and
impairment loss recorded in connection with certain long-lived assets.

4. INVESTMENTS

Fixed Maturities and Equity Securities

The following tables provide information relating to fixed maturities and equity securities (excluding investments classified as
trading) at December 31:

2005
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

(in millions)
Fixed maturities, available for sale
U.S. Treasury securities and obligations of U.S. government corporations and

AZENCIES .+« v vttt ettt ettt $ 6,302 $ 725 $ 5 $ 7,022
Obligations of U.S. states and their political subdivisions . ................... 1,933 266 5 2,194
Foreign governmentbonds . ........ .. ... . . 25,129 1,093 47 26,175
COrporate SECUIILIES . .. ...ttt ettt et e e e e e 104,921 4,458 716 108,663
Mortgage-backed SECUTItIES . ... .ottt e 11,080 110 91 11,099
Total fixed maturities, available forsale ................................. $149,365 $6,652 $864 $155,153
Equity securities, available forsale . . ............ ... ... ... ... ... ... $ 4,179 $ 966 $134 $ 5,011

2005
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

(in millions)
Fixed maturities, held to maturity

Foreign government bonds . ... ... ... $ 874 $ 13 $ 6 $ 881
COrporate SECUITLIES . . . oo vttt ettt e e e e e e e e e 807 16 2 821
Mortgage-backed securities ................. i 1,681 5 43 1,643
Total fixed maturities, held to maturity . ..............coiuieeeeninnee.... $ 3,362 $ 34 $ 51 $ 3,345
2004
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(in millions)

Fixed maturities, available for sale
U.S. Treasury securities and obligations of U.S. government corporations and

AZENCIES .« vt ottt ettt e e e e e $ 6,143 $ 619 $ 3 $ 6,759
Obligations of U.S. states and their political subdivisions . ................... 2,241 247 4 2,484
Foreign governmentbonds . ........ .. ... ... . 26,556 1,069 146 27,479
COrporate SECUITLIES . . .« v\ttt et ettt e e e e e e e e e e e e e 98,340 6,256 401 104,195
Mortgage-backed SECUTTtIES . ... .ottt e 9,982 191 12 10,161
Total fixed maturities, available forsale ................................. $143,262 $8,382 $566 $151,078
Equity securities, available forsale ................................... $ 3,610 $ 797 $ 82 $ 47325
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2004
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

(in millions)
Fixed maturities, held to maturity

Foreign government bonds . ... ...ttt $ 109 $— $ 4 $ 105
COrporate SECUTITIES . . ... vttt ettt ettt e et e e e e e e 593 19 — 612
Mortgage-backed SECUTILIES . ... .ottt e 2,045 20 17 2,048
Total fixed maturities, held to maturity ............. ... ... . .. .. $2,747 $ 39 $ 21 $2,765
The amortized cost and fair value of fixed maturities by contractual maturities at December 31, 2005, is as follows:
Available for Sale Held to Maturity
Amortized Fair Amortized Fair
Cost Value Cost Value
(in millions) (in millions)
Due in 0Ne YEar 0T IESS . . . . oo oo ettt e ettt et e e e $ 7,036 $ 7,070 $ 34 $ 35
Due after one year through five years ............ ... ... ... . i 30,991 31,640 66 66
Due after five years throughtenyears ........... ... ... .. .. .. ...... . .... 41,151 42,614 13 18
Due after ten Years . ... ... ...ttt 59,107 62,730 1,568 1,583
Mortgage-backed SECUITHES . .. ...ttt e 11,080 11,099 1,681 1,643
Total ... $149,365 $155,153 $3,362 $3,345

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

The following table depicts the sources of fixed maturity proceeds and related gross investment gains (losses), as well as losses
on impairments of both fixed maturities and equity securities:

2005 2004 2003

(in millions)

Fixed maturities, available for sale:

Proceeds from SALES . . . .. oottt et $77,252 $57,808 $34.,490

Proceeds from maturitieS/rTepayments . .. ... .. ... ettt 6,981 12,525 12,106

Gross investment gains from sales, prepayments and maturities ..................... ... ...... 923 906 933

Gross investment losses from sales and maturities . ... .......... ...ttt (505) (305) (306)
Fixed maturities, held to maturity:

Proceeds from maturities/repayments . ... ... .........ottunnn et $ 462 $ 610 $ 1,418
Gross investment gains from Prepayments . .. ... .....c...o et oottt — — —
Fixed maturity and equity security impairments:
Writedowns for impairments of fixed maturities . ............ ... it $ (101) $ (183) $ (389)
Writedowns for impairments of equity SECUTIHES . . ... .. ..ottt (18) (28) (160)
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Trading Account Assets Supporting Insurance Liabilities

The following table sets forth the composition of “Trading account assets supporting insurance liabilities” at December 31:

Short-term investments and cash equivalents .. .......... ... ... ... ... ...

Fixed maturities:
U.S. government corporations and agencies and obligations of U.S. states . . . . . ..
Foreign governmentbonds . ........ ... ..
COrporate SECUITLIES . . ... v vttt et ettt et
Mortgage-backed securities . ................o it

Total fixed MAtUrities . ... ... ..ottt e
Equity SECUTTHES . .. ...ttt e

Total trading account assets supporting insurance liabilities ......................

2005

2004

Amortized
Cost

Fair
Value

Amortized Fair
Cost Value

(in millions)
$ 317 $ 317

(in millions)
$ 951 $ 951

206 208 311 306
329 330 387 390
10,315 10,048 9,483 9,378
2,300 2,255 1,494 1,492
13,150 12,841 11,675 11,566
388 623 378 447

$13,855 $13,781

$13,004 $12,964

Net change in unrealized gains (losses) from trading account assets supporting insurance liabilities still held at period end,
recorded within “Asset management fees and other income” were $(34) million, $(39) million and $(1) million during the years

ended December 31, 2005, 2004 and 2003 respectively.

Commercial Loans

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

Collateralized loans by property type

Office buildings . . ... ..ot
Retail Stores .. ... ...
Residential properties . ... . ... ...ttt
Apartment COMPIEXES . . . .o vttt ettt e et
Industrial buildings . ........ ..
Agricultural properties . .. ......... . e
Other ...

Total collateralized 10anSs . ... .. ...t e

Valuation allowance ... ...ttt
Total net collateralized 10ans ... ... ... ittt

Uncollateralized loans
Uncollateralized 10ans ... ...... ... ittt e
Valuation allowance ... ...ttt

Total net uncollateralized 1oans ... ........ ... it

Total commercial 10ans . .. ... ...

2005 2004
Amount % of Amount % of
(in millions) Total (in millions) Total
$ 4,555 19.7% $ 5,304 22.4%
3,102 13.4% 3,136 13.2%
1,198 5.2% 1,311 5.5%
5,063 21.8% 5,525 23.3%
5,201 22.4% 4,826 20.4%
1,733 7.5% 1,786 7.5%
2,313 10.0% 1,834 7.7%
23,165 100.0% 23,722 100.0%
(193) (235)
22,972 23,487
1,524 2,366
(55) (365)
1,469 2,001
$24,441 $25,488

The commercial loans are geographically dispersed throughout the United States, Canada and Asia with the largest

concentrations in California (25%) and New York (8%) at December 31, 2005.
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Activity in the allowance for losses for all commercial loans, for the years ended December 31, is as follows:

2005 2004 2003

(in millions)

Allowance for losses, beginning Of YEar . . ... ... ... $600  $597 $642
Release of allowance fOr IOSSES . . . ..ottt et e e e e e e e (273) (12) 31
Charge-offs, NEt Of TECOVETIES . . . . oo\ttt ettt ettt e e e e e e e e e e e e e e e e e e (30) 7 (50)
Change in foreign eXChange . . ... ... ... ..t (49) 22 36
Allowance for losses, end Of Year . .. .. ... it $ 248 $600 $597

Non-performing commercial loans identified in management’s specific review of probable loan losses and the related
allowance for losses at December 31, are as follows:

2005 2004
(in millions)
Non-performing commercial loans with allowance for losses . ................ . . i $ 134 $ 509
Non-performing commercial loans with no allowance forlosses . ......... ... . i 17 120
Allowance for 1osses, end Of YEAr . .. .. ..ot e e (119) (271)
Net carrying value of non-performing commercial 10ans . ........... ... i $ 32 $ 358

Non-performing commercial loans with no allowance for losses are loans in which the fair value of the collateral or the net
present value of the loans’ expected future cash flows equals or exceeds the recorded investment. The average recorded investment
in non-performing loans before allowance for losses was $210 million, $523 million, $542 million for 2005, 2004 and 2003,
respectively. Net investment income recognized on these loans totaled $4 million, $18 million and $14 million for the years ended
December 31, 2005, 2004 and 2003, respectively.

The Company’s loans held for sale are primarily commercial mortgage loans to be sold in securitization transactions. The net
carrying value of commercial loans held for sale by the Company as of December 31, 2005 and 2004 was $680 million (net of a
valuation allowance of zero million) and $557 million (net of a valuation allowance of zero million), respectively. These loans are
primarily loans collateralized by office buildings, retail stores, apartment complexes and industrial buildings. As of December 31,
2005 and 2004, all of the Company’s commercial loans held for sale were collateralized. In certain transactions, the Company
prearranges that it will sell the loan to an investor. As of December 31, 2005 and 2004, $386 million and $163 million, respectively,
of loans held for sale are subject to such arrangements.

Commercial mortgage loans sold by the Company in securitization transactions for the years ended December 31, 2005, 2004
and 2003, were $2,437 million, $1,793 million and $1,179 million, respectively. In some of the commercial loan securitizations, the
Company retained servicing responsibilities, but did not retain any material ownership interest in the financial assets that were
transferred. The Company recognized net pre-tax gains of $36 million, $35 million and $19 million for the years ended
December 31, 2005, 2004 and 2003, respectively, in connection with securitization transactions, which are recorded in ‘“Realized
investment gains (losses), net.”

Other Long-term Investments
“Other long-term investments” are comprised as follows at December 31:
2005 2004

(in millions)
Joint ventures and limited partnerships:

Real estate related .. ... ... it $ 861 $ 829

Non real estate related . . ... ... .. e 1,068 1,058

Total joint ventures and limited partnerships . .. ........ ... 1,929 1,887
Real estate held through direct ownership . ... ... 1,147 1,435
SEPArALE ACCOUNLS . . . o oottt ettt ettt et e e e e e e e e e e e e e e e e e e e e e 1,426 1,361
(0 1 1> 966 1,113
Total other 10ng-term INVESLIMENTS . . . .ottt t et ettt e et et e e e et e e e et e e et e e $5,468 $5,796
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Equity Method Investments

Summarized combined financial information for significant joint ventures and limited partnership interests accounted for under
the equity method, including the Company’s investment in operating joint ventures, is as follows:

At December 31,
2005 2004

(in millions)
STATEMENTS OF FINANCIAL POSITION

Investments N Teal ESTALE . . . .. .ottt et e et e e e e $ 3,223 $ 2,755
INVEStMENTS 1N SECUITLIES . . . o\ttt ettt e e e e e e e e e e e e e e 12,142 14,106
Cash and cash eqUIVAIENLS . ... ... ... 696 928
Other aSSetS(1) . oottt ettt e 19,659 23,305
Total ASSELS . . . .. ..o $35,720 $41,094
Borrowed funds-third party . .. ... ... ... $ 1,498 $ 1,012
Borrowed funds-Prudential . .. ... ... ... 475 532
Other HabilitieS(2) . . vt v ettt et e ettt e e e e e e e e e e e e e 25,237 30,014
Total abilities . .. ... ... ... 27,210 31,558
Partners’ capital . ... ... ... 8,510 9,536
Total liabilities and partners’ capital . ........... . ... . ... . . $35,720 $41,094
Equity in partners’ capital included abOVE . . . . .. ..ottt e $ 2,766  $ 2,764
Equity in limited partnership interests not included above . ..... ... ... . . . . 755 612
Carrying value . ... ... . $ 3,521 $ 3,376

(1) Other assets consist of receivables, goodwill, intangible assets and other miscellaneous assets.
(2) Other liabilities consist of payables, securities repurchase agreements and other miscellaneous liabilities.

Years ended December 31,
2005 2004 2003

(in millions)

STATEMENTS OF OPERATIONS

Income from real estate INVESTMENTS . . . ... .ottt ettt e et e e et et e e e $ 613 $ 409 $ 313
Income from Securities INVESIMENTS . . . .. .o\ttt et e et e e et e et e e e e 5,553 2,875 2,732
Interest expense-third Party . .. ... ...t e (234) (103) (151)
Other EXPEISES . .« . . vttt ettt et e e e e e e e e e e e 4,615) (2,668) (2,381)
Net @aArMINGS . ... ..ottt e e e $ 1,317 $ 513 $ 513
Equity in net earnings included above . . . ... ... ... $ 418 $ 162 $ 141
Equity in net earnings of limited partnership interests not included above . .................. ... ... .. 157 158 60
Total equity in net earnings . ... ... ....... ... $ 575 $ 320 $ 201
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Net Investment Income

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

2005 2004 2003
(in millions)
Fixed maturities, available for sale . ... ... . ...ttt $ 7,557 $ 6,647 $6,308
Fixed maturities, held to maturity ... ... ... ... ottt 93 110 117
Equity securities, available for sale ... ....... ... . 106 88 54
Trading aCCOUNL ASSELS . . . .« .ottt et ettt et et e e e e e e e e e e e e e e e 662 402 1
Commercial JOANS . . . ..ot s 1,580 1,507 1,368
POliCy 10aNS . . . oo 471 463 497
Broker-dealer related receivables . ... ... ... 75 52 95
Short-term investments and cash equivalents ............ ... ... ... . . i 345 179 182
Other iNVEStMENt INCOIME . . . . o\ vttt ettt et e e e e e e e e e e e e e e e e e et 665 595 593
Gross INVEStMENT INCOIME . . . .ottt t et ettt et et e e e et e e e e e e e e e e et e et et s 11,554 10,043 9,215
Less INVESMENTE EXPEISES . « .. vt v ettt et e et e e e e e e e e e e e e e e e e (994) (613) (547)
Net iNVESIMENT INCOME . . . ..ottt ettt ettt e et e e e e e e e e e e e e e e e e $10,560 $ 9,430 $8,668

Carrying value for non-income producing assets included in fixed maturities, commercial loans and other long-term
investments totaled $89 million, $1 million and $12 million, respectively. Non-income producing assets represent investments that
have not produced income for the twelve months preceding December 31, 2005.

Realized Investment Gains (Losses), Net

Realized investment gains (losses), net, for the years ended December 31, were from the following sources:

2005 2004 2003
(in millions)

Fixed MAturities . .. ...ttt e $ 317 $ 418 $238
EqQUItY SECUTILIES . . o ..ottt e e e e e e e e e e e e e 444 439 6
Commercial Loans . . . . ...t e 147 74 83
Investment real €StAte . . . .. .. ..ttt 28 62 22)
Joint ventures and limited partnerships . ... ... ... ... 9 68 69
DIETIVALIVES . o o oottt ettt e e e e e e e e e 428 (264) (79)
(0 11T P 2 1 85
Realized investment gains (I0SSES), ML . . .. ..ottt ittt et e e ettt e e e e e $1,375 $ 798 $380
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Net Unrealized Investment Gains (Losses)

Net unrealized investment gains and losses on securities classified as “available for sale” and certain other long-term
investments are included in the Consolidated Statements of Financial Position as a component of “Accumulated other
comprehensive income (loss).” Changes in these amounts include reclassification adjustments to exclude from ‘“Other
comprehensive income (loss)” those items that are included as part of “Net income” for a period that had been part of “Other
comprehensive income (loss)” in earlier periods. The amounts for the years ended December 31, are as follows:

Accumulated
Deferred Other
Policy Comprehensive
Net Acquisition Income (Loss)
Unrealized Costs and Deferred  Related To Net
Gains (Losses) Valuation  Future Income Tax Unrealized
On of Business  Policy Policyholders’ (Liability) Investment
Investments(1) Acquired Benefits Dividends Benefit Gains (Losses)
(in millions)
Balance, December 31,2002 ......................... $ 7,446 $(536) $ (8406) $(1,606) $(1,624) $2,834
Net investment gains (losses) on investments arising during
theperiod .. ...t 1,164 — — — (439) 725
Reclassification adjustment for (gains) losses included in net
INCOME . ..ottt (368) — — — 139 (229)
Impact of net unrealized investment (gains) losses on
deferred policy acquisition costs ... .................. — 103 — — (37) 66
Impact of net unrealized investment (gains) losses on future
policy benefits .. .......... .. — — (446) — 161 (285)
Impact of net unrealized investment (gains) losses on
policyholders’ dividends . .......... ... ... ... .... — — — (837) 301 (536)
Balance, December 31,2003 ......................... 8,242 (433) (1,292) (2,443) (1,499) 2,575
Net investment gains (losses) on investments arising during
theperiod .. ...t 791 — — — (127) 664
Reclassification adjustment for (gains) losses included in net
INCOME . ..ottt (805) — — — 282 (523)
Impact of net unrealized investment (gains) losses on
deferred policy acquisition costs and valuation of business
acquired . . ... — 83 — — 33) 50
Impact of net unrealized investment (gains) losses on future
policy benefits .. ........... . i — — (502) — 162 (340)
Impact of net unrealized investment (gains) losses on
policyholders’ dividends . .......................... — — — (698) 220 478)
Cumulative effect of accounting change . ................ 137 22) — — (42) 73
Balance, December 31,2004 ......................... 8,365 (372) (1,794) (3,141) (1,037) 2,021
Net investment gains (losses) on investments arising during
theperiod......... ... ... ... il (1,075) — — — 385 (690)
Reclassification adjustment for (gains) losses included in net
ANCOME o\ttt e et e e e e et (791) — — — 283 (508)
Impact of net unrealized investment (gains) losses on
deferred policy acquisition costs and valuation of business
acquired . . ... — 152 — — (54) 98
Impact of net unrealized investment (gains) losses on future
policy benefits . ....... ... ... ... — — 167 — (57) 110
Impact of net unrealized investment (gains) losses on
policyholders’ dividends . .......... ... ... ... .... — — — 839 (294) 545
Balance, December 31,2005 . ........................ $ 6,499 $(220) $(1,627) $(2,302) $ (774) $1,576

(1) Includes cash flow hedges. See Note 19 for information on cash flow hedges.
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The table below presents unrealized gains (losses) on investments by asset class at December 31:

2005 2004 2003

(in millions)

FIXed MAtUITHES « .« . oo v et e et e e e e e e e e e e e e e e e $5,788 $7.816 $7,750
EqUity SECUTILIES . . . . oottt ettt e e e e 832 739 602
Derivatives designated as cash flow hedges(1) ... ... (122) (210) (111)
Other INVESIMENTS . . .. oottt et e e e e e e e e e e e e e e e e 1 20 1
Net unrealized gains 0N INVESIMENES . . . . ... ottt et e e e et e e e e e et e $6,499 $8,365 $8,242

(1) See Note 19 for more information on cash flow hedges.

Duration of Gross Unrealized Loss Positions for Fixed Maturities

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, at December 31:

2005
Less than twelve months Twelve months or more Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses

(in millions)
Fixed maturities(1)
U.S. Treasury securities and obligations of U.S.

government corporations and agencies ... ... $ 722 $ 5 $ 18 $— $ 740 $ 5
Obligations of U.S. states and their political

subdivisions ........... .. .. ool 224 3 331 2 555 5
Foreign governmentbonds . . ................ 1,853 14 839 39 2,692 53
Corporate SeCurities . ...................... 30,504 555 5,131 163 35,635 718
Mortgage-backed securities ................. 5,545 86 1,301 48 6,846 134

Total ... $38,848 $663 $7,620 $252 $46,468 $915

(1) Includes $2,045 million of fair value and $51 million of gross unrealized losses at December 31, 2005 on securities classified as held to maturity, which
are not reflected in accumulated other comprehensive income.

2004
Less than twelve months Twelve months or more Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses

(in millions)
Fixed maturities(1)
U.S. Treasury securities and obligations of U.S.

government corporations and agencies ......... $ 771 $ 3 $ 4 $— $ 775 $ 3
Obligations of U.S. states and their political

SUbdiVISIONS . ...t 394 1 86 2 480 3
Foreign governmentbonds .. ................... 2,852 37 1,355 113 4,207 150
Corporate Securities ... ................ooun .. 14,079 230 2,017 172 16,096 402
Mortgage-backed securities . ................... 2,503 15 621 14 3,124 29

Total ..o $20,599 $286 $4,083 $301 $24,682 $587

(1) Includes $1,259 million of fair value and $21 million of gross unrealized losses at December 31, 2004 on securities classified as held to maturity, which
are not reflected in accumulated other comprehensive income.

The gross unrealized losses at December 31, 2005 and 2004 are comprised of $760 million and $490 million related to
investment grade securities and $155 million and $97 million related to below investment grade securities, respectively. At
December 31, 2005, $13 million of the gross unrealized losses represented declines in value of greater than 20%, none of which had
been in that position for twelve months or more, as compared to $3 million at December 31, 2004 that represented declines in value
of greater than 20%, substantially all of which had been in that position for less than six months. At December 31, 2005, the $252
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million of gross unrealized losses of twelve months or more were concentrated in the manufacturing, mortgage backed securities
and foreign government sectors. At December 31, 2004, the $301 million of gross unrealized losses of twelve months or more were
concentrated in the retail, finance and manufacturing sectors. In accordance with its policy described in Note 2, the Company
concluded that an adjustment for other than temporary impairments for these securities was not warranted at December 31, 2005 or
2004.

Duration of Gross Unrealized Loss Positions for Equity Securities

The following table shows the fair value and gross unrealized losses aggregated by length of time that individual equity
securities have been in a continuous unrealized loss position, at December 31:

2005
Less than twelve months Twelve months or more Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
(in millions)
Equity securities, available forsale . ............ $1,250 $114 $111 $20 $1,361 $134
2004
Less than twelve months Twelve months or more Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses

(in millions)
Equity securities, available forsale . ............ $735 $66 $66 $16 $801 $82

At December 31, 2005, $18 million of the gross unrealized losses represented declines of greater than 20%, all of which had
been in that position for less than six months. At December 31, 2004, $18 million of the gross unrealized losses represented declines
of greater than 20%, substantially all of which had been in that position for less than six months. In accordance with its policy
described in Note 2, the Company concluded that an adjustment for other than temporary impairments for these securities was not
warranted at December 31, 2005 or 2004.

Duration of Gross Unrealized Loss Positions for Cost Method Investments

The following table shows the fair value and gross unrealized losses aggregated by length of time that individual cost method
investments have been in a continuous unrealized loss position, at December 31:

2005
Less than twelve months Twelve months or more Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
(in millions)
Cost Method Investments .. .............. $40 $ 4 $13 $2 $53 $6
o o T 2004 o B
Less than twelve months Twelve months or more Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
(in millions)
2

Cost Method Investments . ............... $2 $— $10 $2 $12 $

The aggregate cost of the Company’s cost method investments included in “Other long-term investments” totaled $148 million
and $90 million at December 31, 2005 and 2004, respectively. In accordance with its policy described in Note 2, the Company
concluded that an adjustment for other than temporary impairments for these securities was not warranted at December 31, 2005 or
2004.
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Consolidated Variable Interest Entities

In the normal course of its activities, the Company enters into relationships with various special purpose entities and other
entities that are deemed to be variable interest entities (“VIEs”), in accordance with FIN No. 46(R), “Consolidation of Variable
Interest Entities.” A VIE is an entity that either (1) has equity investors that lack certain essential characteristics of a controlling
financial interest (including the ability to control the entity, the obligation to absorb the entity’s expected losses and the right to
receive the entity’s expected residual returns) or (2) lacks sufficient equity to finance its own activities without financial support
provided by other entities, which in turn would be expected to absorb at least some of the expected losses of the VIE. If the
Company determines that it stands to absorb a majority of the VIE’s expected losses or to receive a majority of the VIE’s expected
residual returns, the Company would be deemed to be the VIE’s “primary beneficiary” and would be required to consolidate the
VIE.

The Company is the primary beneficiary of certain VIEs in which the Company has invested, as part of its investment
activities, but over which the Company does not exercise control. The table below reflects the carrying amount and balance sheet
caption in which the assets of these consolidated VIEs are reported. The liabilities of consolidated VIEs are included in “Other
liabilities” and are also reflected in the table below. These liabilities primarily comprise obligations under debt instruments issued
by the VIEs, which are non-recourse to the Company. The creditors of each consolidated VIE have recourse only to the assets of
that VIE.

At December 31,
2005 2004
(in millions)

Fixed maturities, available for sale . .. ... ..... ... . . $ 186 $259
Fixed maturities, held to maturity . ... ... ... ..t 779 —
Commercial Joans . .. ... — 308
Other 1ong-term iNVESIMENTS . . ... ...ttt ettt ettt ettt e e e e e e e 113 99
ShOrt-term INVESUMENTS . . . . oottt ettt et e e e e e e e e e e e e e 8 —
Cash and cash eqUIVAIENLS . . . ... ... e 3 4
Accrued INVEStMENt INCOMIE . . . . . oottt ettt ettt e e e e e e e e e e e e et e e e e e e 4 3
OthET @SSELS . o v vt ot ettt et e e e e e e e e e e 33 33

................................................................. $1,126 $706

$342

Total assets of consolidated VIEs

Total liabilities of consolidated VIEs

@
Nel
=

In addition, the Company created a trust that is a VIE, to facilitate Prudential Insurance’s Funding Agreement Notes Issuance
Program (“FANIP”). The trust issues medium-term notes secured by funding agreements issued to the trust by Prudential Insurance
with the proceeds of such notes. The Company is the primary beneficiary of the trust, which is therefore consolidated. The funding
agreements represent an intercompany transaction that is eliminated upon consolidation. However, in recognition of the security
interest in such funding agreements, the trust’s medium-term note liability of $4,172 million and $2,756 million at December 31,
2005 and 2004, respectively, is classified on the balance sheet within “Policyholders’ account balances.” See Note 7 for more
information on FANIP.

Significant variable interests in Unconsolidated Variable Interest Entities

The Company is the collateral manager for certain asset backed investment vehicles (commonly referred to as collateralized
debt obligations, or “CDOs”), for which the Company earns fee income. Additionally, the Company may invest in debt or equity
securities issued by these CDOs. CDOs raise capital by issuing debt and equity securities, and use the proceeds to purchase
investments, typically interest-bearing financial instruments. The Company has determined that it is not the primary beneficiary of
any CDOs. The Company’s maximum exposure to loss resulting from its relationship with the CDOs it manages is limited to its
investment in the CDOs, which was $97 million and $83 million at December 31, 2005 and 2004, respectively, and is reflected in
“Fixed maturities, available for sale.”

In addition, in the normal course of its activities, the Company will invest in structured investments, some of which are VIEs.
These structured investments typically invest in fixed income investments and are managed by a third party. The Company’s
maximum exposure to loss on these structured investments, both VIEs and non-VIEs, is limited to the amount of its investment.
Included among these investments, as of December 31, 2005, are $2,342 million of fixed maturity securities issued by certain VIEs
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that manage portfolios of fixed maturity investments. In addition to a stated coupon, these investments provide a return based on 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 that are marked to market through “Realized investment gains
(losses), net,” based upon the change in value of the underlying portfolio. The Company’s variable interest in each of these VIEs
represents less than 50% of the only class of variable interests issued by the VIE.

Securities Pledged, Restricted Assets and Special Deposits

The Company pledges as collateral 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, the carrying value of
investments pledged to third parties as reported in the Consolidated Statements of Financial Position included the following:

2005 2004
(in millions)
Fixed maturities, available for sale . .. .. ... ... . $17,817 $16,037
Trading account assets supporting insurance liabilities . .. .......... ... .. . .. . 130 2
Other trading ACCOUNT ASSELS . . .« .ottt ettt et et e e e e e e e e e e e e e e e e e 596 338
SEePArate ACCOUNE ASSELS . . .« .o vttt et ettt et ettt et e et e et e e e e e e e e e e e e 3,551 3,467
Total securities Pled@ed . . ... ... $22,094 $19.,844

In the normal course of its business activities, the Company accepts collateral that can be sold or repledged. The primary
sources of this collateral are securities in customer accounts and securities purchased under agreements to resell. The fair value of
this collateral was approximately $763 million and $369 million at December 31, 2005 and 2004, respectively, of which $434
million in 2005 versus $369 million in 2004 had either been sold or repledged.

Assets of $509 million and $532 million at December 31, 2005 and 2004, respectively, were on deposit with governmental
authorities or trustees. Additionally, assets carried at $706 million at both December 31, 2005 and 2004 were held in voluntary
trusts established primarily to fund guaranteed dividends to certain policyholders and to fund certain employee benefits. Restricted
cash and securities of $2,156 million and $2,512 million at December 31, 2005 and 2004, respectively, were included in “Other
assets.” The restricted cash and securities primarily represent funds deposited by clients and funds accruing to clients as a result of
trades or contracts.

5. 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:

2005 2004 2003
(in millions)

Balance, beginning Of YEar . . . .. ...ttt e $ 8,847 $7,826 $7,031
Capitalization of commissions, sales and iSSUE EXPENSES . .. .t vv vttt ettt ettt e et e 1,806 1,537 1,584
AMOTHZALION . . L. ottt ettt e e e e e e e e (1,014) (873) (978)
Change in unrealized investment gains and 10SS€S . . . ... ..ottt e 155 82 103
Disposition of SUbSIAIAries . . ... ... ...t — (1) (118)
Foreign currency translation and other ........ ... . . .. . . . . (356) 276 204

Balance, end of Year . ... ... oo $ 9,438 $8,847 $7.826
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Valuation of Business Acquired

The balance of and changes in VOBA as of and for the years ended December 31, are as follows:

2005 2004 2003

(in millions)

Balance, beginning Of YEAr ... ... ...ttt $930 $489  $117
ACQUISILIONS . . . ottt e e et e e et e e e e e e e e e e — 632 440
AmOrtization(1) . . ... (176) 92) (90)
Change in unrealized investment gains and 10SSES . ... ... ... i 3) (1) —
TNEETESt(2) . o oottt e e 63 41 17
Foreign currency translation . ... ... ... ...t (38) 5 5
Impact of adoption of SOP 03-1 . . ... . — (130) —
Opening balance sheet adjustment . . ... ... ... . — (14) —

&+

776 $ 930 $489

Balance, end of year . . ... ...

(1) The weighted average remaining expected life of VOBA varies by product. The weighted average remaining expected lives were approximately 17, 6, 7
and 6 years for the VOBA related to the businesses acquired from CIGNA and the acquired American Skandia, Aoba Life and Gibraltar Life businesses,
respectively. The VOBA balances at December 31, 2005 were $302 million, $190 million, $226 million and $58 million for the businesses acquired
from CIGNA and the acquired American Skandia, Aoba Life and Gibraltar business, respectively.

(2) The interest accrual rates vary by product. The interest rates were 7.80%, 5.94%, 1.5% to 2.2%, and .5% to 1.88% for the VOBA related to the
businesses acquired from CIGNA and the acquired American Skandia, Aoba Life and Gibraltar Life businesses, respectively.

Certain contracts issued by American Skandia include a market value adjustment (“MVA”) feature that requires the Company
to pay to the contractholder upon surrender the accreted value of the fund as well as a market value adjustment based on the
crediting rates on the contract surrendered compared to crediting rates on newly issued contracts or an indexed rate at time of
surrender, as applicable. As of December 31, 2003, this liability was reflected at market value, which considers the effects of
unrealized gains and losses in contract value resulting from changes in crediting rates. Upon the adoption of SOP 03-1 on January 1,
2004, the Company changed its accounting for American Skandia’s contracts containing MVA features as described previously
under “New Accounting Pronouncements.” The Company’s net VOBA balance decreased $130 million upon the adoption of SOP
03-1. This was primarily due to the change in the liability for the MVA feature associated with the American Skandia business,
since the expected cash flows on this business in force at the time of acquisition that corresponded to obligations covered by SOP
03-1 were considered in establishing the initial VOBA.

The following table provides estimated future amortization, net of interest, for the periods indicated.

VOBA

Amortization

(in millions)
2000 . e e e e e $ 83
2007 e 68
2008 e e 58
20000 e e e e 50
2000 e 41
2011 and thereafter . . .. ..o o e e 476
0] 7 | $776
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Goodwill

The changes in the book value of goodwill by segment are as follows:

Year Ended December 31, 2005

Disposal of
Balance at Impairment Reporting Balance at
January 1  Acquisitions Charge Unit Other(1) December 31
(in millions)
Asset Management . .......................... $246 $— $— $— $ (6) $240
Retirement ........... ... .. 342 — — — — 342
International Insurance ........................ 15 — — — 2 17
International Investments ...................... 120 — — — — 120
Real Estate and Relocation Services .............. 117 1 — — 2) 116
Total ... $840 $ 1 $— $— $ (6) $835
Year Ended December 31, 2004
Disposal of
Balance at Impairment  Reporting Balance at
January 1  Acquisitions Charge Unit Other(1) December 31
(in millions)
Asset Management ........................... $142 $ 86 $— $— $ 18 $246
Retirement ........... .. . i — 342 — — — 342
International Insurance ........................ 14 — — — 1 15
International Investments ...................... 113 — — — 7 120
Corporate Operations . . . ...........oveuueenn... 50 — (53) (6) 9 —
Real Estate and Relocation Services .............. 116 — — — 1 117
) $ 36 $840

Total ... @ $428 Sﬁ(ﬁ) 6

(1) Other represents foreign currency translation and purchase price adjustments.

The Company tests goodwill for impairment annually as of December 31 and more frequently if an event occurs or
circumstances change that would more likely than not reduce the fair value of a reporting unit below its carrying amount. There
were no impairments recorded in 2005. In 2004, the Company decided to either exit or sell the Dryden Wealth Management
business and determined that the goodwill related to this business, which is included in Corporate Operations above, was impaired.
Accordingly, in 2004 the Company recorded an impairment charge of $53 million representing the entire carrying amount of the
business’s goodwill.

Other Intangibles

At December 31, 2005, the gross carrying amount and accumulated amortization for the Company’s other intangibles subject
to amortization amounted to $379 million and $183 million, respectively, and at December 31, 2004, $384 million and $168
million, respectively. Other intangibles not subject to amortization amounted to $14 million and $18 million at December 31, 2005
and 2004, respectively. Other intangibles consist primarily of mortgage servicing rights and customer relationships included in the
Asset Management segment. At December 31, 2005, the gross carrying amount and accumulated amortization for mortgage
servicing rights, including both purchased and originated servicing rights, amounted to $215 million and $77 million, respectively,
and at December 31, 2004, $210 million and $75 million, respectively. The fair value of net mortgage servicing rights were $163
million and $149 million at December 31, 2005 and 2004, respectively. At December 31, 2005, the gross carrying amount and
accumulated amortization for customer relationships amounted to $141 million and $94 million, respectively, and at December 31,
2004, $148 million and $84 million respectively. Amortization expense for other intangibles was $42 million, $34 million and $35
million for the years ended December 31, 2005, 2004 and 2003, respectively. Amortization expense for other intangibles is
expected to be approximately $33 million for each of the next three years, $25 million in 2009 and $20 million in 2010.
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Future Policy Benefits

Future policy benefits at December 31, are as follows:

2005 2004
(in millions)
Life INSULANCE .+« ..t ottt ettt et et et e e e e e e e e $ 80,596  $ 81,729
Individual and group annuities and supplementary CONtracts ... ... ... .....oouieunnenn e, 16,346 17,084
Other contract Habilities . . . . . . ...t e e e e 3,241 2,934
Subtotal future policy benefits excluding unpaid claims and claim adjustment expenses . . .................. 100,183 101,747
Unpaid claims and claim adjustment @XPenses . ... . ... ... ...ttt ettt et 1,982 1,807
Total future policy benefits ... ... ... $102,165 $103,554

Life insurance liabilities include reserves for death and endowment policy benefits, terminal dividends and certain health
benefits. Individual and group annuities and supplementary contracts liabilities include reserves for life contingent immediate
annuities and life contingent group annuities. Other contract liabilities include unearned revenue and certain other reserves for group
and individual life and health products.

Future policy benefits for individual participating traditional life insurance are based on the net level premium method,
calculated using the guaranteed mortality and nonforfeiture interest rates which range from 2.5% to 8.5%; less than 1% of the
reserves are based on an interest rate in excess of 8%. Participating insurance represented 23% and 26% of domestic individual life
insurance in force at December 31, 2005 and 2004, respectively, and 90%, 91% and 92% of domestic individual life insurance
premiums for 2005, 2004 and 2003, respectively.

Future policy benefits for individual non-participating traditional life insurance policies, group and individual long-term care
policies and individual health insurance policies are 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, morbidity 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 used for the aggregate reserves range from 1.4% to 9.5%; less than 2% of the
reserves are based on an interest rate in excess of 8%.

Future policy benefits for individual and group annuities and supplementary contracts are 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 the aggregate reserves range from 1.4% to 14.8%; less than 2% of the reserves are based on an interest
rate in excess of 8%.

Future policy benefits for other contract liabilities are generally equal to the present value of expected future payments based
on the Company’s experience (except for certain group insurance coverages for which future policy benefits are equal to gross
unearned premium reserves). The interest rates used in the determination of the present values range from 0% to 6.7%; there are no
reserves with an interest rate in excess of 8%.

Premium deficiency reserves are established, if necessary, when the liability for future policy benefits plus the present value of
expected future gross premiums are determined to be insufficient to provide for expected future policy benefits and expenses and to
recover any unamortized policy acquisition costs. Premium deficiency reserves have been recorded for the group single premium
annuity business, which consists of limited-payment, long-duration traditional and non-participating annuities; structured
settlements and single premium immediate annuities with life contingencies; and for certain individual health policies. Liabilities of
$3,034 million and $3,300 million are included in “Future policy benefits” with respect to these deficiencies at December 31, 2005
and 2004, respectively.

The Company’s liability for future policy benefits is also inclusive of liabilities for guarantee benefits related to certain
nontraditional long-duration life and annuity contracts, which are discussed more fully in Note 8.
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The following table provides a reconciliation of the activity in the liability for unpaid claims and claim adjustment expenses,
included in “Future policy benefits,” for accident and health insurance and property and casualty insurance at December 31:

2005 2004 2003

Accident Property Accident Property Accident Property
and and and and and and
Health Casualty Health Casualty Health Casualty

(in millions)

Balance at January 1 ......... ... ... o ool $1,749 $ 58 $1,629 $ 58 $1,567 $ 1,861
Less reinsurance recoverables,net .................... 18 — 17 — 24 598
Net balance at January 1 .............. ... ... ...... 1,731 58 1,612 58 1,543 1,263
Incurred related to:

CUrrent year . ...........c..ueeuieunnenneennn.. 669 3) 675 7 634 1,184

Prioryears . ... 70 4 48 3 33 (22)
Totalincurred . ......... .. . . . 739 1 723 10 667 1,162
Paid related to:

CUrrent year . ...........c..ueeuieunnenneennn.. 248 3) 248 7 237 706

Prioryears . ... 394 4 364 — 361 297
Total paid . ... 642 1 612 7 598 1,003
Acquisitions (dispositions) and other .................. 2 8 3) (1,364)
Net balance at December 31 . ........................ 1,828 60 1,731 58 1,612 58
Plus reinsurance recoverables,net .................... 94 — 18 — 17 —
Balance at December 31 . ........................... $1,922 $ 60 $1,749 $ 58 $1,629 $ 58

The unpaid claims and claim adjustment expenses presented above include estimates for liabilities associated with reported
claims and for incurred but not reported claims based, in part, on the Company’s experience. Changes in the estimated cost to settle
unpaid claims are charged or credited to the Consolidated Statements of Operations periodically as the estimates are revised.
Accident and health unpaid claims liabilities are discounted using interest rates ranging from 0% to 6.0%.

The amounts incurred for claims and claim adjustment expenses for accident and health in 2005, 2004 and 2003 that related to
prior years were primarily due to required interest partially offset by long-term disability claim termination experience. The
amounts incurred for claims and claim adjustment expenses for property and casualty in 2003 that related to prior years were
primarily driven by lower than anticipated losses for the auto line of business and prior period reserve releases.

Policyholders’ Account Balances

Policyholders’ account balances at December 31, are as follows:

2005 2004
(in millions)
Individual aNNUILIES . . . . ..ottt e e e e e e e $12,464 $12,947
GIOUP QANNUILIES . . . ottt ettt e et ettt e e e e e e e e e e e e e e e e e e e e e e 20,045 20,694
Guaranteed investment contracts and guaranteed interest ACCOUNES . . ...t v v vttt vttt ettt 14,960 15,574
Funding agre@ments . . .. ... ... 4,535 3,147
Interest-sensitive Life CONIACES . . . . .. ..o it e e e e 10,057 9,989
Dividend accumulations and Other . . . ... ... 13,305 13,432
Policyholders’ account balances . .. ... ... ...ttt $75,366 $75,783

Policyholders’ account balances represent an accumulation of account deposits plus credited interest less withdrawals,
expenses and mortality charges, if applicable. These policyholders’ account balances also include provisions for benefits under
non-life contingent payout annuities. Included in “Funding agreements” at December 31, 2005 and 2004, are $4,172 million and
$2,756 million, respectively, of medium-term notes of consolidated variable interest entities secured by funding agreements
purchased from the Company with the proceeds of such notes. The interest rates associated with such notes range from 3.6% to
4.7%. Interest crediting rates range from 0% to 8.8% for interest-sensitive life contracts and from 0% to 13.4% for contracts other
than interest-sensitive life. Less than 2% of policyholders’ account balances have interest crediting rates in excess of 8§%.
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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 anniversary date minus any withdrawals following the contract anniversary (“anniversary contract
value”). These guarantees include benefits that are payable in the event of death, annuitization or at specified dates during the
accumulation period.

The Company also issues annuity contracts with contractually guaranteed death benefits and 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, similar to variable annuities.

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 2005 and 2004 there were no gains or losses on transfers of assets from the general account to a
separate account.

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. 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. 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 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, 2005 and 2004, the
Company had the following guarantees associated with these contracts, by product and guarantee type:

December 31, 2005 December 31, 2004
In the In the
Event of At Annuitization/ Event of At Annuitization/
Death Accumulation Death Accumulation

(dollars in millions)
Variable Annuity Contracts

Return of net deposits

ACCOUNt VAIUE . ..ottt $28,290 N/A $25,880 N/A
Net amount at TISK . . . ..ottt $1,974 N/A $2,328 N/A
Average attained age of contractholders .......... ... . ... ... i 60 years N/A 62 years N/A
Minimum return or anniversary contract value
ACCOUNE VAIUE . o ottt et e e e e e e e e e e e e $17,022 $13,980 $15,816 $8,672
Net amount at TisK . ... ..o oottt $1,809 $5 $2,103 $3
Average attained age of contractholders .............. ... . . . i 58

64 years years 65 years 59 years
Average period remaining until earliest expected annuitization ....................... 6

N/A years N/A 6 years

Unadjusted Adjusted Unadjusted Adjusted
Value Value Value Value

(in millions)
Market value adjusted annuities
ACCOUNt VAIUE . ..ottt $1,400 $1.,414 $1,572 $1,645
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December 31, December 31,
2005 2004

In the Event of Death
(dollars in millions)

Variable Life, Variable Universal Life and Universal Life Contracts

No lapse guarantees

SepArate ACCOUNE VAIUE . . ..ottt et ettt ettt e e et e e e e e e e e e $ 1,869 $ 1,626
General aCCOUNt VAIUE . . ...ttt et et e e e $ 1,610 $ 1,215
Net amount At TISK . . . oottt et e e e e e e e e $ 48,914 $ 43,186
Average attained age of contractholders .. ........ ... ... 43 years 42 years

Account balances of variable annuity contracts with guarantees were invested in separate account investment options as
follows:

December 31, December 31,

2005 2004
(in millions)
Equity FUNAS .. $29,502 $26,225
Bond funds .. ... 5,867 5,909
Balanced funds . . ... .. 1,952 1,566
Money market fUNAS . . ... ... 1,915 1,703
OReT . ot 2,321 2,147
8172 Y $41,557 $37,550

In addition to the amounts invested in separate account investment options above, $3,755 million at December 31, 2005 and
$4,146 million at December 31, 2004 of account balances of variable annuity contracts with guarantees, inclusive of contracts with
MVA features, were invested in general account investment options.

Liabilities For Guarantee 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 withdrawal
benefits (“GMWB”), guaranteed minimum income and withdrawal benefits (“GMIWB”) and guaranteed return option (“GRO”)
features are considered to be derivatives under SFAS No. 133, and changes in the fair value of the derivative are recognized through
“Realized investment gains (losses), net.”

GMWB/
GMIWB/
GMDB GMIB GRO

(in millions)

Balance at January 1, 2004 . . . ..o e e $ 70 $ 2 $—
Incurred guarantee benefits . . ... ... ... 86 6 —
Paid guarantee benefits and other . ... ... ... .. e (68) — —

Balance at December 31, 2004 . . . ..o 88 8 —
Incurred guarantee benefits . . ... ... ... e 58 7 2)
Paid guarantee benefits and other . ... ... ... (55) — —

Balance at December 31, 2005 . . ... .o e 91 $ 15 $ ()

The GMDRB 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 portion of assessments used is chosen
such that, at issue (or, in the case of acquired American Skandia contracts, at the acquisition date), the present value of expected
death 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 liability balance,
with a related charge or credit to earnings, if actual experience or other evidence suggests that earlier assumptions should be revised.
The GMIB liability was determined at December 31, 2005 and 2004 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.
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The present value of death benefits in excess of the projected account balance and the present value of total expected
assessments for GMDB’s were determined over a reasonable range of stochastically generated scenarios. For variable annuities and
variable universal life, 5,000 scenarios were stochastically generated and, from these, 200 scenarios were selected using a sampling
technique. For variable life, various scenarios covering a reasonable range were weighted based on a statistical lognormal model.
For universal life, 10,000 scenarios were stochastically generated and, from these, 100 were selected.

The GRO features predominantly provide for a guaranteed return of initial account value over a contractually defined period
equal to seven years. One other variation of the GRO feature has an additional optional benefit that will provide for a base guarantee
of account value seven years after the benefit is effective and every anniversary date thereafter and, if elected, an enhanced
guarantee equal to the account value seven years after the effective date of any “step-up” and every anniversary date thereafter. All
guaranteed amounts include any additional purchase payments and credits less withdrawals. Significant or prolonged declines in the
value of any variable investment options a customer may choose as part of their GRO benefit may result in all or a substantial
portion of their account values being allocated to fixed investment allocations, in conjunction with the Company’s automatic
rebalancing program associated with this feature.

The GMWB features provide the contractholder with a guaranteed remaining balance if the account value is reduced to zero
through a combination of market declines and withdrawals. The guaranteed remaining balance is generally equal to the protected
value under the contract, which is initially established as the greater of the account value or cumulative premiums when
withdrawals commence, less cumulative withdrawals. The contractholder also has the option, after a specified time period, to reset
the guaranteed remaining balance to the then-current account value, if greater.

The GMIWB feature 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: a) the
account value on the date of first withdrawal; b) cumulative premiums when withdrawals commence, less cumulative withdrawals
plus a minimum return; or c) the highest contract value on a specified anniversary date minus any withdrawals following the
contract anniversary to the date of such first withdrawal. The income option guarantees that a contract holder can, upon the election
of this benefit, withdraw a lesser amount based on the total guaranteed balance each year for the annuitant’s life. 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.

Sales Inducements

The Company defers sales inducements and amortizes them over the anticipated life of the policy using the same methodology and
assumptions used to amortize deferred policy acquisition costs. These deferred sales inducements are included in “Other assets.” 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, (ii) additional interest credits after a
certain number of years a contract is held and (iii) enhanced interest crediting rates that are higher than the normal general account interest
rate credited in certain product lines. Changes in deferred sales inducements are as follows:

Sales

Inducements

(in millions)
Balance at January 1, 2004 . . ... oo e $156
CapitaliZation . . . .. ..o 132
AMOTHZALION . . oottt ettt e ettt et e e e e e e e e e (24)
Balance at December 31, 2004 . . . ... e 264
CapitaliZation . . . . .. oo e 152
AMOTHZALION . . o\ttt ettt e et e et e e e e e e e e e e (35)
Balance at December 31, 2005 . . ..ot $381
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On the date of demutualization, Prudential Insurance established a Closed Block for certain individual life insurance policies
and annuities issued by Prudential Insurance in the U.S. The recorded assets and liabilities were allocated to the Closed Block at
their historical carrying amounts. The Closed Block forms the principal component of the Closed Block Business. For a discussion
of the Closed Block Business see Note 20. The Company established a separate closed block for participating individual life
insurance policies issued by the Canadian branch of Prudential Insurance. Due to the substantially smaller number of outstanding
Canadian policies, this separate closed block is insignificant in size and is not included in the information presented below.

The policies included in the Closed Block are specified individual life insurance policies and individual annuity contracts that
were in force on the effective date of the Plan of Reorganization and for which Prudential Insurance is currently paying or expects
to pay experience-based policy dividends. Assets have been allocated to the Closed Block in an amount that has been determined to
produce cash flows which, together with revenues from policies included in the Closed Block, are expected to be sufficient to
support obligations and liabilities relating to these policies, including provision for payment of benefits, certain expenses, and taxes
and to provide for continuation of the policyholder dividend scales in effect in 2000, assuming experience underlying such scales
continues. To the extent that, over time, cash flows from the assets allocated to the Closed Block and claims and other experience
related to the Closed Block are, in the aggregate, more or less favorable than what was assumed when the Closed Block was
established, total dividends paid to Closed Block policyholders in the future may be greater than or less than the total dividends that
would have been paid to these policyholders if the policyholder dividend scales in effect in 2000 had been continued. Any cash
flows in excess of amounts assumed will be available for distribution over time to Closed Block policyholders and will not be
available to stockholders. If the Closed Block has insufficient funds to make guaranteed policy benefit payments, such payments
will be made from assets outside of the Closed Block. The Closed Block will continue in effect as long as any policy in the Closed
Block remains in force unless, with the consent of the New Jersey insurance regulator, it is terminated earlier.

The excess of Closed Block Liabilities over Closed Block Assets at the date of the demutualization (adjusted to eliminate the
impact of related amounts in “Accumulated other comprehensive income (loss)”) represented the estimated maximum future
earnings at that date from the Closed Block expected to result from operations attributed to the Closed Block after income taxes. In
establishing the Closed Block, the Company developed an actuarial calculation of the timing of such maximum future earnings. If
actual cumulative earnings of the Closed Block from inception through the end of any given period are greater than the expected
cumulative earnings, only the expected earnings will be recognized in income. Any excess of actual cumulative earnings over
expected cumulative earnings will represent undistributed accumulated earnings attributable to policyholders, which are recorded as
a policyholder dividend obligation. The policyholder dividend obligation represents amounts to be paid to Closed Block
policyholders as an additional policyholder dividend unless otherwise offset by future Closed Block performance that is less
favorable than originally expected. If the actual cumulative earnings of the Closed Block from its inception through the end of any
given period are less than the expected cumulative earnings of the Closed Block, the Company will recognize only the actual
earnings in income. However, the Company may reduce policyholder dividend scales in the future, which would be intended to
increase future actual earnings until the actual cumulative earnings equaled the expected cumulative earnings. At December 31,
2005, the Company recognized a policyholder dividend obligation of $326 million to Closed Block policyholders for the excess of
actual cumulative earnings over the expected cumulative earnings. Additionally, net unrealized investment gains that have arisen
subsequent to the establishment of the Closed Block were reflected as a policyholder dividend obligation of $2.302 billion and
$3.141 billion at December 31, 2005 and 2004, respectively, to be paid to Closed Block policyholders unless otherwise offset by
future experience, with an offsetting amount reported in “Accumulated other comprehensive income (loss).”

On December 14, 2004, Prudential Insurance’s Board of Directors acted to reduce dividends, effective January 1, 2005 on
Closed Block policies to reflect changes in the economic environment, primarily the persistent low levels of fixed income interest
rates experienced in recent years, as well as poor equity returns. These actions resulted in a $91 million reduction of the liability for
policyholder dividends recognized in the year ended December 31, 2004. There was no change to the dividend scale for 2006.
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Closed Block Liabilities and Assets designated to the Closed Block at December 31, as well as maximum future earnings to be
recognized from Closed Block Liabilities and Closed Block Assets, are as follows:

2005 2004
(in millions)

Closed Block Liabilities

Future policy benefits . ... ... ... oo $50,112 $49,511
Policyholders’ dividends payable ... ...... .. ... .. 1,089 1,077
Policyholder dividend obligation . . ... .. ... ... i 2,628 3,141
Policyholders’ account balances . ... ... ... ...ttt 5,568 5,557
Other Closed BIock Habiliti€s . .. ...ttt e e e e e e e e e 9,676 8,943
Total Closed Block Liabilities . . . ... ...ttt e e e e e e e 69,073 68,229
Closed Block Assets
Fixed maturities, available for sale, at fair value . . ....... ... .. . . 45,564 44,870
Equity securities, available for sale, at fairvalue . . ......... ... 2,967 2,620
Commercial 10ans . . ... ... e 6,750 6,707
Policy 10aNS . .. oo 5,403 5,454
Other long-term INVESMENS . . .. ..ottt ettt ettt e e e et e e e e e e e 923 996
Short-term iNVESIMENTS . . . .. ..ottt ettt e e e e e e 1,340 1,769
Total iINVESIMENLS . . . . . ottt ettt e e e e e e 62,947 62,416
Cash and cash eqUIVAIENLS . . . .. ... .t e 2,167 1,800
Accrued INVEStMENt INCOMIE . . . ..ottt ettt et e e e e e e e e e e e e e e e e 658 668
Other Closed BIOCK @SSELS . . . ...ttt e e e e e e e e e 286 343
Total Closed BIOCK ASSELS . . . ..ttt et e e e e e e 66,058 65,227
Excess of reported Closed Block Liabilities over Closed BIOck ASSEts .. ... ...ttt 3,015 3,002
Portion of above representing accumulated other comprehensive income:
Net unrealized INVEStMENt AINS . .. ...ttt ettt ettt e e e et e e 2,402 3,459
Allocated to policyholder dividend obligation . . ... ... .. . (2,302) (3,141)
Future earnings to be recognized from Closed Block Assets and Closed Block Liabilities ........................ $ 3,115 $ 3,320

Information regarding the policyholder dividend obligation is as follows:

2005 2004
(in millions)
Balance, JANUATY 1 . ..ottt e e e $3,141 $2,443
Impact on income before gains allocable to policyholder dividend obligation ............. ... ... .. ... . ...... 326 —
Change in unrealized INVeStMENt ZAINS ... ... ... ..ttt et ettt e e (839) 698
Balance, December 31 .. ...t $2,628 $3,141

Closed Block revenues and benefits and expenses for the years ended December 31, 2005, 2004 and 2003 were as follows:

2005 2004 2003
(in millions)

Revenues
Premilms . ..ottt e e e e e $3,619 $3,776 $3,860
Net INVEStMENT INCOIMIE . . . o . ottt ettt ettt e e e e e e e e e e e e e e e e e 3,447 3,392 3,326
Realized investment gains (I0SSES), MEL . . ... oottt ittt e e e 624 709 430
Other INCOIME . . . o .ttt ettt e e e e e e e e e e e e e e e e e e e e e 50 59 64
Total Closed BIOCK FEVENUES . . . . . oottt e e e e e e e e 7,740 7,936 7,680
Benefits and Expenses
Policyholders’ benefits . ... ... ... ..ot e 3,993 4,056 4,174
Interest credited to policyholders’ account balances ... ............. .. i 137 137 139
Dividends to policyholders ... ....... ... .. 2,653 2,364 2,452
General and adminiStrative EXPENSES . .« v .o vttt ettt et e et e e e 717 710 759
Total Closed Block benefits and eXpenses ... ... ........uuuieunenn e 7,500 7,267 7,524
Closed Block revenues, net of Closed Block benefits and expenses, before income taxes ................. 240 669 156
Income tax expense (benefit) . . ... . ...t 35 19 21)
Closed Block revenues, net of Closed Block benefits and expenses and income taxes .................... $ 205 $ 650 $ 177
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The Company participates in reinsurance in order to provide additional capacity for future growth and limit the maximum net
loss potential arising from large risks. In addition, the acquisition of the retirement business of CIGNA on April 1, 2004, required
the Company through its wholly owned subsidiary, PRIAC, to enter into certain reinsurance arrangements with CIGNA to effect the
transfer of the retirement business included in the transaction. These reinsurance arrangements include coinsurance-with-
assumption, modified-coinsurance-with-assumption, and modified-coinsurance-without-assumption and are more fully described in
Note 3.

Life and disability reinsurance is accomplished through various plans of reinsurance, primarily yearly renewable term, per
person excess and coinsurance. In addition, the Company has reinsured with unaffiliated third parties, 73% of the Closed Block
through various modified coinsurance arrangements. The Company accounts for these modified coinsurance arrangements under the
deposit method of accounting. Prior to the sale of the Company’s property and casualty insurance businesses, property and casualty
reinsurance was placed on a pro-rata basis and excess of loss, including stop-loss, basis. 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. 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. The cost of reinsurance related to short-duration contracts is accounted for over the reinsurance contract period. Amounts
recoverable from reinsurers, for both short-and long-duration reinsurance arrangements, are estimated in a manner consistent with
the claim liabilities and policy benefits associated with the reinsured policies.

The tables presented below exclude amounts pertaining to the Company’s discontinued operations.

Reinsurance amounts included in the Consolidated Statements of Operations for the years ended December 31, were as
follows:

2005 2004 2003
(in millions)

DITECt PIEMIUIMS . . . o et ettt e e e e e e e e e e e e e e e e e e e e e $14,675 $13,245 $13,847
Reinsurance assumed . . . . ..o ottt e e 102 103 133
Reinsurance ceded . . ... ... (1,092) (889) (868)

PremiUmmS . . ..ottt ettt e e e e e e e e e e $13,685 $12,459 $13,112

Policyholders’ benefits Ceded .. ... ... ...ttt e $ 1,128 $ 908 $ 840

Reinsurance recoverables at December 31, are as follows:

2005 2004
(in millions)

Individual and group annuities(1) .. ... ...t $2,917 $32,215

Life INSUTANCE . . o . oottt ettt et e e e e e e e e e e e e e e e e 484 507

Oher TRINSUTANCE . . . . o\ttt et ettt e e e e e e e e e e e e e e e e e e e e e e e e et e e e e e 135 61

Total TeinSUrance reCOVErable . .. ... ..ottt e e e $3,536 $32,783

(1) Primarily represents reinsurance recoverables at December 31, 2005 and 2004, under the modified coinsurance arrangement associated with the
acquisition of the retirement business of CIGNA. The Company has recorded a related reinsurance payable of $2,910 million and $32,198 million at
December 31, 2005 and 2004, respectively.

Excluding the reinsurance recoverable associated with the acquisition of the retirement business of CIGNA, three major
reinsurance companies account for approximately 62% of the reinsurance recoverable at December 31, 2005. The Company
periodically reviews the financial condition of its reinsurers and amounts recoverable therefrom in order to minimize its exposure to
loss from reinsurer insolvencies, recording an allowance when necessary for uncollectible reinsurance.
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Short-term Debt

Short-term debt at December 31, is as follows:

2005 2004
(in millions)
COMMETCIAL PAPET « . . . vt e ettt et e et e e et e e e e e e e e e e e e e e e e e e $ 7,563  $2,447
Floating rate convertible SENIOr NOES . . . .. ... v ittt ettt ettt et e et e e e e e e e e 2,000 —
Notes payable
Note subject to set-off arran@EeMENLS . .. ... ..ottt ettt e e e e e e 95 —
Other notes Payable . . . .. ... 811 1,539
Current portion of long-term debt . . . . . ... 740 58
SUD-LOTAL . . oottt 11,209 4,044
Less assets under set-off arrangements(1) . ... ... ... 95 —
Total ShOrt-term debt . . . . . oo e $11,114  $4,044

(1) Assets under set-off arrangements represent a reduction in the amount of note payables included in short-term debt, relating to an arrangement where
valid rights of set-off exist and it is the intent of both parties to settle on a net basis under legally enforceable arrangements.

The weighted average interest rate on outstanding short-term debt, excluding the current portion of long-term debt and
convertible debt, was approximately 4.2% and 2.2% at December 31, 2005 and 2004, respectively.

At December 31, 2005, the Company had $3,845 million in committed lines of credit from numerous financial institutions, of
which $3,832 million were unused. These lines of credit generally have terms ranging from one to five years.

The Company issues commercial paper primarily to manage operating cash flows and existing commitments, to meet working
capital needs and to take advantage of current investment opportunities. At December 31, 2005 and 2004, a portion of commercial
paper borrowings were supported by $3,000 million and $2,500 million of the Company’s existing lines of credit, respectively. At
December 31, 2005 and 2004, the weighted average maturity of commercial paper outstanding was 16 and 23 days, respectively.

On November 16, 2005, Prudential Financial issued $2.0 billion in floating rate convertible senior notes, convertible by the
holders at any time after issuance into cash and shares of Prudential Financial’s Common Stock. The conversion price, initially $90
per share, is subject to adjustment upon certain corporate events, such as certain changes in control or increases to the Company’s
dividends above the current $0.78 annual dividend per share. The conversion feature requires net settlement in shares; therefore,
upon conversion, a holder would receive cash equal to the par amount of the notes surrendered for conversion and shares of
Prudential Financial, Inc. Common Stock only for the portion of the settlement amount in excess of the par amount, if any. The
convertible notes are redeemable by Prudential Financial on or after May 20, 2007, at par plus accrued interest. Holders may require
Prudential Financial to repurchase the convertible notes, at par plus accrued interest, on May 15, 2007 or on November 15, 2010,
2015, 2020, 2025, and 2030. The Company has entered into a registration rights agreement with the investors in the convertible
debt, which requires that the Company attempt to register the convertible debt and the shares into which the debt is convertible for
resale. In the event the Company is unable to register the shares, or is unable to maintain the effectiveness of such registration, the
Company could be required to pay liquidated damages of 0.25% applied to the par amount of the notes for each interest period such
default continues. The interest rate on the convertible notes is a floating rate equal to 3-month LIBOR minus 2.76%, to be reset
quarterly. For the period from November 16, 2005, the date of issuance, to February 15, 2006, the first interest payment date, the
interest rate is 1.57%.
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Long-term Debt

Long-term debt at December 31, is as follows:

Maturity
Description Dates Rate 2005 2004
(in millions)

Prudential Holdings, LLC notes (the “IHC debt”)

SIS A et 2017(1) 2) $ 333 $ 333

SeiES B .ot 2023(1) 7.245% 777 777

SeIIeS € ottt 2023(1) 8.695% 640 640
Fixed rate notes

Fixed rate note subject to set-off arrangements .................. ... ... ..... 2009 4.45% 957 952

Other fixed rate NOLES . . .. oottt ittt e e e e ettt 2006-2035 3.00%-7.30% 5,242 4,977
Floating rate notes (“FRNS™) ... ... . 2007-2020 3) 450 40
SUIPIUS NOLES .+« v ettt et e e e e e e e e e e e e e 2007-2025 4) 693 692
SUD-LOtAl . ..o 9,092 8,411
Less assets under set-off arrangements(5) . ..........ooi i i 822 784
Total long-term debt . .. ... .. ... i $8,270 $7,627

(1) Annual scheduled repayments of principal for the Series A and Series C notes begin in 2013. Annual scheduled repayments of principal for the Series B
notes begin in 2018.

(2) The interest rate on the Series A notes is a floating rate equal to LIBOR plus 0.875% per year. The interest rate ranged from 3.4% to 5.4% in 2005 and
2.0% to 3.4% in 2004.

(3) The interest rates on the U.S. dollar denominated FRNs are based on LIBOR and the U.S. Consumer Price Index. Interest rates ranged from 3.5% to
6.7% in 2005 and 4.04% to 5.09% in 2004.

(4) The interest rate on the Surplus notes ranged from 7.65% to 8.30% in 2005 and 2004.

(5) Assets under set-off arrangements represent a reduction in the amount of fixed rate notes included in long-term debt, relating to an arrangement where
valid rights of set-off exist and it is the intent of both parties to settle on a net basis under legally enforceable arrangements.

Several long-term debt agreements have restrictive covenants related to the total amount of debt, net tangible assets and other
matters. At December 31, 2005 and 2004, the Company was in compliance with all debt covenants.

Payment of interest and principal on the surplus notes issued after 1993, of which $693 million and $692 million was
outstanding at December 31, 2005 and 2004, respectively, may be made only with the prior approval of the Commissioner of
Banking and Insurance of the State of New Jersey (the “Commissioner”). The Commissioner could prohibit the payment of the
interest and principal on the surplus notes if certain statutory capital requirements are not met. At December 31, 2005, the Company
met these statutory capital requirements.

In order to modify exposure to interest rate and currency exchange rate movements, the Company utilizes derivative
instruments, primarily interest rate swaps, in conjunction with some of its debt issues. These instruments qualify for hedge
accounting treatment. The impact of these instruments, which is not reflected in the rates presented in the table above, were
decreases in interest expense of $15 million and $40 million for the years ended December 31, 2005 and 2004, respectively.
Floating rates are determined by contractual formulas and may be subject to certain minimum or maximum rates. See Note 19 for
additional information on the Company’s use of derivative instruments.

Interest expense for short-term and long-term debt was $775 million, $492 million and $403 million, for the years ended
December 31, 2005, 2004 and 2003, respectively. Securities business related interest expense of $122 million, $72 million and $82
million for the years ended December 31, 2005, 2004 and 2003, respectively, is included in “Net investment income.”

Included in “Policyholders’ account balances” are additional debt obligations of the Company. See Note 7 for further
discussion.
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Prudential Holdings, LLC Notes

On the date of demutualization, Prudential Holdings, LLC (“PHLLC”), a wholly owned subsidiary of Prudential Financial,
issued $1.75 billion in senior secured notes (the “IHC debt”). PHLLC owns the capital stock of Prudential Insurance and does not
have any operating businesses of its own. The IHC debt represents senior secured obligations of PHLLC with limited recourse;
neither Prudential Financial, Prudential Insurance nor any other affiliate of PHLLC is an obligor or guarantor on the IHC debt. The
IHC debt is collateralized by 13.8% of the outstanding common stock of Prudential Insurance and other items specified in the
indenture, primarily the “Debt Service Coverage Account” (the “DSCA”) discussed below.

PHLLC’s ability to meet its obligations under the THC debt is dependent principally upon sufficient available funds being
generated by the Closed Block Business and the ability of Prudential Insurance, the sole direct subsidiary of PHLLC, to dividend
such funds to PHLLC. The payment of scheduled principal and interest on the Series A notes and the Series B notes is insured by a
financial guarantee insurance policy. The payment of principal and interest on the Series C notes is not insured. The IHC debt is
redeemable prior to its stated maturity at the option of PHLLC and, in the event of certain circumstances, the IHC debt bond insurer
can require PHLLC to redeem the IHC debt.

Net proceeds from the IHC debt amounted to $1,727 million. The majority of the net proceeds, or $1,218 million, was
distributed to Prudential Financial through a dividend on the date of demutualization for use in the Financial Services Businesses.
Net proceeds of $437 million were deposited to a restricted account within PHLLC. This restricted account, referred to as the
DSCA, constitutes additional collateral for the IHC debt. The remainder of the net proceeds, or $72 million, was used to purchase a
guaranteed investment contract to fund a portion of the financial guarantee insurance premium related to the IHC debt.

Summarized consolidated financial data for Prudential Holdings, LLC is presented below.

2005 2004

(in millions)

Consolidated Statements of Financial Position data at December 31:

TOtal @SSEES . . o vttt ettt e e $322,261 $305,241
Total Habilities . . . .. oottt e e e e e e e e 305,461 287,958
Total EQUILY . . ..o 16,800 17,283
Total liabilities and eqUity . ... ...... ... ...t 322,261 305,241
2005 2004 2003

(in millions)
Consolidated Statements of Operations data for the years ended December 31:

TOtAl TEVENUES . . . . o v ottt e et e e e e e e e e e e e $ 20,184 $ 18,955 $17,285
Total benefits and EXPENSES . . . . ..ttt e e e 17,842 16,363 15,832
Income from continuing operations before income taxes and cumulative effect of accounting

change . ... ... 2,342 2,592 1,453
NELINCOME . ottt t ettt e e e e e e e e e e e e e e 2,240 1,800 1,085

Consolidated Statements of Cash Flows data for the years ended December 31:

Cash flows from operating activities . .. ...... ..ottt $ 2,490 $ 2,386 $ 3,083
Cash flows used in investing activities .. ......... ... ...ttt (8,396) (4,881) (4,006)
Cash flows from financing activities . ... ........ ...ttt 6,218 2,173 431
Effect of foreign exchange rate changes on cash balances ............ ... ... ... ... ...... (16) (32) 8
Net increase (decrease) in cash and cash equivalents ............ ... ... ... ... ... .. ... 296 (354) (484)

Prudential Financial is a holding company and is a legal entity separate and distinct from its subsidiaries. The rights of
Prudential Financial to participate in any distribution of assets of any subsidiary, including upon its liquidation or reorganization,
are subject to the prior claims of creditors of that subsidiary, except to the extent that Prudential Financial may itself be a creditor of
that subsidiary and its claims are recognized. PHLLC and its subsidiaries have entered into covenants and arrangements with third
parties in connection with the issuance of the IHC debt which are intended to confirm their separate, “bankruptcy-remote” status, by
assuring that the assets of PHLLC and its subsidiaries are not available to creditors of Prudential Financial or its other subsidiaries,
except and to the extent that Prudential Financial and its other subsidiaries are, as shareholders or creditors of PHLLC and its
subsidiaries, or would be, entitled to those assets.

At December 31, 2005, the Company was in compliance with all IHC debt covenants.
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12. EQUITY SECURITY UNITS

In December 2001, in connection with the demutualization, Prudential Financial and Prudential Financial Capital Trust I (the
“Trust”) co-issued 13,800,000 6.75% equity security units (the “Units”) to the public at an offering price of $50 per Unit for gross
proceeds of $690 million. Each Unit had a stated amount of $50 and initially consisted of (1) a contract requiring the holder to
purchase, for $50, shares of Common Stock of Prudential Financial by November 15, 2004 (the “purchase contract”), at a price
determined by a formula described in the purchase contract and (2) a redeemable capital security of the Trust, with a stated
liquidation amount of $50.

In accordance with the terms of the Units, the Trust was dissolved on July 29, 2004, and $690 million aggregate principal
amount of 5.34% debentures of Prudential Financial maturing on November 15, 2006 (the “Debentures”), the sole assets of the
Trust, were distributed to the owners of the Trust’s capital securities in exchange for their capital securities. The Debentures were
remarketed on behalf of the debenture owners on August 6, 2004 and the interest rate on the Debentures was reset as of August 11,
2004 to 4.104% per annum. As of December 31, 2005 and 2004 the $690 million of 4.104% Debentures are reported as “Short-term
debt” and “Long-term debt,” respectively.

In November 2004, the Company settled the purchase contracts associated with the Units by issuing 20.3 million new shares of
Common Stock (based on 1.47 shares of Common Stock per purchase contract) for proceeds of $690 million.

13. STOCKHOLDERS’ EQUITY

The Company has outstanding two classes of common stock: the Common Stock and the Class B Stock. The changes in the
number of shares issued, held in treasury and outstanding are as follows for the periods indicated:

Common Stock Class B Stock

Held In Issued and
Issued Treasury Outstanding Outstanding

(in millions)

Balance, December 31,2002 . . ... ... ... ... 584.5 24.3 560.2 2.0
Common Stock issued(1) . .. ...t e 0.1 — 0.1 —
Common Stock acquired . .. ... ... e — 29.1 (29.1) —
Stock-based compensation programs(2) . ... ... ... — 2.0) 2.0 —
Balance, December 31, 2003 . ... ... ... . 584.6 51.4 533.2 2.0
Common StocK isSUCA(3) . . . oot i et 20.3 — 20.3 —
Common Stock acquired . .. ... ... e — 32.5 (32.5) —
Stock-based compensation programs(2) . ... ... ... — (3.6) 3.6 —
Balance, December 31, 2004 . . ... ... ... 604.9 80.3 524.6 2.0
Common StOCK ISSUEA . . . . oottt e — — — —
Common Stock acquired . .. ... ... .. e — 324 (32.4) —
Stock-based compensation programs(2) . ... .. ...t — (5.3) 5.3 —
Balance, December 31, 2005 . . ... ... ... .. 604.9 107.4 497.5 2.0

(1) Represents distributions of shares of Common Stock to eligible policyholders.
(2) Represents net shares issued from Treasury pursuant to the Company’s stock-based compensation program.
(3) Represents shares of Common Stock issued in 2004 to settle the purchase contracts associated with the Company’s equity security units.

Common Stock and Class B Stock

On the date of demutualization, Prudential Financial completed an initial public offering of its Common Stock at an initial
public offering price of $27.50 per share. The shares of Common Stock issued were in addition to shares of Common Stock the
Company distributed to policyholders as part of the demutualization. The Common Stock is traded on the New York Stock
Exchange under the symbol “PRU.” Also on the date of demutualization, Prudential Financial completed the sale, through a private
placement, of 2.0 million shares of Class B Stock at a price of $87.50 per share. The Class B Stock is a separate class of common
stock which is not publicly traded. The Common Stock reflects the performance of the Financial Services Businesses and the Class
B Stock reflects the performance of the Closed Block Business.
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13. STOCKHOLDERS’ EQUITY (continued)

Holders of Common Stock have no interest in a separate legal entity representing the Financial Services Businesses and
holders of the Class B Stock have no interest in a separate legal entity representing the Closed Block Business and holders of each
class of common stock are subject to all of the risks associated with an investment in the Company.

In the event of a liquidation, dissolution or winding-up of the Company, holders of Common Stock and holders of Class B
Stock would be entitled to receive a proportionate share of the net assets of the Company that remain after paying all liabilities and
the liquidation preferences of any preferred stock.

Common Stock Held in Treasury

Common Stock held in treasury is accounted for at average cost. Gains resulting from the reissuance of “Common Stock held
in treasury” are credited to “Additional paid-in capital.” Losses resulting from the reissuance of “Common Stock held in treasury”
are charged first to “Additional paid-in capital” to the extent the Company has previously recorded gains on treasury share
transactions, then to “Retained earnings.”

In March 2003, Prudential Financial’s Board of Directors authorized the Company to purchase up to an additional $1 billion of
its outstanding Common Stock. During 2003, the Company acquired 29,076,809 shares of its outstanding Common Stock at a total
cost of $1.0 billion.

In March 2004, Prudential Financial’s Board of Directors authorized the Company to purchase up to $1.5 billion of its
outstanding Common Stock in 2004. During 2004, the Company acquired 32,455,600 shares of its outstanding Common Stock at a
total cost of $1.5 billion.

In November 2004, Prudential Financial’s Board of Directors authorized a stock repurchase program under which the
Company was authorized to purchase up to $1.5 billion of its outstanding Common Stock in 2005. In June 2005, Prudential
Financial’s Board of Directors authorized an increase in the annual rate of share repurchases from $1.5 billion to $2.1 billion for
calendar year 2005. During 2005, the Company acquired 32,447,200 shares of its outstanding Common Stock at a total cost of $2.1
billion.

In November 2005, Prudential Financial’s Board of Directors authorized the Company to repurchase up to $2.5 billion of its
outstanding Common Stock in calendar year 2006. The timing and amount of any repurchases under this authorization are
determined by management based upon market conditions and other considerations, and the repurchases may be effected in the
open market or through negotiated transactions. The 2006 stock repurchase program supersedes all previous repurchase programs.

Stock Conversion Rights of the Class B Stock

Prudential Financial may, at its option, at any time, exchange all outstanding shares of Class B Stock into such number of
shares of Common Stock as have an aggregate average market value equal to 120% of the appraised fair market value of the
outstanding shares of Class B Stock.

Holders of Class B Stock will be permitted to convert their shares of Class B Stock into such number of shares of Common
Stock as have an aggregate average market value equal to 100% of the appraised fair market value of the outstanding shares of
Class B Stock (1) in the holder’s sole discretion, in the year 2016 or at any time thereafter, and (2) at any time in the event that
(a) the Class B Stock will no longer be treated as equity of Prudential Financial for federal income tax purposes or (b) the New
Jersey Department of Banking and Insurance amends, alters, changes or modifies the regulation of the Closed Block, the Closed
Block Business, the Class B Stock or the IHC debt in a manner that materially adversely affects the “CB Distributable Cash Flow™;
provided, however, that in no event may a holder of Class B Stock convert shares of Class B Stock to the extent such holder
immediately upon such conversion, together with its affiliates, would be the beneficial owner (as defined under the Securities
Exchange Act of 1934) of in excess of 9.9% of the total outstanding voting power of Prudential Financial’s voting securities. In the
event a holder of shares of Class B Stock requests to convert shares pursuant to clause (2)(a) in the preceding sentence, Prudential
Financial may elect, instead of effecting such conversion, to increase the Target Dividend Amount to $12.6875 per share per annum
retroactively from the time of issuance of the Class B Stock.
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Dividends

The principal sources of funds available to Prudential Financial, the parent holding company, to meet its obligations, including
the payment of shareholder dividends, debt service, capital contributions and obligations to subsidiaries, and operating expenses, are
dividends, returns of capital, interest income from its subsidiaries and cash and short-term investments. The regulated insurance and
various other subsidiaries are subject to regulatory limitations on their payment of dividends and other transfers of funds to
Prudential Financial. Pursuant to Gibraltar Life’s reorganization, in addition to regulatory restrictions, there are certain restrictions
that preclude Gibraltar Life from paying dividends to Prudential Financial in the near term.

New Jersey insurance law provides that dividends or distributions may be declared or paid by Prudential Insurance without
prior regulatory approval only from unassigned surplus, as determined pursuant to statutory accounting principles, less unrealized
capital gains and certain other adjustments. Unassigned surplus of Prudential Insurance was $2,703 million at December 31, 2005.
There were applicable adjustments for unrealized gains of $252 million at December 31, 2005. In addition, Prudential Insurance
must obtain non-disapproval from the New Jersey insurance regulator before paying a dividend if the dividend, together with other
dividends or distributions made within the preceding twelve months, would exceed the greater of 10% of Prudential Insurance’s
surplus as of the preceding December 31 ($7.1 billion as of December 31, 2005) or its net gain from operations for the twelve
month period ending on the preceding December 31, excluding realized capital gains and losses ($1.8 billion for the year ended
December 31, 2005).

The laws regulating dividends of Prudential Financial’s other insurance subsidiaries domiciled in other states are similar, but
not identical, to New Jersey’s. The laws of foreign countries may also limit the ability of the Company’s insurance and other
subsidiaries organized in those countries to pay dividends to Prudential Financial.

The declaration and payment of dividends on the Common Stock depends primarily upon the financial condition, results of
operations, cash requirements, future prospects and other factors relating to the Financial Services Businesses. Furthermore,
dividends on the Common Stock are limited to both the amount that is legally available for payment under New Jersey corporate
law if the Financial Services Businesses were treated as a separate corporation thereunder and the amount that is legally available
for payment under New Jersey corporate law on a consolidated basis after taking into account dividends on the Class B Stock.

The declaration and payment of dividends on the Class B Stock depends upon the financial performance of the Closed Block
Business and, as the Closed Block matures, the holders of the Class B Stock will receive the surplus of the Closed Block Business
no longer required to support the Closed Block for regulatory purposes. Dividends on the Class B Stock are payable in an aggregate
amount per year at least equal to the lesser of (1) a Target Dividend Amount of $19.25 million or (2) the CB Distributable Cash
Flow for such year, which is a measure of the net cash flows of the Closed Block Business. Notwithstanding this formula, as with
any common stock, Prudential Financial will retain the flexibility to suspend dividends on the Class B Stock; however, if CB
Distributable Cash Flow exists and Prudential Financial chooses not to pay dividends on the Class B Stock in an aggregate amount
at least equal to the lesser of the CB Distributable Cash Flow or the Target Dividend Amount for any period, then cash dividends
cannot be paid on the Common Stock with respect to such period.

Preferred Stock

Prudential Financial adopted a shareholder rights plan (the “rights plan”) under which each outstanding share of Common
Stock is coupled with a shareholder right. The rights plan is not applicable to any Class B Stock. Each right initially entitles the
holder to purchase one one-thousandth of a share of a series of Prudential Financial preferred stock upon payment of the exercise
price. At the time of the demutualization, the Board of Directors of Prudential Financial determined that the initial exercise price per
right is $110, subject to adjustment from time to time as provided in the rights plan. There was no preferred stock outstanding at
December 31, 2005 and 2004.
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Comprehensive Income

The components of comprehensive income for the years ended December 31, are as follows:

2005 2004 2003
(in millions)

NELINCOME . oo oe e et et e e e e e e e e e e e e e $3,540 $2,256 $1,264
Other comprehensive income, net of tax:
Change in foreign currency translation adjustments . ............ ... .ottt (401) 327 153
Change in net unrealized investments gains (losses)(1) .......... . i (445) (627) (259)
Additional pension liability adjustment . . ......... ... (111) (28) (33)
Cumulative effect of accounting change ... .......... ... ittt — 73 —
Other comprehensive loss, net of tax benefit of $371, $461, $159 .......... ... ... . i . (957) (255) (139)
Comprenensive INCOME . . . . oo vttt ettt ettt e e e e e e e e e e e e e e e e $2,583 $2,001 $1,125

(1) Includes cash flow hedges. See Note 19 for information on cash flow hedges.

The balance of and changes in each component of “Accumulated other comprehensive income (loss)” for the years ended
December 31, are as follows (net of taxes):

Accumulated Other Comprehensive Income (Loss)

Net Total
Foreign Unrealized Accumulated
Currency Investment Pension Other
Translation Gains Liability Comprehensive
Adjustments (Losses)(1) Adjustment Income (Loss)
(in millions)
Balance, December 31,2002 .. ... ... $(154) $2,834 $ (95) $2,585
Change in component during year ......................... 153 (259) (33) (139)
Balance, December 31,2003 ... ... ... (D) 2,575 (128) 2,446
Change in component during year(2) ....................... 327 (554) (28) (255)
Balance, December 31,2004 . .. .. ... .. .. 326 2,021 (156) 2,191
Change in component during year ......................... 401) (445) (111) 957)
Balance, December 31,2005 . .. ... it $ (75) $1,576 $(267) $1,234

(1) Includes cash flow hedges. See Note 19 for information on cash flow hedges.
(2) Net unrealized investment gains (losses) for 2004 includes the impact of cumulative effect of accounting change of $73 million.

Statutory Net Income and Surplus

Prudential Financial’s U.S. insurance subsidiaries are required to prepare statutory financial statements in accordance with
statutory accounting practices prescribed or permitted by the insurance department of the state of domicile. Statutory accounting
practices primarily differ from U.S. GAAP by charging policy acquisition costs to expense as incurred, establishing future policy
benefit liabilities using different actuarial assumptions as well as valuing investments and certain assets and accounting for deferred
taxes on a different basis. Statutory net income of Prudential Insurance amounted to $2,170 million, $1,878 million and $1,231
million for the years ended December 31, 2005, 2004 and 2003, respectively. Statutory capital and surplus of Prudential Insurance
amounted to $7,065 million and $8,420 million at December 31, 2005 and 2004, respectively.

14. EARNINGS PER SHARE
The Company has outstanding two separate classes of common stock. The Common Stock reflects the performance of the

Financial Services Businesses and the Class B Stock reflects the performance of the Closed Block Business. Accordingly, earnings
per share is calculated separately for each of these two classes of common stock.
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Net income for the Financial Services Businesses and the Closed Block Business is determined in accordance with U.S. GAAP
and includes general and administrative expenses charged to each of the respective businesses based on the Company’s
methodology for the allocation of such expenses. Cash flows between the Financial Services Businesses and the Closed Block
Business related to administrative expenses are determined by a policy servicing fee arrangement that is based upon insurance and
policies in force and statutory cash premiums. To the extent reported administrative expenses vary from these cash flow amounts,
the differences are recorded, on an after tax basis, as direct equity adjustments to the equity balances of the businesses. The direct
equity adjustments modify the earnings available to each of the classes of common stock for earnings per share purposes.

Common Stock

A reconciliation of the numerators and denominators of the basic and diluted per share computations is as follows:

2005 2004 2003
(in millions, except per share amounts)
Weighted Per Weighted Per Weighted Per
Average  Share Average  Share Average  Share

Income Shares Amount Income Shares Amount Income Shares Amount

Basic earnings per share
Income from continuing operations before extraordinary

gain on acquisition and cumulative effect of

accounting change attributable to the Financial

Services BUSINESSES . ... .vvviiie i $3,281 $1,831 $1,082
Direct equity adjustment . ............. ... ....... 82 84 60

Income from continuing operations before extraordinary
gain on acquisition and cumulative effect of
accounting change attributable to the Financial
Services Businesses available to holders of Common

Stock after direct equity adjustment ............... $3,363 511.8 $6.57  $1.915 520.6 $3.68  $1,142 544.4 $2.10
Effect of dilutive securities and compensation
programs
Stock Options . ........... . 59 4.1 1.5
Deferred and long-term compensation programs . . . . . . . 32 2.1 1.5
Equity security units . . ... — 44 1.0

Diluted earnings per share
Income from continuing operations before extraordinary
gain on acquisition and cumulative effect of
accounting change attributable to the Financial
Services Businesses available to holders of Common
Stock after direct equity adjustment . .............. $3,363 520.9 $6.46  $1915 531.2 $3.61  $1,142 548.4 $2.08

The Company’s convertible senior notes provide for the Company to issue shares of its Common Stock as a component of the
conversion of the notes. The notes will be dilutive to earnings per share if the average market price of the Common Stock for a
particular period is above $90.00. See Note 11 for additional information regarding the convertible senior notes.

For the years ended December 31, 2005, 2004 and 2003, 1.8 million, 4.5 million and 9.3 million options, respectively,
weighted for the portion of the period they were outstanding, with a weighted average exercise price of $56.02, $44.94 and $31.66
per share, respectively, were excluded from the computation of diluted earnings per share because the options, based on application
of the treasury stock method, were antidilutive.

Class B Stock

Net income per share of Class B Stock was $119.50, $249.00 and $89.50 for the years December 31, 2005, 2004 and 2003,
respectively.
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The net income attributable to the Closed Block Business available to holders of Class B Stock after direct equity adjustment
for the years ended December 31, 2005, 2004 and 2003 amounted to $239 million, $498 million, and $179 million, respectively.
The direct equity adjustment resulted in a decrease in the net income attributable to the Closed Block Business applicable to holders
of Class B Stock for earnings per share purposes of $82 million, $84 million and $60 million for the years ended December 31,
2005, 2004 and 2003, respectively. For the years ended December 31, 2005, 2004 and 2003, the weighted average number of shares
of Class B Stock used in the calculation of basic earnings per share amounted to two million shares. There are no potentially
dilutive shares associated with the Class B Stock.

15. STOCK-BASED COMPENSATION

In March 2003, the Company’s Board of Directors adopted the Prudential Financial Inc. Omnibus Incentive Plan (the
“Omnibus Plan”). Upon adoption of the Omnibus Plan, the Prudential Financial Inc. Stock Option Plan previously adopted by the
Company on January 9, 2001 (the “Option Plan”) was merged into the Omnibus Plan. The Omnibus Plan provides for equity-based
compensation incentives through the grant of stock options, and stock appreciation rights (“SARs”), as did the Option Plan. The
Omnibus Plan also provides for the grant of restricted stock shares, restricted stock units, and dividend equivalents, as well as cash
and equity-based performance awards (“performance shares”). Any authorized shares of Common Stock not used under the Option
Plan are available for the grant of awards under the Omnibus Plan. All outstanding award grants under the Option Plan continue in
full force and effect, subject to the original terms under the Option Plan.

At adoption of the Omnibus Plan there were 69,543,352 authorized shares available for grant, including previously authorized
but unissued shares under the Option Plan.

As of December 31, 2005, 50,858,478 authorized shares remained available for grant under the Omnibus Plan including
previously authorized but unissued shares under the Option Plan.

Under the Omnibus Plan, the Company made grants of stock options, restricted stock shares, restricted stock units and
performance share awards to executives. Restricted stock awards, restricted stock units, stock options and performance shares are
granted to executives on a recurring basis primarily as replacements for a portion of long-term cash compensation. Through
December 31, 2005, there have been no grants of SARs.

At the Annual Meeting of the Shareholders of the Company held on June 7, 2005, the shareholders approved the Prudential
Financial, Inc. Employee Stock Purchase Plan (ESPP). The “Plan” is intended to be a qualified Employee Stock Purchase Plan
under Section 423 of the Code, pursuant to which up to 26,367,235 shares of Common Stock may be issued. There were no shares
of common stock issued under the plan and no compensation expense was recorded in 2005.

Options

Under the Option Plan, the Company had made two types of grants, an Associates Grant and General grants (the “Executive
Grants”). The Associates Grant, which occurred in December 2001, was a one-time broad based award that granted 240 stock
options per full-time participant and 120 options per part-time participant. The Executive Grants, which began in 2002 under the
Option Plan and have been continued under the Omnibus Plan, are awarded to certain officers on a recurring basis primarily as
replacement for a portion of long-term cash compensation. Each stock option granted under either type of grant has or will have an
exercise price no less than the fair market value of the Company’s Common Stock on the date of grant and has a maximum term of
10 years. Generally, one third of the option grant vests in each of the first three years. Participants are employees and
non-employees (i.e., statutory agents who perform services for the Company and participating subsidiaries).

Under the Option Plan, and subsequently the Omnibus Plan, a total of 12,322,009 shares were initially authorized for the
Associates Grant and a total of 30,805,024 shares were initially authorized for the Executive Grants.
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Employee Stock Option Grants

A summary of the status of the Company’s employee stock option grants is as follows:

Weighted
Average
Shares Exercise Price

Outstanding at December 31, 2002 . . .. ... 19,121,361 $30.69
Granted ... ...ttt 8,575,698 29.66
EXCICISEA . o v ottt e e (1,818,239) 28.60
Forfeited . . ..o (5,009,860) 29.40
EXPITEd . . oo — —

Transfer to NON-eMPlOYEE STALUS . . ... ...ttt ettt (77,586) 27.55
Outstanding at December 31, 2003 . . .. ... o 20,791,374 30.77
Granted . .. ... 5,258,900 44.98
EXEICISEA . . oottt et e e (3,144,888) 30.29
Forfeited . . ..o (1,352,841) 3351
EXPITCA . . oottt — —

Transfer to nON-eMPlOYEE SLALUS . . . . .ottt ettt e e e e e e e (105,450) 27.79
Outstanding at December 31, 2004 . . . . ... o 21,447,095 34.17
GIanted . . ..ottt e 4,015,482 56.00
EXCICISEA . . oottt ettt e (4,933,974) 32.40
FOrfeited . . .. oo (711,568) 39.83
EXPITEd . . o ot — —

Transfer to nON-employee Status . ... ... ... ..ttt (10,581) 55.33
Outstanding at December 31, 2005 . . .. ... o 19,806,454 $38.82

Options exercisable were 11,190,197 shares with a weighted average exercise price of $32.69 at December 31, 2005,
10,277,942 shares with a weighted average exercise price of $30.69 at December 31, 2004 and 7,424,250 shares with a weighted
average exercise price of $30.21 at December 31, 2003.

Employee options granted and their related grant date weighted average fair value are as follows:

2005 2004 2003
Weighted Weighted Weighted Weighted Weighted Weighted
Average  Average Average  Average Average Average
Grant Date Exercise Grant Date Exercise Grant Date Exercise
Shares Fair Value Price Shares Fair Value Price Shares Fair Value Price
Exercise equals market .................... 4,015,482  $12.94 $56.00 5,258,900  $11.47 $44.98 8,575,698 $7.39 $29.66
Exercise exceeds market ................... — — — — — — — — —
Exercise less than market .................. — — — — — — — — —
Total granted during the year ............... 4,015,482  $12.94 $56.00 5,258,900  $11.47 $44.98 8,575,698 $7.39 $29.66

For options issued to employees on or after January 1, 2003, the fair value of each option was estimated on the date of grant
using a binomial option-pricing model. The fair value of each option issued to employees prior to January 1, 2003 was estimated on
the date of grant using a Black-Scholes option-pricing model. The weighted average assumptions used in the determination of the
fair value of each option are as follows:

2005 2004 2003
Dividend yield . ... ... 1.20% 1.20% 1.20%
Expected volatility .. ... ... . 23.77% 25.84% 26.27%
Risk-free INtEIESE TALE . . . o\ oottt et ettt e e e e e e e e e e s 3.74% 3.42% 3.01%
Expected life of StoCK OPON . . . . .ot 5.19 years 5.5 years 5.5 years

The dividend yield reflects the assumption that the current dividend payout will continue with no anticipated increases.
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The following table summarizes information about the employee stock options outstanding and employee stock options

exercisable at December 31, 2005:

Options Outstanding Options Exercisable
Weighted Weighted Weighted
Average Average Average
Number Remaining Exercise Number Exercise
Outstanding Contractual Life Price Exercisable Price
Range of exercise prices:
$27.50 — $29.81 ..o 2,891,072 6.18 $27.61 2,664,044 $27.57
$29.00 — $33.05 .. 8,630,979 6.82 31.80 7,108,026 32.20
$34.10 —$45.00 . . oo 4,286,150 8.09 44.81 1,377,397 44.70
$45.18 — $76.00 . ..o oo 3,998,253 9.06 55.68 40,730 46.56
0 19,806,454 7.46 $38.82 11,190,197 $32.69
Non-employee Stock Option Grants
A summary of the status of the Company’s non-employee stock option grants is as follows:
Weighted
Average
Exercise
Shares Price
Outstanding at December 31, 2002 . . .. ... e 863,827 $28.14
Granted . . ... 163,159 28.61
EXEICISEA . . o ottt ettt et e e (68,100) 27.65
Forfeited . . ..o (71,116) 27.59
EXDITEA . .ot — —
Transfer from employee StatUs . . ... ..ottt e e e e 77,586 27.55
Outstanding at December 31, 2003 . . .. ... e 965,356 28.25
GIanted . .. ..ottt e e e e e 112,707 45.92
EXOrCISed . . .ot (354,717) 28.26
Forfeited . ... o (69,596) 29.48
EXPITCd . .o — —
Transfer from employee Statlus . . ... ... ..ottt e 105,450 27.79
Outstanding at December 31, 2004 . . ... ..o 759,200 30.68
Granted . .. ... ..ottt e 98,901 57.03
EXEICISEA . . oot (242,158) 29.49
Forfeited . ... o (24,654) 37.20
EXPITEd ..o — —
Transfer from employee StAtUS . . . .. ..ottt et e e e e e e 10,581 55.33
Outstanding at December 31, 2005 . . .. ... o 601,870 $35.66

Options exercisable were 301,517 shares with a weighted average exercise price of $28.11 at December 31, 2005, 517,978
shares with a weighted average exercise price of $27.80 at December 31, 2004 and 495,397 shares with a weighted average exercise
price of $27.85 at December 31, 2003. The weighted average fair value for nonvested options and options vesting during the year

was $28.99, $22.19, and $14.80 for the years ended December 31, 2005, 2004 and 2003, respectively.

In 2003, the Company implemented a binomial option-pricing model. The fair value of each option under the binomial model
was estimated on the balance sheet date for nonvested options and on the vesting date for any option vesting during 2003, 2004 and
2005. Prior to January 1, 2003, the fair value of each option was estimated on the balance sheet date for nonvested options and on

the vesting date for vested options using a Black-Scholes option-pricing model.
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The weighted average assumptions used in the determination of the fair value of each option are as follows:

2005 2004 2003
Dividend yield . . ... ... 1.20% 1.20% 1.20%
Expected volatility .. ... ... . 23.77% 25.84% 26.27%
RiSK-fTee INtEIESE TALE . . . o . vttt et e ettt e e e e e e e e e e e e 4.13% 3.10% 2.47%
Expected life of StoCK OPtON . . . .. ..ot 3.98 years 3.33 years 3.20 years

The dividend yield reflects the assumption that the current dividend payout will continue with no anticipated increases.

The compensation expense recognized for stock-based non-employee compensation awards was $4 million, $6 million, and $5
million for the years ended December 31, 2005, 2004 and 2003, respectively.

The following table summarizes information about the non-employee stock options outstanding and exercisable at
December 31, 2005:

Options Outstanding Options Exercisable

Weighted Weighted Weighted

Average Average Average

Number Remaining Exercise Number Exercise
Outstanding Contractual Life Price Exercisable Price

Range of exercise prices:

$27.50 —$30.96 . ..o 395,784 6.31 $27.74 287,098 $27.55
$32.13 — 83424 .. 8,834 6.50 33.88 8,451 33.96
$45.00 — $46.42 .. 95,964 8.17 46.01 5,261 45.44
$55.75 — $57.01 o oo 101,288 9.15 56.98 707 57.91
TOtal . o oo 601,870 7.09 $35.66 301,517 $28.11

Restricted Stock Shares, Restricted Stock Units and Performance Share Awards

A restricted stock share represents a grant of Common Stock to employee and non-employee participants that is subject to
certain transfer restrictions and forfeiture provisions for a specified period of time. A restricted stock unit is an unfunded, unsecured
right to receive a share of Common Stock at the end of a specified period of time, which is also subject to forfeiture and transfer
restrictions. Generally, the restrictions on restricted stock shares and restricted stock units will lapse on the third anniversary of the
date of grant. Restricted stock shares subject to the transfer restrictions and forfeiture provisions are considered nonvested shares
and are not reflected as outstanding shares until the restrictions expire. At that time, the Company reflects the issuance of the
underlying shares, usually by the issuance of shares from Common Stock held in treasury. Performance share awards are awards of
units denominated in Common Stock. The number of units is determined over the performance period, and may be adjusted based
on the satisfaction of certain performance goals. Performance share awards are payable in Common Stock.
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A summary of the Company’s employee restricted stock shares, restricted stock units and performance shares is as follows:

Weighted- Weighted- Weighted-
Average Average Average
Restricted Grant Date Restricted Grant Date Performance Grant Date
Stock Price Units Price Shares(1) Price
Outstanding at December 31,2002 ..................... — — —
Granted . ... 1,917,152 $33.66 139,452 $33.61 236,933 $33.61
Forfeited . ...... ... ... . . . (175,283) —_ —_
Released ... ...ttt (96,724) (606) —
Outstanding at December 31,2003 ..................... 1,645,145 138,846 236,933
Granted . ... 1,376,892 $44.96 94,084 $45.00 502,545 $44.93
Forfeited .......... .. i (208,078) (6,998) (12,065)
Released . .. ...t (124,695) (3,981) (1,036)
Outstanding at December 31,2004 ..................... 2,689,264 221,951 726,377
Granted . ........ ... — $ — 1,059,183 $56.81 426,958 $55.77
Forfeited ......... ... 0 i (113,659) (58,006) (12,183)
Released . . .....oii (183,848) (9,484) (1,456)
Outstanding at December 31,2005 ..................... 2,391,757 1,213,644 1,139,696

(1) Performance shares reflect the target awarded, reduced for cancellations and releases to date. The actual number of shares to be awarded at the end of
each performance period will range between 50% and 150% of this target based upon a measure of the reported performance for the Company’s
Financial Services Businesses relative to stated goals.

A summary of the Company’s non-employee restricted stock shares, restricted stock units and performance shares is as
follows:

Weighted- Weighted- Weighted-
Average Average Average
Balance Balance Balance
Sheet Date Sheet Date Sheet Date
Restricted Price Per Restricted Price Per Performance Price Per
Stock Unit Units Unit Shares(a) Unit
Outstanding at December 31,2002 .......... ... ... .... — — —
Granted . ... .. 13,946 — —
Forfeited ....... ... . . — — —
Released ...... ..o — — —
Outstanding at December 31,2003 ...................... 13,946 $41.77 — $ — — $—
Granted .. ... .. 10,629 844 —
Forfeited ....... ... . .. . (1,708) — —
Released ...t — — —
Outstanding at December 31,2004 ...................... 22,867 $54.96 844 $54.96 — $—
Granted . ... — 12,466 —
Forfeited ....... ... ... 0 i (1,848) (806) —
Released ...... ..o — — —
Outstanding at December 31,2005 ...................... 21,019 $73.19 12,504 $73.19 — $—

The weighted average price of employee restricted stock shares, restricted stock units, and performance shares is based on the
quoted fair value of the Company’s Common Stock on the date of grant. The weighted average price of non-employee restricted
stock shares is based on the Company’s Common Stock price at the balance sheet date.

Compensation cost of awards is based on the price for each award and is recorded as expense over the vesting period which is
typically three years. The compensation expense recognized for employee and non-employee restricted stock shares was $33
million and $34 million for the years ended December 31, 2005 and 2004, respectively. The compensation expense recognized for
employee and non-employee restricted stock units and performance shares combined was $46 million and $18 million for the years
ended December 31, 2005 and 2004, respectively.
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Deferred Compensation Program

Prior to the contribution of the Company’s retail securities brokerage and clearing operations into the joint venture with
Wachovia on July 1, 2003, the Company maintained a deferred compensation program for Financial Advisors and certain other
employees (the “participants”) of the contributed operations, under which participants elected to defer a portion of their
compensation. Amounts deposited to participant accounts, including matching contributions as well as other amounts based on the
attainment of specific performance goals, vest in three to eight years. Nonvested balances are forfeited if the participant is
terminated for cause or voluntarily terminates prior to the vesting date. In 2002, participants were permitted to elect to redeem all or
a portion of their existing nonvested account balances and invest the proceeds in Prudential Financial Common Stock. Accordingly,
the Company acquired, on behalf of the participants electing to participate, 1,696,929 shares of Common Stock at a total cost of $56
million. On the date the account balances were converted to Common Stock, related remaining deferred compensation expense of
$29 million, which is being amortized over the vesting period, was recorded as a reduction in stockholders’ equity. The deferred
compensation expense of $14 million, as of July 1, 2003, was included in the net assets of the Company’s retail securities brokerage
and clearing operations contributed to the joint venture with that of Wachovia. The results of operations of the joint venture, of
which the Company owns a 38% interest, will include the amortization of the deferred compensation expense. As of December 31,
2005, there were 183,135 nonvested shares in participants accounts. The Company continues to repurchase forfeited shares from the
joint venture, which are reflected as Common Stock held in treasury as of the date of forfeiture.

16. EMPLOYEE BENEFIT PLANS

Pension and Other Postretirement Plans

The Company has funded and non-funded contributory and non-contributory defined benefit pension plans, which cover
substantially all of its employees. For some employees, benefits are based on final average earnings and length of service, while
benefits for other employees are based on an account balance that takes into consideration age, service and earnings during their
career.

The Company provides certain health care and life insurance benefits for its retired employees, their beneficiaries and covered
dependents (“other postretirement benefits””). The health care plan is contributory; the life insurance plan is non-contributory.
Substantially all of the Company’s U.S. employees may become eligible to receive other postretirement benefits if they retire after
age 55 with at least 10 years of service or under certain circumstances after age 50 with at least 20 years of continuous service. The
Company has elected to amortize its transition obligation for other postretirement benefits over 20 years.

On December 8, 2003, President Bush signed the Medicare Prescription Drug, Improvement, and Modernization Act of 2003
(“the Act”) into law. The Act introduces a prescription drug benefit under Medicare (Medicare Part D) beginning in 2006. Under the
Act, employers who sponsor postretirement plans that provide prescription drug benefits that are actuarially equivalent to Medicare
qualify to receive subsidy payments.

On May 19, 2004, the FASB issued FSP 106-2, “Accounting and Disclosure Requirements Related to the Medicare
Prescription Drug, Improvement, and Modernization Act of 2003.” In accordance with FSP 106-2, the Company remeasured its
plan assets and Accumulated Postretirement Benefit Obligation (“APBQO”) as of January 1, 2004 to account for the subsidy and
other effects of the Act. This remeasurement resulted in a $39 million reduction in postretirement benefit costs in 2004. The $39
million reduction in postretirement benefit costs reflects $33 million as a result of the subsidy and is comprised of an $18 million
reduction in the amortization of actuarial loss, a $15 million reduction in interest costs, and no reduction in service cost. The
reduction in the APBO for the subsidy related to past service was $337 million.
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Prepaid and accrued benefits costs are included in “Other assets” and “Other liabilities,” respectively, in the Company’s
Consolidated Statements of Financial Position. The status of these plans as of September 30, adjusted for fourth-quarter activity, is
summarized below:

Other
Postretirement
Pension Benefits Benefits
2005 2004 2005 2004
(in millions)

Change in benefit obligation
Benefit obligation at the beginning of period ........... ... . ... . i $(7,587)  $(7,789)  $(2,690)  $(2,859)
SEIVICE COSE . vttt ettt e e e e e e e e e e e e e e (164) (147) (11) (10)
TNEEIESE COSE . vttt ettt e e e e e e e e e e e e e e (415) (416) (143) (148)
Plan participants’ contributions . . ... ....... ..ot e (D) (D) 17 (15)
AmeEndments . ... ... e — — 48 (13)
ANNUity pUrchase . . ... ...t — 3 — —
Actuarial gains/(10SSES), MOt . . . . .o\ttt (522) 27 163 146
SEttICMENLS . . o . ottt e e e 3 4 7 —
Curtailments . . . ..o 5 1 — —
Contractual termination benefits . ... ........ ... . . . . — — — —
Special termination benefits . ......... ... (10) — — —
Benefits paid . ... ... 499 773 219 211
Foreign currency Changes .. ........... it 86 (42) (D 2)
DIVESHIUIE . . .ottt e e e e e e e e 15 — — —
Benefit obligation at end of period .. ...... ... ... $(8,091)  $(7,587)  $(2,425)  $(2,690)
Change in plan assets
Fair value of plan assets at beginning of period . ...............c.coiiiiiinna.. $ 9,246 $ 8,731 $ 1,056  $ 1,131
Actual return on plan @ssets . . .. ... it e 1,138 1,195 115 112
ANNUILY PUICHASE . . o .ttt et e e e e — 3) — —
Employer contributions .. .......... ... e 88 89 27 9
Plan participants’ contributions . . ... ....... ..ottt e 1 1 17 15
Contributions for SEttlements . . .. ... ...t — 1 — —
Disbursement for settlements ... ............ ..ttt . 3) 4) — —
Benefits paid . ... ... (499) (773) (219) (211)
Foreign currency Changes ... .......... ittt (14) 9 — —
DAVESHIUIE . . .ottt ettt e e e e e e e e (12) — — —
Fair value of plan assets at end of period ... .............uuuuuuiiiii $ 9,945 $ 9,246 $ 996 $ 1,056
Funded status
Funded status at end of period . .. ... ... .. e $ 1,854 $ 1,659 $(1,429)  $(1,634)
Unrecognized transition liability .. ... ... ... . e — — 4 5
Unrecognized Prior SEIVICE COSES . . ..o v vttt et ettt e e e 134 157 (96) (54)
Unrecognized actuarial 10SSes, Net . .. ... ...ttt 1,133 1,001 422 659
Effects of fourth quarter activity . ... ...... ... ...t e 52 12 33 3
Net amount reCOZNIZEd . . .. ..ottt et et e e e e $ 3,173 $ 2,829 $(1,066)  $(1,021)
Amounts recognized in the Statements of Financial Position
Prepaid benefit COSt . ... ...ttt $ 4,002 $ 3,689 $ — $ —
Accrued benefit liability ... ... ... e (1,233) (1,100) (1,066) (1,021)
Intan@ible asset . .. ... ... 8 12 — —
Accumulated other comprehensive inCome . . .............. i 396 228 — —
Net amount reCOZMZEA . . . . ..t $ 3,173 $ 2,829 $(1,066)  $(1,021)
Accumulated benefit obligation . . ... . $(7,814)  $(7,299)  $(2,425)  $(2,690)

Pension benefits for foreign plans comprised 9% of the ending benefit obligation for both 2005 and 2004. Foreign plans
comprised 1% of the ending fair value of market assets for both 2005 and 2004. There are no foreign postretirement plans.
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The projected benefit obligations, accumulated benefit obligations and fair value of plan assets for the pension plans with
accumulated benefit obligations in excess of plan assets were $1,472 million, $1,372 million and $128 million, respectively, at
September 30, 2005 and $1,305 million, $1,186 million and $124 million, respectively, at September 30, 2004.

In 2005 and 2004, the pension plan purchased annuity contracts from Prudential Insurance for zero million and $3 million,
respectively. The approximate future annual benefit payment for all annuity contracts was $23 million in both 2005 and 2004.

There were no material pension amendments in 2005 or 2004. There were postretirement amendments in 2005 and 2004,
respectively. The benefit obligation for other postretirement benefits decreased by $48 million in 2005 for changes in the
substantive plan made to medical and dental benefits. There was a decrease in cost of $44 million related to cost sharing changes for
certain retirees for medical and dental benefits. There was also a decrease of $4 million related to change in plan co-payment and
coinsurance levels for certain retirees for medical benefits. The benefit obligation for other postretirement benefits increased by $13
million in 2004 for changes in the substantive plan made to medical, dental and life insurance benefits. There was an increase in
cost of $11 million related to cost sharing changes for certain retirees for medical benefits. There was also an increase in cost of $2
million associated with providing Prudential Financial benefits to employees of CIGNA Life that were brought into Prudential
Financial postretirement plans reflected at the January 1, 2004 remeasurement with credit for prior service.

Net periodic (benefit) cost included in “General and administrative expenses” in the Company’s Consolidated Statements of
Operations for the years ended December 31, includes the following components:

Other Postretirement
Pension Benefits Benefits

2005 2004 2003 2005 2004 2003

(in millions)
Components of net periodic (benefit) cost

SEIVICE COSE o vttt ettt $ 164 $ 147 $ 180 $ 11 $ 10 $ 14
INEETESE COSE . o ottt et e e 415 416 444 143 148 152
Expected return on plan @ssets . .. .. .. ...ttt e (796) (831) (839) (80) (81) (83)
Amortization of transition amount . . ............... .ttt — (23) (106) 1 1 3
Amortization of Prior SErVICE COSt . ... vttt ettt et e 25 25 29 ()] 7 (1)
Amortization of actuarial (gain) loss,net .. .......... ... .. 23 23 14 36 28 10
SEtCMENLS . . o . ottt 3 — 16 2 — —
Curtailments . . .. ... — — 31 — — —
Contractual termination benefits . .......... .. .. ... ... .. . . . .. — (1) — — — —
Special termination benefits .. ....... .. .. L 10 — 61 — — 1
Net periodic (benefit) COSt . ... . ...t $(156)  $(244)  $(170)  $108 $ 99 $ 96

Certain employees in 2005 were provided special termination benefits under non-qualified plans in the form of unreduced early
retirement benefits as a result of their involuntary termination. Certain employees were provided special termination benefits in
conjunction with their termination of employment related to the Wachovia Securities and Prudential Property and Casualty
transactions in 2003, which include the cost of vesting plan participants, accruing benefits until year-end, crediting service for
vesting purposes and certain early retirement subsidies.

The increase in the minimum liability included in “Accumulated other comprehensive income” as of September 30, 2005 and
September 30, 2004 is as follows:

Other Postretirement

Pension Benefits Benefits
2005 2004 2005 2004
(in millions)
Increase in minimum liability included in other comprehensive income . ................. $168 $33 $— $—
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The assumptions as of September 30, used by the Company to calculate the domestic benefit obligations as of that date and to
determine the benefit cost in the year are as follows:

Pension Benefits Other Postretirement Benefits
2005 2004 2003 2005 2004 2003

Weighted-average assumptions
Discount rate (beginning of period) ................ ... ... .. 575% 5.75%  6.50% 5.50% 5.75% 6.50%
Discount rate (end of period) . ......... ... ... . i 550% 5.75% 5.75% 5.50% 5.50% 5.75%
Rate of increase in compensation levels (beginning of period) . .. .. 4.50% 4.50% 4.50% 4.50% 4.50% 4.50%
Rate of increase in compensation levels (end of period) .......... 4.50% 4.50% 4.50% 4.50% 4.50% 4.50%
Expected return on plan assets (beginning of period) ............ 8.50% 8.75% 8.75% 8.25% 7.75% 7.75%
Health care cost trend rates (beginning of period) . .............. — — — 5.44-10.00% 6.05-10.00% 6.40-10.00%
Health care cost trend rates (end of period) . ................... — — — 5.09-9.06% 5.44-10.00% 6.05-10.00%
For 2005, 2004 and 2003, the ultimate health care cost trend rate

after gradual decrease until: 2009, 2009, 2007 (beginning of

PEIIOA) . vttt — — — 5.00% 5.00% 5.00%
For 2005, 2004 and 2003, the ultimate health care cost trend rate

after gradual decrease until: 2009, 2009, 2007 (end of period) . . . — — — 5.00% 5.00% 5.00%

The domestic discount rate used to value the pension and postretirement benefit obligations is based upon rates commensurate
with current yields on high quality corporate bonds. The first step in determining the discount rate is the compilation of
approximately 550 to 600 Aa-graded bonds across the full range of maturities. Since yields can vary widely at each maturity point,
we generally avoid using the highest and lowest yielding bonds at the maturity points, so as to avoid relying on bonds that might be
mispriced or misgraded. This refinement process generally results in having a distribution from the 10th to 90th percentile. A spot
yield curve is developed from this data that is then used to determine the present value of the expected disbursements associated
with the pension and postretirement obligations, respectively. This results in the present value for each respective benefit obligation.
A single discount rate is calculated that results in the same present value. The rate is then rounded to the nearest 25 basis points.

The pension and postretirement expected long term rates of return for 2005 were determined based upon an approach that
considered an expectation of the allocation of plan assets during the measurement period of 2005. Expected returns are estimated by
asset class as noted in the discussion of investment policies and strategies below. The expected returns by asset class contemplate
the risk free interest rate environment as of the measurement date and then add a risk premium. The risk premium is a range of
percentages and is based upon historical information and other factors such as expected reinvestment returns and asset manager
performance.

The Company applied the same approach to the determination of the expected long term rate of return in 2006. The expected
long term rate of return for 2006 is 8.00% and 9.25%, respectively, for the pension and postretirement plans.

The Company, with respect to pension benefits, uses market related value to determine the components of net periodic benefit
cost. Market related value is a measure of asset value that reflects the difference between actual and expected return on assets over a
five year period.

The assumptions for foreign pension plans are based on local markets. There are no foreign postretirement plans.

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plan. A
one-percentage point increase and decrease in assumed health care cost trend rates would have the following effects:

Other Postretirement
Benefits

2005

(in millions)

One percentage point increase
Increase in total service and INLEIESE COSES . . ... vttt ittt e ettt et e e e e e e e e e e $ 12
Increase in postretirement benefit obligation . ........ ... ... . 172

One percentage point decrease
Decrease in total service and iNterest COSLS . . . ...ttt ittt et et e e e e e e e $ 11
Decrease in postretirement benefit obligation . ....... ... ... 149
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Pension and postretirement plan asset allocation as of September 30, 2005 and September 30, 2004, are as follows:

Pension Percentage Postretirement Percentage
of Plan Assets as of of Plan Assets as of
September 30 September 30

2005 2004 2005 2004
Asset category
ULS. StOCKS ottt 29% 41% 79% 58%
International StOCKS . . .. ..o 8% 12% 10% 6%
Bonds ... 51% 39% 7% 22%
Short-term INVEStMENES . . ... ..ottt ettt et et 0% 0% 3% 3%
Real EState . . .. oottt 6% 6% 1% 0%
Municipal Bonds .. ... . 0% 0% 0% 11%
L 1 1T 6% 2% 0% 0%
Total oo 100% 100% 100% 100%

The Company, for its domestic pension and postretirement plans, has developed guidelines for asset allocations. As of the
September 30, 2005 measurement date the range of target percentages are as follows:

Pension Investment Policy Postretirement Investment

Guidelines as of Policy Guidelines as of
September 30, 2005 September 30, 2005
Minimum Maximum Minimum Maximum

Asset category
U.S. StOCKS ottt 19% 34% 53% 98%
International Stocks . . ... ... 3% 9% 1% 13%
BONds . ..o 45% 64% 0% 21%
Short-term INVestments . ... ...ttt 0% 16% 0% 20%
ReEAl ESLate . . .o\ttt e e 0% 12% 0% 13%
Municipal Bonds ... ... 0% 0% 1% 1%
Other . ot 0% 12% 0% 0%

Management reviews its investment strategy on an annual basis.

The investment goal of the domestic pension plan assets is to generate an above benchmark return on a diversified portfolio of
stocks, bonds and real estate, while meeting the cash requirements for a pension obligation that includes a traditional formula
principally representing payments to annuitants and a cash balance formula that allows lump sum payments and annuity payments.
The pension plan risk management practices include guidelines for asset concentration, credit rating and liquidity. The pension plan
does not invest in leveraged derivatives. Derivatives such as futures contracts are used to reduce transaction costs and change asset

concentration.

The investment goal of the domestic postretirement plan assets is to generate an above benchmark return on a diversified
portfolio of stocks, bonds, real estate, short-term investments and municipal bonds, while meeting the cash requirements for the
postretirement obligations that includes a medical benefit including prescription drugs, a dental benefit and a life benefit. Stocks are
used to provide expected growth in assets deposited into the plan assets. Bonds provide liquidity and income. Real estate provides
for capital growth and income. Short-term investments provide liquidity and allow for defensive asset mixes. Municipal bonds
provide liquidity and tax efficient income, where appropriate. The postretirement plans risk management practices include
guidelines for asset concentration, credit rating, liquidity, and tax efficiency. The postretirement plan does not invest in leveraged
derivatives. Derivatives such as futures contracts are used to reduce transaction costs and change asset concentration.

There were no investments in Prudential Financial Common Stock as of September 30, 2005 or 2004 for either the pension or
postretirement plans. Pension plan assets of $8,201 million and $7,161 million are included in separate account assets and liabilities
as of September 30, 2005 and 2004, respectively.
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The expected benefit payments for the Company’s pension and postretirement plans for the years indicated are as follows:

Other
Postretirement

Other Benefits

Postretirement Subsidy

Pension Benefits Receipt

(in millions)

2000 ot e $ 473 $ 211 $ 17
2007 .+ 475 217 19
2008 e e 479 220 20
2000 i 494 218 21
2000 e 498 215 21
201 1-2005 2,647 1,007 115
TOtal .« .ttt $5,066 $2,088 $213

The Company anticipates that it will make cash contributions in 2006 of approximately $75 million to the pension plans and

approximately $140 million to the postretirement plans.

Postemployment Benefits

The Company accrues postemployment benefits primarily for health and life benefits provided to former or inactive employees
who are not retirees. The net accumulated liability for these benefits at December 31, 2005 and 2004 was $55 million and $62

million, respectively, and is included in “Other liabilities.”

Other Employee Benefits

The Company sponsors voluntary savings plans for 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 matching contributions
by the Company included in “General and administrative expenses” were $44 million, $52 million and $54 million for the years

ended December 31, 2005, 2004 and 2003, respectively.

17. INCOME TAXES

The components of income tax expense (benefit) for the years ended December 31, were as follows:

Current tax expense (benefit)
U S e

U S e
State and 10cal . .. ...
FOT N .t
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$(202)

2004

(in millions)

$497
23
81

601

54
(26)
326

354

$955

2003

$108
23
43

174

143
43
302

488
$662
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The Company’s actual income tax expense for the years ended December 31, differs from the expected amount computed by
applying the statutory federal income tax rate of 35% to income from continuing operations before income taxes, extraordinary gain
on acquisition and cumulative effect of accounting change for the following reasons:

2005 2004 2003
(in millions)

Expected federal inCOME taX EXPEISE . . .« « v vt vttt ettt ettt e et e e e e e e e e $1,565 $1,179 $694
Completion of IRS examination for the years 1997 to 2001 . ... ... ... i (720) — —
Non-taxable inVeStment iNCOME . . . .. ...ttt ettt e et ettt e et e e ettt et (185) (149) (72)
Valuation alloWance . . . ... ... i 76 24) 2)
Non-deductible EXPENSES . . . . ..ottt et e e 70 6 (12)
Repatriation of foreign earnings . .. ... ... ...ttt e 64 (29) 114
State and 10cal INCOME LAXES . . . . . oottt ettt e e e e e e e e e e e e e e e 22 ) 43
Disposition of SUbSIAIArIES . . ... ...t e — — (78)
OBNT .« o ot (23) (19) (25)
Total INCOME LAX EXPEISE . . . .t v v et ettt e e ettt e e ettt e e e e e e et e e e $ 869 $ 955 $662

Deferred tax assets and liabilities at December 31, resulted from the items listed in the following table:

2005 2004
(in millions)
Deferred tax assets

Policyholder dividends . .. . ... ... ..ot e $ 1,045 $ 1,207

INSUTANCE TESEIVES . . . o ittt ettt e et e e e e e e e e e e e e e e e 1,044 1,267
Net operating and capital 10ss carryforwards . ... ... ... ... 831 1,115
OET oot 1,627 1,788
Deferred tax assets before valuation alloWancCe ... ... ..... .. ...ttt 4,547 5,377
Valuation allOWANCE . .. . ...ttt ettt et e e e e e (676) 677)
Deferred tax assets after valuation alloWance . .. ... ... ...ttt e 3,871 4,700

Deferred tax liabilities

Net unrealized INVESIMENt ZAINS . . ... oottt ettt ettt et e et e e e et et e e e e e e e 2,450 2,951

Deferred policy aCqUiSItION COSES . . . oo v vttt ettt et e et e e e e e e e e e e e e e e 2,418 2,250
Employee Denefits . . ... ... 389 368
OHReT . . 767 946
Deferred tax Habilities . . . .. ... e e 6,024 6,515
Net deferred tax Hability ... .. ... ... ... $(2,153)  $(1,815)

Management believes that based on its historical pattern of taxable income, the Company will produce sufficient income in the
future to realize its deferred tax assets after valuation allowance. A valuation allowance has been recorded primarily related to tax
benefits associated with foreign operations and state and local deferred tax assets. The valuation allowance as of December 31, 2005
and 2004, respectively, includes $152 million and $16 million recorded in connection with Prudential Securities Group Inc. state
deferred tax assets and $336 million and $443 million recorded in connection with the acquisition of Hyundai.

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. At December 31, 2005 and 2004, respectively, the Company had federal net operating and
capital loss carryforwards of $873 million and $874 million, which expire between 2007 and 2024. At December 31, 2005 and
2004, respectively, the Company had state operating and capital loss carryforwards for tax purposes approximating $2,765 million
and $2,655 million, which expire between 2007 and 2025. At December 31, 2005 and 2004, respectively, the Company had foreign
operating loss carryforwards for tax purposes approximating $1,321 million and $2,090 million, $1,292 million of which expires
between 2006 and 2012 and $29 million of which have an unlimited carryforward.

During the third quarter of 2004, the Company completed a review of its deferred tax accounts relating to Gibraltar Life that
identified a miscalculation of deferred tax assets before valuation allowance. As a result, deferred tax assets before valuation
allowance at April 1, 2001 (Gibraltar Life’s acquisition date) have been increased by approximately $130 million. Analysis of the
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recoverability of these tax benefits as of the same date caused the Company to record a valuation allowance in a substantially
equivalent amount, resulting in no material change in net deferred tax assets as of that date.

The Company previously had not provided U.S. income taxes on unremitted foreign earnings of its non-U.S. operations
because such earnings had been considered to be permanently reinvested in such operations. During 2003, the Company determined
that earnings from companies in high tax jurisdictions will be repatriated to the U.S. Accordingly, earnings from its Japanese
insurance operations and German investment management subsidiaries are no longer considered permanently reinvested. The U.S.
income tax benefit of $14 million associated with the assumed repatriation of 2005 earnings has been recognized. During 2005, the
Company determined that historical earnings of its Canadian operations are no longer considered permanently reinvested and will
be available for repatriation to the U.S. The U.S. income tax expense of $69 million associated with the repatriation of the Canadian
operations’ earnings has been recognized. The Company has undistributed earnings of foreign subsidiaries, other than its Japanese
insurance operations, German investment management subsidiaries and Canadian operations, of $1,018 million and $862 million at
December 31, 2005 and 2004, respectively, for which deferred taxes have not been provided. Such earnings are considered
permanently invested in the foreign subsidiaries. Determining the tax liability that would arise if these earnings were remitted is not
practicable.

On October 22, 2004, the American Jobs Creation Act (“the AJCA”) was signed into law. The AJCA includes a deduction of
85% of certain foreign earnings that are repatriated, as defined in the AJCA. During 2005, the Company evaluated the effects of the
repatriation provision and repatriated earnings of approximately $160 million from foreign operations under the AJCA, for which
the Company recorded income tax expense of $9 million.

On January 26, 2006, the Internal Revenue Service (“IRS”) officially closed the audit of the Company’s consolidated federal
income tax returns for the 1997 to 2001 periods. As a result of certain favorable resolutions, the Company’s consolidated statement
of operations for the year ended December 31, 2005 includes an income tax benefit of $720 million, reflecting a reduction in the
Company’s liability for income taxes. The Company’s consolidated federal income tax returns for the 2002 and 2003 periods are
currently under examination.

18. 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 19 for a discussion of derivative instruments.

Fixed Maturities

The fair values of public fixed maturity securities are based on quoted market prices or estimates from independent pricing
services. However, for investments in private placement fixed maturity securities, this information is not available. For these private
fixed maturities, the fair value is determined typically by using a discounted cash flow model, which relies 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 things, the credit quality of the issuer and the reduced liquidity associated with private placements.
Historically, changes in estimated future cash flows or the assessment of an issuer’s credit quality have been the more significant
factors in determining fair values.

Commercial Loans

The fair value of commercial loans, other than those held by the Company’s commercial mortgage operations, is primarily
based upon the present value of the expected future cash flows discounted at the appropriate U.S. Treasury rate or Japanese
Government Bond rate for yen based loans, adjusted for the current market spread for similar quality loans.
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The fair value of commercial loans held by the Company’s commercial mortgage operations is based upon various factors,
including the terms of the loans, the intended exit strategy for the loans based upon either a securitization pricing model or
commitments from investors, prevailing interest rates, and credit risk.

Policy Loans

The fair value of U.S. insurance policy loans is calculated using a discounted cash flow model based upon current U.S.
Treasury rates and historical loan repayment patterns, while Japanese insurance policy loans use the risk-free proxy based on the
Yen LIBOR. For group corporate- and trust-owned life insurance contracts and group universal life contracts, the fair value of the
policy loans is the amount due on demand as of the reporting date.

Investment Contracts

For guaranteed investment contracts, payout annuities and other similar contracts without life contingencies, fair values are
derived using discounted projected cash flows based on interest rates being offered for similar contracts with maturities consistent
with those of the contracts being valued. For individual deferred annuities and other deposit liabilities, carrying value approximates
fair value. Investment contracts are reflected within “Policyholders’ account balances.”

Debt

The fair value of short-term and long-term debt is derived by using discount rates based on the borrowing rates currently
available to the Company for debt and financial instruments with similar terms and remaining maturities.

The carrying amount approximates or equals fair value for the following instruments: fixed maturities classified as available
for sale, equity securities, short-term investments, cash and cash equivalents, restricted cash and securities, separate account assets
and liabilities, trading account assets supporting insurance liabilities, other trading account assets, broker-dealer related receivables
and payables, securities purchased under agreements to resell, securities sold under agreements to repurchase, cash collateral for
loaned securities, and securities sold but not yet purchased. The following table discloses the Company’s financial instruments
where the carrying amounts and fair values differ at December 31,

2005 2004
Carrying Fair Carrying Fair
Amount Value Amount Value
(in millions)
Fixed maturities, held t0 Maturity . .............ouuurreeei e $ 3,362 $ 3,345 $ 2,747 $ 2,765
Commercial Ioans . . ... ...... ..t 24,441 25,095 25,488 26,655
POLICY 10ANS . . . ottt 8,370 9,416 8,373 9,794
INVEStMENt CONIACES . . . . o\ttt et et et e e et e e et et e e e 64,688 64,708 65,949 66,444
Short-term and long-term debt .. ..... ... . ... 19,384 19,845 11,671 12,271
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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 specifically 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. Cash is paid or
received based on the terms of the swap. 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 and options are used by the Company to reduce market 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 designated
classes of 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 and options with regulated futures commissions merchants who
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. This strategy protects against the risk that
cash flow requirements may necessitate liquidation of investments at unfavorable prices resulting from increases in interest rates.
This strategy can be a more cost effective way of temporarily reducing the Company’s exposure to a market decline than selling
fixed income securities and purchasing a similar portfolio when such a decline is believed to be over.

Currency derivatives, including exchange-traded currency futures and options, currency forwards and currency swaps, are used
by the Company to reduce market 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. The Company also uses currency forwards to hedge
the currency risk associated with net investments in foreign operations and anticipated earnings of its foreign operations.

Under currency forwards, the Company agrees with other parties to deliver a specified amount of an identified currency at a
specified future date. Typically, the price is agreed upon at the time of the contract and payment for such a contract is made at the
specified future date. As noted above, the Company uses currency forwards to mitigate the risk that unfavorable changes in
currency exchange rates will reduce U.S. dollar equivalent earnings generated by certain of its non-U.S. businesses, primarily its
international insurance and investment operations. The Company executes forward sales of the hedged currency in exchange for
U.S. dollars at a specified exchange rate. The maturities of these forwards correspond with the future periods in which the non-U.S.
earnings are expected to be generated. These contracts do not qualify for hedge accounting.

Under currency swaps, the Company agrees with other parties to exchange, at specified intervals, the difference between one
currency and another at a forward 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
single name credit default derivatives, this premium or credit spread generally corresponds to the difference between the yield on
the referenced name’s public fixed maturity cash instruments and swap rates, at the time the agreement is executed. 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. See Note 21 for a discussion of guarantees related to these credit derivatives. In addition to
selling credit protection, in limited instances the Company has purchased credit protection using credit derivatives in order to hedge
specific credit exposures in our investment portfolio.
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Forward contracts are used by the Company to manage market risks relating to interest rates. The Company also uses “to be
announced” (“TBA”) forward contracts to gain exposure to the investment risk and return of mortgage-backed securities. TBA
transactions can help the Company to achieve better diversification and to enhance the return on its investment portfolio. TBAs
provide a more liquid and cost effective method of achieving these goals than purchasing or selling individual mortgage-backed
pools. Typically, the price is agreed upon at the time of the contract and payment for such a contract is made at a specified future
date.

When the Company has cash flows that it has allocated for investment in equity securities or plans to sell investments in equity
securities, it may enter into equity derivatives as a temporary hedge against an increase or decrease in the price of the securities it
intends to purchase or sell. These hedges are intended to permit such investment transactions to be executed with less adverse
market impacts. The Company also uses equity-based derivatives to hedge the equity risks embedded in some of its annuity
products.

Embedded Derivatives

As described in Note 8, the Company sells variable annuity products which contain embedded derivatives. 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 pricing 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.

Cash Flow, Fair Value and Net Investment Hedges

The primary derivative instruments used by the Company in its fair value, cash flow, and net investment hedge accounting
relationships are interest rate swaps, currency swaps and currency forwards. As noted above, these instruments are only designated
for hedge accounting in instances where the appropriate criteria are met. The Company does not use futures, options, credit or
equity derivatives in any of its fair value, cash flow or net investment hedge accounting relationships.

The ineffective portion of derivatives accounted for using hedge accounting in the years ended December 31, 2005, 2004 and
2003 was not material to the results of operations of the Company. In addition, there were no instances in which the Company
discontinued cash flow hedge accounting because the forecasted transaction did not occur by the anticipated date or within the
additional time period permitted by SFAS No. 133.

Presented below is a roll forward of current period cash flow hedges in “Accumulated other comprehensive income (loss)”
before taxes:

(in millions)

Balance, December 31, 2002 .. ..ot $ 3
Net deferred losses on cash flow hedges from January 1 to December 31,2003 . ....... ... ... ... ... iiiiiinn... (90)
Amount reclassified into current period @arnings . ... ... ... ...t (18)
Balance, December 31, 2003 . .. .. (111)
Net deferred losses on cash flow hedges from January 1 to December 31,2004 .. ....... ... ... . ... .. i, (146)
Amount reclassified into current period €arnings . . ... . ... ...ttt e 47

Balance, December 31, 2004 . .. ... (210)
Net deferred gains on cash flow hedges from January 1 to December 31,2005 ...... ... ... . .. 116

Amount reclassified into current period €arnings . . ... .. ... ...ttt (28)
Balance, December 31, 2005 . . ..ot $(122)
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It is anticipated that a pre-tax loss of approximately $15 million will be reclassified from “Accumulated other comprehensive
income (loss)” to earnings during the year ended December 31, 2006, offset by amounts pertaining to the hedged items. As of
December 31, 2005, the Company does not have any cash flow hedges of forecasted transactions other than those related to the
variability of the payment or receipt of interest or foreign currency amounts on existing financial instruments. The maximum length
of time for which these variable cash flows are hedged is 18 years. Income amounts deferred in “Accumulated other comprehensive
income (loss)” as a result of cash flow hedges are included in “Net unrealized investment gains (losses)” in the Consolidated
Statements of Stockholders’ Equity.

For effective net investment hedges, the amounts, before applicable taxes, recorded in the cumulative translation adjustment
account within “Accumulated other comprehensive income (loss)” were gains of $34 million in 2005, losses of $147 million in
2004 and losses of $84 million in 2003.

For the years ended December 31, 2005, 2004 and 2003, there were no derivative reclassifications to earnings due to hedged
firm commitments no longer deemed probable or due to hedged forecasted transactions that had not occurred by the end of the
originally specified time period.

Credit Risk

The Company is exposed to credit-related losses in the event of nonperformance by counterparties to derivative financial
instruments. Generally, the current credit exposure of the Company’s derivative contracts is limited to the fair value at the reporting
date. The credit exposure of the Company’s over-the-counter derivative transactions is represented by the fair value (market value)
of contracts with a positive fair value (market value) at the reporting date. Because exchange-traded futures and options are effected
through regulated exchanges, and positions are settled on a daily basis, the Company has little exposure to credit-related losses in
the event of nonperformance by counterparties to such financial instruments.

The Company manages credit risk by entering into transactions with creditworthy counterparties and obtaining collateral where
appropriate and customary. In addition, the Company enters into over-the-counter swaps pursuant to master agreements that provide
for a single net payment to be made by one counterparty to another at each due date and upon termination. Likewise, the Company
effects exchange-traded futures and options through regulated exchanges and these positions are settled on a daily basis.

20. SEGMENT INFORMATION

Segments

The Company has organized its principal operations into the Financial Services Businesses and the Closed Block Business.
Within the Financial Services Businesses, the Company operates through three divisions, which together encompass seven
reportable segments. Businesses that are not sufficiently material to warrant separate disclosure and businesses to be divested are
included in Corporate and Other operations. Collectively, the businesses that comprise the three operating divisions and Corporate
and Other are referred to as the Financial Services Businesses.

Insurance Division. The Insurance division consists of the Individual Life and Annuities and Group Insurance segments. The
Individual Life and Annuities segment manufactures and distributes individual variable life, term life, universal life,
non-participating whole life insurance, and variable and fixed annuity products, primarily to the U.S. mass market and mass affluent
market. The Group Insurance segment manufactures and distributes a full range of group life, long-term and short-term group
disability, long-term care and corporate-owned and trust-owned life insurance products in the U.S. to institutional clients primarily
for use in connection with employee and membership benefit plans.

Investment Division. The Investment division consists of the Asset Management, Financial Advisory and Retirement
segments. The Asset Management segment provides a broad array of investment management and advisory services, mutual funds
and other structured products. These products and services are marketed and provided to the public and private marketplace in
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addition to other segments of the Company. The Financial Advisory segment includes, effective July 1, 2003, the Company’s
investment in Wachovia Securities. This segment also includes the equity sales, trading and research operations. The Retirement
segment manufactures and distributes products and provides administrative services for qualified and non-qualified retirement plans
and offers guaranteed investment contracts, funding agreements, institutional and retail notes, structured settlement annuities and
group annuities.

International Insurance and Investments Division. The International Insurance and Investments division consists of the
International Insurance and International Investments segments. The International Insurance segment manufactures and distributes
individual life insurance products to the mass affluent and affluent markets in Japan, Korea and other foreign countries through Life
Planners. In addition, similar products are offered to the broad middle income market across Japan through Life Advisors, the
proprietary distribution channel of the Company’s Gibraltar Life operations. The International Investments segment offers
proprietary and non-proprietary asset management, investment advice and services to retail and institutional clients in selected
international markets.

Corporate and Other. Corporate and Other includes corporate operations that are not allocated to business segments and the
real estate and relocation services operations, as well as divested businesses. Corporate operations consist primarily of
(1) corporate-level income and expenses, after allocation to any business segments, including income from the Company’s qualified
pension plans and investment returns on capital not deployed in any segments; (2) returns from investments not allocated to any
business segments, including a debt-financed investment portfolio, and transactions with other segments and consolidating
adjustments; and (3) wind-down businesses which include certain individual life insurance polices assumed under reinsurance and
individual health insurance. The divested businesses consist primarily of Canadian operations, property and casualty insurance
businesses, Prudential Securities capital markets and Gibraltar Casualty Company.

Closed Block Business. The Closed Block Business, which is managed separately from the Financial Services Businesses,
was established on the date of demutualization. It includes the Closed Block (as discussed in Note 9); assets held outside the Closed
Block necessary to meet insurance regulatory capital requirements related to products included within the Closed Block; deferred
policy acquisition costs related to the Closed Block policies; the principal amount of the IHC debt (as discussed in Note 11) and
certain related assets and liabilities.

Segment Accounting Policies. The accounting policies of the segments are the same as those described in Note 2. Results for
each segment include earnings on attributed equity established at a level which management considers necessary to support each
segment’s risks. Operating expenses specifically identifiable to a particular segment are allocated to that segment as incurred.
Operating expenses not identifiable to a specific segment that are incurred in connection with the generation of segment revenues
are generally allocated based upon the segment’s historical percentage of general and administrative expenses.

Adjusted Operating Income

In managing the Financial Services Businesses, the Company analyzes the operating performance of each segment using
“adjusted operating income.” Adjusted operating income does not equate to “income from continuing operations before income
taxes, extraordinary gain on acquisition and cumulative effect of accounting change” or “net income” as determined in accordance
with U.S. GAAP but is the measure of segment profit or loss used by the Company to evaluate segment performance and allocate
resources, and, consistent with SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information,” is the
measure of segment performance presented below.

Adjusted operating income is calculated by adjusting each segment’s “income from continuing operations before income taxes,
extraordinary gain on acquisition and cumulative effect of accounting change” to exclude the following items, which are described
in greater detail below:

* realized investment gains (losses), net, except as indicated below, and related charges and adjustments;
* net investment gains and losses on trading account assets supporting insurance liabilities and changes in experience-rated

contractholder liabilities due to asset value changes; and
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 the contribution to income/loss of divested businesses that have been or will be sold or exited but that did not qualify for
“discontinued operations” accounting treatment under U.S. GAAP.

The excluded items are important to an understanding of overall results of operations. Adjusted operating income is not a
substitute for income determined in accordance with U.S. GAAP, and the Company’s definition of adjusted operating income may
differ from that used by other companies. However, the Company believes that the presentation of adjusted operating income as
measured for management purposes enhances the understanding of results of operations by highlighting the results from ongoing
operations and the underlying profitability factors of the Financial Services Businesses.

Realized investment gains (losses), net, and related charges and adjustments. Adjusted operating income excludes realized
investment gains (losses), net, except as indicated below. A significant element of realized losses is impairments and losses from
sales of credit-impaired securities, the timing of which depends largely on market credit cycles and can vary considerably across
periods. The timing of other sales that would result in gains or losses is largely subject to the Company’s discretion and influenced
by market opportunities. Trends in the underlying profitability of the Company’s businesses can be more clearly identified without
the fluctuating effects of these transactions.

Charges that relate to realized investment gains (losses), net, are also excluded from adjusted operating income. The related
charges, which are offset against net realized investment gains and losses in the schedules below, relate to policyholder dividends;
amortization of deferred policy acquisition costs, VOBA and unearned revenue reserves; interest credited to policyholders’ account
balances; reserves for future policy benefits; payments associated with the market value adjustment features related to certain of the
annuity products we sell; and minority interest in consolidated operating subsidiaries. The related charges associated with
policyholder dividends include a percentage of net realized investment gains on specified Gibraltar Life assets that is required to be
paid as dividends to Gibraltar Life policyholders. Deferred policy acquisition costs, VOBA and unearned revenue reserves for
certain products are amortized based on estimated gross profits, which include net realized investment gains and losses on the
underlying invested assets. The related charge for these items represent the portion of this amortization associated with net realized
investment gains and losses. The related charges for interest credited to policyholders’ account balances relate to certain group life
policies that pass back certain realized investment gains and losses to the policyholder. The reserves for certain policies are adjusted
when cash flows related to these policies are affected by net realized investment gains and losses, and the related charge for reserves
for future policy benefits represents that adjustment. Certain of our annuity products contain a market value adjustment feature that
requires us to pay to the contractholder or entitles us to receive from the contractholder, upon surrender, a market value adjustment
based on the crediting rates on the contract surrendered compared to crediting rates on newly issued contracts or based on an index
rate at the time of purchase compared to an index rate at time of surrender, as applicable. These payments mitigate the net realized
investment gains or losses incurred upon the disposition of the underlying invested assets. The related charge represents the
payments or receipts associated with these market value adjustment features. Minority interest expense is recorded for the earnings
of consolidated subsidiaries owed to minority investors. The related charge for minority interest in consolidated operating
subsidiaries represents the portion of these earnings associated with net realized investment gains and losses.

Adjustments to “Realized investment gains (losses), net,” for purposes of calculating adjusted operating income, include the
following:

Gains and losses pertaining to derivative contracts that do not qualify for hedge accounting treatment, other than derivatives
used in the Company’s capacity as a broker or dealer, are included in “Realized investment gains (losses), net.” This includes
mark-to-market adjustments of open contracts as well as periodic settlements. As discussed further below, adjusted operating
income includes a portion of realized gains and losses pertaining to certain derivative contracts.

Adjusted operating income of the International Insurance and International Investments segments reflect the impact of an
intercompany arrangement with Corporate and Other operations pursuant to which the segments’ results of operations in all
countries for a particular year, including its interim reporting periods, are translated at fixed currency exchange rates. The fixed
rates are determined in connection with a currency hedging program designed to mitigate the risk that unfavorable rate changes will
reduce the segments’ U.S. dollar equivalent earnings. Pursuant to this program, the Company’s Corporate and Other operations
execute forward sale contracts with third parties in the hedged currency in exchange for U.S. dollars at a specified exchange rate.
The maturities of these contracts correspond with the future periods in which the non-U.S. earnings are expected to be generated.
These contracts do not qualify for hedge accounting under U.S. GAAP and, as noted above, all resulting profits or losses from such
contracts are included in “Realized investment gains (losses), net.”” When the contracts are terminated in the same period that the
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expected earnings emerge, the resulting positive or negative cash flow effect is included in adjusted operating income (losses of $55
million, $84 million and $51 million for the years ended December 31, 2005, 2004 and 2003, respectively). As of December 31,
2005 and 2004, the fair value of open contracts used for this purpose was a net asset of $110 million and net liability of $230
million, respectively.

The Company uses interest and currency swaps and other derivatives to manage interest and currency exchange rate exposures
arising from mismatches between assets and liabilities, including duration mismatches. For the derivative contracts that do not
qualify for hedge accounting treatment, mark-to-market adjustments of open contracts as well as periodic settlements are included
in “Realized investment gains (losses), net.” However, the periodic swap settlements, as well as other derivative related yield
adjustments, are included in adjusted operating income to reflect the after-hedge yield of the underlying investments. Adjusted
operating income includes gains of $54 million, $14 million and $51 million for the years ended December 31, 2005, 2004 and
2003, respectively, due to periodic settlements and yield adjustments of such contracts.

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 that are marked to market through “Realized investment gains
(losses), net,” based upon the change in value of the underlying portfolio. Adjusted operating income includes a portion of the
cumulative realized investment gains on these embedded derivatives on an amortizing basis over the remaining life of the securities.
However, adjusted operating income includes any cumulative realized investment losses immediately. Adjusted operating income
includes losses of $11 million for the year ended December 31, 2005 related to these embedded derivatives. There were no
adjustments for the years ended December 31, 2004 and 2003.

Adjustments are also made for the purposes of calculating adjusted operating income for the following items:

Within the Company’s Asset Management segment, its commercial mortgage operations originate loans for sale, including
through securitization transactions. The “Realized investment gains (losses), net” associated with these loans, including related
derivative results and retained mortgage servicing rights, are a principal source of earnings for this business and are included in
adjusted operating income. Also within the Company’s Asset Management segment, its proprietary investing business makes
investments for sale or syndication to other investors or for placement or co-investment in the Company’s managed funds and
structured products. The ‘“Realized investment gains (losses), net” associated with the sale of these proprietary investments are a
principal source of earnings for this business and are included in adjusted operating income. In addition, “Realized gains (losses),
net” from derivatives used to hedge certain foreign currency-denominated proprietary investments are included in adjusted
operating income. Net realized investment gains of $108 million, $72 million and $110 million related to these businesses were
included in adjusted operating income for the years ended December 31, 2005, 2004 and 2003, respectively.

The Company’s Japanese insurance operations invest in “reverse dual currency” fixed maturities and loans, which pay interest
in U.S. dollars, while the principal is payable in Japanese Yen. For fixed maturities that are categorized as held to maturity, and
loans where the Company’s intent is to hold them to maturity, the change in value related to foreign currency fluctuations associated
with the U.S. dollar interest payments is recorded in “Asset management fees and other income.” Since these investments will be
held until maturity, the foreign exchange impact will ultimately be realized as net investment income as earned and therefore the
impact of currency fluctuations is excluded from current period adjusted operating income. This change in value related to foreign
currency fluctuations recorded within “Asset management fees and other income” is excluded from adjusted operating income as an
adjustment to “Realized investment gains (losses), net,” and was an increase of $16 million for the year ended December 31, 2005.
There were no adjustments for the years ended December 31, 2004 and 2003.

As part of the acquisition of CIGNA’s retirement business, the Company entered into reinsurance agreements with CIGNA,
including a modified-coinsurance-with-assumption arrangement that applies to the defined benefit guaranteed-cost contracts
acquired. The net results of these contracts are recorded in “Asset management fees and other income,” as a result of the reinsurance
arrangement, and such net results include realized investment gains and losses. These realized investment gains and losses are
excluded from adjusted operating income as an adjustment to “Realized investment gains (losses), net.” Net realized investment
gains of $13 million and $1 million were excluded for the years ended December 31, 2005 and 2004, respectively. There were no
adjustments for the year ended December 31, 2003.
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Investment gains and losses on trading account assets supporting insurance liabilities and changes in experience-rated
contractholder liabilities due to asset value changes. Certain products included in the retirement business acquired from CIGNA,
as well as certain products included in the International Insurance segment, are experience-rated in that investment results
associated with these products will ultimately accrue to contractholders. The investments supporting these experience-rated
products, excluding mortgage loans, are classified as trading. These trading investments are reflected on the statements of financial
position as “Trading account assets supporting insurance liabilities, at fair value.” Realized and unrealized gains and losses for these
investments are reported in “Asset management fees and other income.” Investment income for these investments is reported in
“Net investment income.” Mortgage loans that support these experience-rated products are carried at unpaid principal, net of
unamortized discounts and an allowance for losses, and are reflected on the statements of financial position as “Commercial loans.”

Adjusted operating income excludes net investment gains and losses on trading account assets supporting insurance liabilities.
This is consistent with the exclusion of realized investment gains and losses with respect to other investments supporting insurance
liabilities managed on a consistent basis, as discussed above. In addition, to be consistent with the historical treatment of charges
related to realized gains and losses on available for sale securities, adjusted operating income also excludes the change in
contractholder liabilities due to asset value changes in the pool of investments (including mortgage loans) supporting these
experience-rated contracts, which are reflected in “Interest credited to policyholders’ account balances.” The result of this approach
is that adjusted operating income for these products includes only net fee revenue and interest spread the Company earns on these
experience-rated contracts, and excludes changes in fair value of the pool of investments, both realized and unrealized, that accrue
to the contractholders.

Divested businesses. The contribution to income/loss of divested businesses that have been or will be sold or exited, but that
did not qualify for “discontinued operations” accounting treatment under U.S. GAAP, are excluded from adjusted operating income
as the results of divested businesses are not relevant to understanding the Company’s ongoing operating results.
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The summary below reconciles adjusted operating income to income from continuing operations before income taxes,

extraordinary gain on acquisition and cumulative effect of accounting change:

Adjusted Operating Income before income taxes for Financial Services Businesses by Segment:
Individual Life and Annuities
Group Insurance

Total Insurance Division

Asset Management
Financial Advisory
Retirement

Total Investment Division

International INSUTANCE . . .. .. .ottt et et e e e e e e e e e e e e
International Investments

Total International Insurance and Investments Division

Corporate OPETAtIONS . . ... vttt ettt et ettt et e et e e e e e e e e e e
Real Estate and Relocation Services

Total Corporate and Other

Adjusted Operating Income before income taxes for Financial Services Businesses

Items excluded from Adjusted Operating Income:
Realized investment gains (losses), net, and related adjustments
Charges related to realized investment gains (I0SSES), NEL . .. ... ..ottt e e
Investment gains (losses) on trading account assets supporting insurance liabilities, net
Change in experience-rated contractholder liabilities due to asset value changes
Divested businesses

Income from continuing operations before income taxes, extraordinary gain on acquisition and cumulative effect of accounting
change for Financial Services Businesses

Income from continuing operations before income taxes, extraordinary gain on acquisition and cumulative effect of accounting
change for Closed Block Business

Income from continuing operations before income taxes, extraordinary gain on acquisition and cumulative effect of accounting
change

Years Ended
December 31,
2005 2004 2003
(in millions)
$1,003 $ 817 $ 619
224 174 169
1,227 991 788
464 266 208
(255) (245) (111)
498 334 192
707 355 289
1,310 917 819
110 86 (10)
1,420 1,003 809
93 66 21
105 101 63
198 167 84
3,552 2,516 1,970
672 82 (156)
(108) (58) (43)
(33) (55) —
(44) 1 —
(50) (33) (158)
3,989 2,453 1,613
482 915 370
$4,471  $3,368 $1,983

The Individual Life and Annuities segment results reflect deferred policy acquisition costs as if the individual annuity business
were a stand-alone operation. The elimination of intersegment costs capitalized in accordance with this policy is included in

consolidating adjustments within Corporate and Other operations.
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The summary below presents certain financial information for the Company’s reportable segments:

Year ended December 31, 2005

Interest Amortization
Credited to of Deferred
Net Policyholders’ Policy
Investment Policyholders’ Account Dividends to Interest Acquisition
Revenues Income Benefits Balances Policyholders Expense Costs

(in millions)
Financial Services Businesses:

Individual Life and Annuities . ................ $ 4,008 $ 1,118 $ 809 $ 514 $ 19 $ 96 $ 542
Group Insurance ............... oo, 4,200 593 3,214 201 — 15 3
Total Insurance Division ................. 8,208 1,711 4,023 715 19 111 545
Asset Management ....................o.... 1,696 105 — — — 16 33
Financial Advisory ......................... 453 10 — — — — —
Retirement ............. ..., 4,025 3,050 1,049 1,633 — 99 21
Total Investment Division . ............... 6,174 3,165 1,049 1,633 — 115 54
International Insurance ...................... 7,595 1,299 4,700 207 89 20 390
International Investments . ................... 486 25 — — 2 —

Total International Insurance and Investments

Division ........... ... i 8,081 1,324 4,700 207 89 22 390
Corporate Operations . ...................... 233 579 63 39) _— E ?)
Real Estate and Relocation Services . ........... 332 31 — — — — —

Total Corporate and Other ............... 565 610 63 39) _— E ?)
Total .. 23,028 6,810 9,835 2,516 m % m

Items excluded from adjusted operating income:
Realized investment gains (losses), net, and related

adjustments . ........... i 672 — — — — — —
Charges related to realized investment gains (losses),

DEL .« ettt ©) — 7 2 89 — 4
Investment gains (losses) on trading account assets

supporting insurance liabilities, net . .............. (33) — — — — — —
Change in experience-rated contractholder liabilities

due to asset value changes .. .................... — — — 44 — — —
Divested businesses .. ..............oooiiiiin... 24 29 5 — 10 1 —

Total Financial Services Businesses ........ 23,682 6,839 9,847 2,562 207 569 914

Closed Block Business .......................... 8,026 3,721 3,993 137 2,653 192 99
Total per Consolidated Financial Statements . ........ $31,708 $10,560 $13,840 $2,699 $2,860 $761 $1,013
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Year ended December 31, 2004

Interest Amortization
Credited to of Deferred
Net Policyholders’ Policy
Investment Policyholders’ Account Dividends to Interest Acquisition
Revenues Income Benefits Balances Policyholders Expense Costs

(in millions)
Financial Services Businesses:

Individual Life and Annuities ................. $ 3,681 $1,011 $ 822 $ 523 $ 18 $ 24 $399
Group Insurance ................c.oiiia.. 3,892 561 2,930 210 — 8 4
Total Insurance Division ................. 7,573 1,572 3,752 733 18 32 403
Asset Management ......................... 1,464 87 — — — 11 43
Financial Advisory ......................... 318 2 — — — — —
Retirement ....................coieinn... 3,225 2,612 862 1,362 — 37 10
Total Investment Division . ............... 5,007 2,701 862 1,362 — 48 53
International Insurance ...................... 6,342 919 4,058 129 86 5 365
International Investments .................... 447 14 — — — 2 —
Total International Insurance and Investments
Division ........... ... 6,789 933 4,058 129 86 7 365
Corporate Operations . ...................... 185 492 85 4) — 209 (55)
Real Estate and Relocation Services ............ 324 30 — — — — —
Total Corporate and Other ............... 509 522 85 4) — 209 (55)
Total ... .. 19,878 5,728 8,757 2,220 104 296 766
Items excluded from adjusted operating income:
Realized investment gains (losses), net, and related
adjustments . ........... i 82 — — — — — —
Charges related to realized investment gains (losses),
DO oottt e (43) — 3 3 13 — 2
Investment gains (losses) on trading account assets
supporting insurance liabilities, net . .............. (55) — — — — — —
Change in experience-rated contractholder liabilities
due to asset value changes .. .................... — — — (1) — — —
Divested businesses . ... 30 21 20 — 4 — —
Total Financial Services Businesses ........ 19,892 5,749 8,780 2,222 121 296 768
Closed Block Business .................covviun.. 8,231 3,681 4,056 137 2,364 169 105
Total per Consolidated Financial Statements . ........ $28,123 $9,430 $12,836 $2,359 $2,485 $465 $873
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Year ended December 31, 2003

Interest Amortization
Credited to of Deferred
Net Policyholders’ Policy
Investment Policyholders’ Account Dividends to Interest Acquisition
Revenues Income Benefits Balances Policyholders Expense Costs

(in millions)
Financial Services Businesses:

Individual Life and Annuities ................. $ 3,019 $ 861 $ 921 $ 420 $ 17 $ 2 $242
Group Insurance ................c.oiiia.. 3,717 585 2,797 243 — 2 3
Total Insurance Division ................. 6,736 1,446 3,718 663 17 — 245
Asset Management ......................... 1,360 61 — — — 16 54
Financial Advisory ......................... 1,306 53 — — — — —
Retirement ....................coieinn... 2,281 2,043 791 946 — 17 12
Total Investment Division . ............... 4,947 2,157 791 946 — 33 66
International Insurance ...................... 5,581 789 3,446 109 94 3 284
International Investments . ................... 240 (11) — — — — —
Total International Insurance and Investments
Division . ... 5,821 778 3,446 109 94 3 284
Corporate Operations . ...................... 166 505 72 — — 164 (62)
Real Estate and Relocation Services ............ 307 27 — — — — —
Total Corporate and Other ............... 473 532 72 — — 164 (62)
Total ... .. 17,977 4913 8,027 1,718 111 200 533
Items excluded from adjusted operating income:
Realized investment gains (losses), net, and related
adjustments . ........... i (156) — — — — — —
Charges related to realized investment gains (losses),
DO oottt e — — (1) — 35 — 9
Investment gains (losses) on trading account assets
supporting insurance liabilities,net . . ............. — — — — — — —
Change in experience-rated contractholder liabilities
due to asset value changes . . .................... — — — — — — —
Divested businesses . . .........oviriiiian... 1,859 123 1,087 — 4 — 269
Total Financial Services Businesses ........ 19,680 5,036 9,113 1,718 150 200 811
Closed Block Business .................covviun.. 7,982 3,632 4,174 139 2,452 165 121
Total per Consolidated Financial Statements . ........ $27,662 $8,668 $13,287 $1,857 $2,602 $365 $932

Income from continuing operations before income taxes, extraordinary gain on acquisition and cumulative effect of accounting
change includes income from foreign operations of $1,828 million, $994 million and $663 million for the years ended
December 31, 2005, 2004 and 2003, respectively. Revenues, calculated in accordance with U.S. GAAP, include revenues from
foreign operations of $8,969 million, $6,826 million and $5,807 million for the years ended December 31, 2005, 2004 and 2003,
respectively. Included in the revenues from foreign operations are revenues from Japanese operations of $7,000 million, $5,355
million and $4,640 million for the years ended December 31, 2005, 2004 and 2003, respectively.

The Asset Management segment revenues include intersegment revenues of $358 million, $348 million and $343 million for
the years ended December 31, 2005, 2004 and 2003, respectively, primarily consisting of asset-based management and
administration fees. In addition, the Financial Advisory segment revenues include intersegment revenues of $85 million for the year
ended December 31, 2003 relating to the sale of proprietary investments products. Management has determined the intersegment
revenues with reference to market rates. Intersegment revenues are eliminated in consolidation in Corporate and Other.
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The summary below presents total assets for the Company’s reportable segments at December 31,

Assets
2005 2004 2003
(in millions)
Individual Life and ANNUILES . . ... ..ottt e e e e e $ 89,313 $ 84,498 $ 77,313
Group INSUTANCE . . . .ot et e e 27,466 24,250 20,898
Total Insurance DivISION . ... ... ... . i 116,779 108,748 98,211
ASSEt MANAZEIMEIIL . . oottt ettt ettt e e e e e e e 29,600 24,795 27,124
Financial AdVISOTY . . ..o 1,929 1,151 2,805
REUICMENL . . ..ottt e e e e e e e e e e 119,259 116,593 59,268
Total Investment DivISion . .. ... ... ... . i 150,788 142,539 89,197
International INSUTANCE . . ... oottt ettt et e e e e e e e e e e e e e e 54,185 57,761 45,989
International INVEStMENtS . .. ... ... . e 4,903 4,425 3,883
Total International Insurance and Investments Division .. ............... .. .. ... .. ... o... 59,088 62,186 49,872
Corporate OPETAtiONS . . .. .o\ttt ettt et e et e e e e e e e e 17,583 14,833 14,289
Real Estate and Relocation SErviCes . ... ... ...ttt e et 1,053 942 969
Total Corporate and Other . . ... ... e e 18,636 15,775 15,258
Total Financial Services BUSINESSES . . . ...ttt e e e e e 345,291 329,248 252,538
Closed BIOCK BUSINESS . . .o\ttt ettt et e et e e e e e e e e e e e e e e e e 72,485 71,580 68,736
TOtal . . ottt $417,776 $400,828 $321,274

21. COMMITMENTS AND GUARANTEES, CONTINGENT LIABILITIES AND LITIGATION AND
REGULATORY MATTERS

Commitments and Guarantees

The Company occupies leased office space in many locations under various long-term leases and has entered into numerous
leases covering the long-term use of computers and other equipment. Rental expense, net of sub-lease income, incurred for the years
ended December 31, 2005, 2004 and 2003 was $192 million, $199 million and $308 million, respectively.

The following table presents, at December 31, 2005, the Company’s contractual maturities on long-term debt, as more fully
described in Note 11, and future minimum lease payments under non-cancelable operating leases along with associated sub-lease
income:

Long-term Operating Sub-lease

Debt Leases Income
(in millions)

2000 . o e $ — $192 $ 4
2007 e e 324 169 (39)
2008 e 1,438 131 31
20000 e 33 107 27)
2000 o 69 83 (16)
Beyond 2010 . ..o e 6,406 245 22)
TOtal . . oot e $8,270 $927 $(176)

For business reasons, the Company exits certain non-cancelable leases prior to their expiration. In these instances, the
Company’s policy is to accrue, at the time it ceases to use the property being leased, the future rental expense and any sub-lease
income immediately and release the reserve over the remaining commitment in the year that it is due. Of the $927 million in total
non-cancelable operating leases and $176 million in total sub-lease income, $205 million and $142 million, respectively, has been
accrued at December 31, 2005.

In connection with the Company’s commercial mortgage operations, it originates commercial mortgage loans. At
December 31, 2005, the Company had outstanding commercial mortgage loan commitments with borrowers of $1,874 million. In
certain of these transactions, the Company prearranges that it will sell the loan to an investor after the Company funds the loan. As
of December 31, 2005, $511 million of the Company’s commitments to originate commercial mortgage loans are subject to such
arrangements.
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The Company also has other commitments, some of which are contingent upon events or circumstances not under the
Company’s control, including those at the discretion of the Company’s counterparty. These other commitments amounted to $6,430
million at December 31, 2005. Reflected in these other commitments are $6,333 million of commitments to purchase or fund
investments, including $4,937 million that the Company anticipates will be funded from the assets of its separate accounts.

In the course of the Company’s business, it provides certain guarantees and indemnities to third parties pursuant to which it
may be contingently required to make payments now or in the future.

A number of guarantees provided by the Company relate to real estate investments, in which the investor has borrowed funds,
and the Company has guaranteed their obligation to their lender. In some cases, the investor is an affiliate, and in other cases the
unaffiliated investor purchases the real estate investment from the Company. The Company provides these guarantees to assist them
in obtaining financing for the transaction on more beneficial terms. The Company’s maximum potential exposure under these
guarantees was $1,735 million at December 31, 2005. Any payments that may become required of the Company under these
guarantees would either first be reduced by proceeds received by the creditor on a sale of the assets, or would provide the Company
with rights to obtain the assets. These guarantees expire at various times over the next 10 years. At December 31, 2005, no amounts
were accrued as a result of the Company’s assessment that it is unlikely payments will be required.

As discussed in Note 19, the Company writes credit default swaps requiring payment of principal due in exchange for the
referenced credits, depending on the nature or occurrence of specified credit events for the referenced entities. In the event of a
specified credit event, the Company’s maximum amount at risk, assuming the value of the referenced credits become worthless, is
$1,626 million at December 31, 2005. The credit default swaps generally have maturities of five years or less.

Certain contracts underwritten by the Retirement segment include guarantees related to financial assets owned by the
guaranteed party. These contracts are accounted for as derivatives, at fair value, in accordance with SFAS No. 133. At
December 31, 2005, such contracts in force carried a total guaranteed value of $2,157 million.

The Company’s commercial mortgage operations arrange for credit enhancements of certain debt instruments that provide
financing for commercial real estate assets, including certain tax-exempt bond financings. The credit enhancements provide
assurances to the debt holders as to the timely payment of amounts due under the debt instruments. At December 31, 2005, such
enhancement arrangements total $126 million, with remaining contractual maturities of up to 15 years. The Company’s obligations
to reimburse required payments are secured by mortgages on the related real estate, which properties are valued at $162 million at
December 31, 2005. The Company receives certain ongoing fees for providing these enhancement arrangements and anticipates the
extinguishment of its obligation under these enhancements prior to maturity through the aggregation and transfer of its positions to a
substitute enhancement provider. At December 31, 2005, the Company has accrued liabilities of $4 million representing unearned
fees on these arrangements.

In connection with certain acquisitions, the Company has agreed to pay additional consideration in future periods, based upon
the attainment by the acquired entity of defined operating objectives. In accordance with U.S. GAAP, the Company does not accrue
contingent consideration obligations prior to the attainment of the objectives. At December 31, 2005, maximum potential future
consideration pursuant to such arrangements, to be resolved over the following four years, is $269 million. Any such payments
would result in increases in intangible assets, including goodwill.

The Company is also subject to other financial guarantees and indemnity arrangements. The Company has provided
indemnities and guarantees related to acquisitions, dispositions, investments or other transactions that are triggered by, among other
things, breaches of representations, warranties or covenants provided by the Company. These obligations are typically subject to
various time limitations, defined by the contract or by operation of law, such as statutes of limitation. In some cases, the maximum
potential obligation is subject to contractual limitations, while in other cases such limitations are not specified or applicable. Since
certain of these obligations are not subject to limitations, it is not possible to determine the maximum potential amount due under
these guarantees. At December 31, 2005, the Company has accrued liabilities of $17 million associated with all other financial
guarantees and indemnity arrangements, which does not include retained liabilities associated with sold businesses.

Contingent Liabilities

As discussed in Note 3, in the fourth quarter of 2003, the Company sold its property and casualty insurance companies that
operated nationally in 48 states outside of New Jersey, and the District of Columbia, to Liberty Mutual. In connection with that sale,
the Company reinsured Liberty Mutual for certain losses including: any adverse loss development on losses occurring prior to the
sale that arise from insurance contracts generated through certain “discontinued” distribution channels or due to certain loss events;
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stop-loss protection on losses occurring after the sale and arising from those same distribution channels of up to $95 million, in
excess of related premiums and other adjustments; and stop-loss protection on losses occurring prior to the sale and arising from
most other business, up to 75% of the first $30 million of adverse loss development recorded through October 31, 2005. The
reinsurance covering the losses associated with the discontinued distribution channels will be settled based upon loss experience
through December 31, 2008, with a provision that profits on the insurance business from these channels will be shared, with Liberty
Mutual receiving up to $20 million of the first $50 million. In addition, the Company reinsured Liberty Mutual for the remaining
$54 million of potential adverse loss on the stop-loss reinsurance agreement that one of the subsidiaries sold to Liberty Mutual had
entered into with the purchaser of the Company’s commercial property and casualty insurer in 2000.

On an ongoing basis, the Company’s internal supervisory and control functions review the quality of sales, marketing 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 product administration, servicing or other errors, including errors relating to the timing or
amount of payments due to customers. In certain cases, if appropriate, the Company may offer customers remediation and may
incur charges, including the cost 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 or other matters depending, in part, upon
the results of operations or cash flow for such period. Management believes, however, that ultimate payments in connection with
these matters, after consideration of applicable reserves and rights to indemnification, should not have a material adverse effect on
the Company’s financial position.

Litigation and Regulatory Matters

The Company is subject to legal and regulatory actions in the ordinary course of its businesses. Pending legal and regulatory
actions include proceedings relating to aspects of our businesses and operations that are specific to the Company and proceedings
that are typical of the businesses in which the Company operates, including in both cases businesses that have either been divested
or placed in wind-down status. Some of these proceedings have been brought on behalf of various alleged classes of complainants.
In certain of these matters, the plaintiffs are seeking large and/or indeterminate amounts, including punitive or exemplary damages.

Insurance and Annuities

In August 2000, plaintiffs filed a purported national class action in the District Court of Valencia County, New Mexico, Azar,
et al. v. Prudential Insurance, based upon the alleged failure to adequately disclose the increased costs associated with payment of
life insurance premiums on a “modal” basis, i.e., more frequently than once a year. Similar actions have been filed in New Mexico
against over a dozen other insurance companies. The complaint asserts claims for breach of the common law duty to disclose
material information, breach of the implied covenant of good faith and fair dealing, breach of fiduciary duty, unjust enrichment and
fraudulent concealment and seeks injunctive relief, compensatory and punitive damages, both in unspecified amounts, restitution,
treble damages, interest, costs and attorneys’ fees. In March 2001, the court entered an order granting partial summary judgment to
plaintiffs as to liability. In January 2003, the New Mexico Court of Appeals reversed this finding and dismissed the claims for
breach of the covenant of good faith and fair dealing and breach of fiduciary duty. The case was remanded to the trial court and in
November 2004, it held that, as to the named plaintiffs, the non-disclosure was material. In July 2005, the court certified a class of
New Mexico only policyholders denying plaintiffs’ motion to include purchasers from 35 additional states. In September 2005,
plaintiffs sought to amend the court’s order on class certification with respect to eight additional states. A ruling on that motion is
still pending.

In October 2001, four housing advocacy groups and several individuals filed an action in the United States District Court for
the District of Columbia, National Fair Housing Alliance, Inc., et al. v. Prudential Insurance, et al. The complaint alleges, inter
alia, that Prudential Insurance and Prudential Property and Casualty Insurance Company intentionally engaged in discriminatory
practices to limit, restrict or deny homeowners insurance in several urban areas, including Washington, D.C., Milwaukee,
Wisconsin, Richmond, Virginia and Toledo, Ohio, as well as suburban Philadelphia, Pennsylvania. The complaint asserts causes of
action based on alleged violations of the Fair Housing Act and describes allegedly discriminatory homeowners insurance
underwriting guidelines, terms and conditions and rating territories. The complaint seeks declaratory and injunctive relief and
compensatory and punitive damages in unspecified amounts. In July 2002, the District Court denied the Company’s motion to
dismiss. The matter settled in January 2006.

The Company, along with a number of other insurance companies, received formal requests for information from the State of
New York Attorney General’s Office (NYAG), the Securities and Exchange Commission (SEC), the Connecticut Attorney
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General’s Office, the Massachusetts Office of the Attorney General, the Department of Labor, the United States Attorney for the
Southern District of California, the District Attorney of the County of San Diego, and various state insurance departments relating
to payments to insurance intermediaries and certain other practices that may be viewed as anti-competitive. The Company may
receive additional requests from these and other regulators and governmental authorities concerning these and related subjects. The
Company is cooperating with these inquiries and has had discussions with certain authorities, including the NYAG, in an effort to
resolve the inquiries into this matter. These matters are also the subject of litigation brought by private plaintiffs, including
purported class actions that have been consolidated in the multidistrict litigation in the United States District Court for the District
of New Jersey, In re Employee Benefit Insurance Brokerage Antitrust Litigation, and two shareholder derivative actions, Gillespie
v. Ryan and Kahn v. Agnew and the California Department of Banking and Insurance. Both derivative actions were dismissed
without prejudice. In Gillespie, the plaintiff entered into a tolling agreement with the Company to permit a Special Evaluation
Committee of the Board of Directors to investigate and evaluate his demand that the Company take action regarding these matters.
The Committee’s investigation is in progress.

In April 2005, the Company voluntarily commenced a review of the accounting for its reinsurance arrangements to confirm
that it complied with applicable accounting rules. This review included an inventory and examination of current and past
arrangements, including those relating to the Company’s wind down and divested businesses and discontinued operations.
Subsequent to commencing this voluntary review, the Company received a formal request from the Connecticut Attorney General
for information regarding its participation in reinsurance transactions generally and a formal request from the SEC for information
regarding certain reinsurance contracts entered into with a single counterparty since 1997 as well as specific contracts entered into
with that counterparty in the years 1997 through 2002 relating to the Company’s property and casualty insurance operations that
were sold in 2003. These examinations are ongoing and not yet complete and it is possible that the Company may receive additional
requests from regulators relating to reinsurance arrangements. The Company intends to cooperate with all such requests.

The Company’s subsidiary, American Skandia Life Assurance Corporation, is in discussions with various state insurance
departments concerning a remediation program to correct errors in the administration of approximately 11,000 annuity contracts
issued by that company. The owners of these contracts did not receive notification that the contracts were approaching or past their
designated annuitization date or default annuitization date (both dates referred to as the “contractual annuity date”) and the contracts
were not annuitized at their contractual annuity dates. Some of these contracts also were affected by data integrity errors resulting in
incorrect contractual annuity dates. The lack of notice and data integrity errors, as reflected on the annuities administrative system,
all occurred before the acquisition of the American Skandia entities by the Company. Certain state insurance departments have
requested modifications to the remediation program that the Company anticipates will impact the overall cost of the program. The
remediation and administrative costs of the remediation program would be subject to the indemnification provisions of the
acquisition agreement pursuant to which the Company purchased the American Skandia entities in May 2003 from Skandia.

Securities

In 1999, a class action lawsuit, Burns, et al. v. Prudential Securities, Inc., et al., was filed in the Marion County, Ohio Court of
Common Pleas against Jeffrey Pickett (a former Prudential Securities Incorporated Financial Advisor) and Prudential Securities
alleging that Pickett transferred, without authorization, his clients’ equity mutual funds into fixed income mutual funds in October
1998. The claims were based on theories of conversion, breach of contract, breach of fiduciary duty and negligent supervision. In
October 2002, the case was tried and the jury returned a verdict against Prudential Securities and Pickett for $11.7 million in
compensatory damages and against Prudential Securities for $250 million in punitive damages. In July 2003, the court denied
Prudential Securities” motion to set aside or reduce the jury verdict and sustained the judgment in the amount of $269 million,
including prejudgment interest and attorneys fees. Prudential Securities’ appeal is pending.

Prudential Securities has been named as a defendant in a number of industry-wide purported class actions in the United States
District Court for the Southern District of New York relating to its former securities underwriting business. Plaintiffs in one
consolidated proceeding, captioned In re: Initial Public Offering Securities Litigation, allege, among other things, that the
underwriters engaged in a scheme involving tying agreements, undisclosed compensation arrangements and research analyst
conflicts to manipulate and inflate the prices of shares sold in initial public offerings in violation of the federal securities laws.
Certain issuers of these securities and their and former officers and directors have also been named as defendants. In October 2004,
the district court granted plaintiffs’ motion for class certification in six “focus cases.” The underwriter defendants appealed that
ruling to the United States Court of Appeals for the Second Circuit, which is scheduled to hear argument on it in March 2006. In
June 2004, plaintiffs entered into a settlement agreement with the issuers, officers and directors named as defendants in the lawsuits,
which the district court preliminarily approved in February 2005. In August 2000, Prudential Securities was named as a defendant,
along with other underwriters, in a purported class action, captioned CHS Electronics Inc. v. Credit Suisse First Boston Corp. et al.,
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which alleges on behalf of issuers of securities in initial public offerings that the defendants conspired to fix at 7% the discount that
underwriting syndicates receive from issuers in violation of federal antitrust laws. Plaintiffs moved for class certification in
September 2004 and for partial summary judgment in November 2005. The class certification motion has been fully briefed, and the
summary judgment motion has been deferred pending disposition of the class certification motion. In a related action, captioned
Gillet v. Goldman Sachs et al., plaintiffs allege substantially the same antitrust claims on behalf of investors, though only injunctive
relief is currently being sought.

Other Matters

Mutual Fund Market Timing Practices

Commencing in 2003, the Company received formal requests for information relating to the purchase and sale of mutual fund
shares and variable annuities from regulators and law enforcement authorities, including the SEC, the New York Stock Exchange
(NYSE), the National Association of Securities Dealers (NASD), the New Jersey Bureau of Securities (NJBS), the NYAG, the
Securities Division of Massachusetts (MSD) and the United States Attorney, District of Massachusetts (USAM). The matters
remaining under investigation principally concern the retail brokerage operations of the former Prudential Securities (PSI) and the
business of certain American Skandia entities. The Company is cooperating with all investigations.

In 2003, in connection with these investigations, the SEC filed a civil action against individual PSI brokers and a branch
manager; the MSD filed administrative complaints against both PSI and certain brokers and branch managers. The MSD’s
complaint against PSI alleged that it knew or should have known about alleged deceptive market timing and late trading in mutual
funds in its Boston branch, failed reasonably to supervise the conduct of the brokers in that branch, and failed to implement controls
designed to prevent and detect violation of Massachusetts securities law. The SEC and MSD complaints against former PSI brokers
and branch managers were based on allegations related to market timing similar to those the MSD asserted against PSI. These
actions remain pending.

In August and September 2005, two former PSI brokers pled guilty to criminal charges brought by the USAM based on their
participation in deceptive practices relating to market timing activities, and it is possible that additional civil and/or criminal charges
may be brought against these and other former PSI personnel.

The investigations by the SEC, NYSE, NASD, NJBS, NYAG, MSD and USAM of market timing activities at PSI continue,
with each evaluating PSI and its former personnel from the perspective of federal and state laws and regulations and rules of the
self-regulatory organizations relevant to its jurisdiction. These investigations focus on brokers in Boston and a few other branch
offices in the U.S., their supervisors, and other members of the control structure with responsibilities that related to the market
timing activities. The Company believes that pending investigations will likely result in proceedings and/or settlements. The
Company is actively seeking global resolution with all of the above noted authorities, although no assurance can be given of a
global resolution or separate settlements covering all or any matters under investigation or whether additional matters will be
subject to investigation. Any settlement achieved can be expected to result in fines and penalties. The Company has established a
reserve for anticipated settlement costs, but there are no assurances that this reserve will prove adequate or that a material increase
will not be required.

In connection with American Skandia, with the approval of Skandia Insurance Company Ltd. (publ) (“Skandia”), an offer was
made by American Skandia to the authorities investigating its companies, the SEC and NYAG, to settle the matters relating to
market timing in variable annuities by paying restitution and a civil penalty of $95 million in the aggregate. While not assured, the
Company believes these discussions are likely to lead to settlements with these authorities. Any regulatory settlement involving an
American Skandia entity would be subject to the indemnification provisions of the acquisition agreement pursuant to which the
Company purchased the American Skandia entities in May 2003 from Skandia.

If achieved, settlement of the matters relating to PSI and American Skandia also could involve continuing monitoring, changes
to and/or supervision of business practices, findings that may adversely affect existing or cause additional litigation, adverse
publicity and other adverse impacts to the Company’s businesses.

In addition to these regulatory proceedings, in October 2004, the Company and PSI were named as defendants in several class
actions brought on behalf of purchasers and holders of shares in a number of mutual fund complexes. The actions are consolidated
as part of a multi-district proceeding, In re: Mutual Fund Investment Litigation, pending in the United States District Court for the
District of Maryland. The complaints allege that the purchasers and holders were harmed by dilution of the funds’ values and
excessive fees, caused by market timing and late trading, and seek unspecified damages. In August 2005, the Company was
dismissed from several of the actions, without prejudice to repleading the state claims, but remains a defendant in other actions in
the consolidated proceeding. Motions to dismiss the other actions are pending.
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Other

In November 2003, an action was commenced in the United States Bankruptcy Court for the Southern District of New York,
Enron Corp. v. J.P. Morgan Securities, Inc., et al., against approximately 100 defendants, including Prudential Insurance and
related entities, which invested in Enron’s commercial paper. The complaint alleges that Enron’s October 2001 prepayment of its
commercial paper is a voidable preference under the bankruptcy laws and constitutes a fraudulent conveyance and that the
Company and related entities received prepayment of $125 million. A motion by all defendants to dismiss the complaint was denied
in June 2005. Defendants’ motion for leave to appeal is pending.

In August 1999, a Prudential Insurance employee and several Prudential Insurance retirees filed an action in the United States
District Court for the Southern District of Florida, Dupree, et al., v. Prudential Insurance, et al., against Prudential Insurance and its
Board of Directors in connection with a group annuity contract entered into in 1989 between the Prudential Retirement Plan and
Prudential Insurance. The suit alleged that the annuitization of certain retirement benefits violated ERISA and that, in the event of
demutualization, Prudential Insurance would retain shares distributed under the annuity contract in violation of ERISA’s fiduciary
duty requirements. In July 2001, plaintiffs filed an amended complaint dropping three counts, and we filed an answer denying the
essential allegations of the complaint. The amended complaint seeks injunctive and monetary relief, including the return of what are
claimed to be excess investment and advisory fees paid by the Retirement Plan to Prudential. In March 2002, the court dismissed
certain of the claims against the individual defendants. A non-jury trial was concluded in January 2005. The court has not yet issued
its decision.

In September and October 2005, five purported class action lawsuits were filed against the Company, PSI and Prudential
Equity Group LLC claiming that stock brokers were improperly classified as exempt employees under state and federal wage and
hour laws and, therefore, were improperly denied overtime pay. The complaints seek back overtime pay and statutory damages,
interest, and attorneys’ fees. Two of the complaints, Janowsky v. Wachovia Securities, LLC and Prudential Securities Incorporated
and Goldstein v. Prudential Financial, Inc., were filed in the United States District Court for the Southern District of New York.
The Goldstein complaint purports to have been filed on behalf of a nationwide class. The Janowsky complaint alleges a class of
New York brokers. The three complaints filed in California Superior Court, Dewane v. Prudential Equity Group, Prudential
Securities Incorporated, and Wachovia Securities LLC; DiLustro v. Prudential Securities Incorporated, Prudential Equity Group,
Inc. and Wachovia Securities; and Carayanis v. Prudential Equity Group LLC and Prudential Securities Inc., purport to have been
brought on behalf of classes of California brokers.

Discontinued Operations

In November 1996, plaintiffs filed a purported class action lawsuit against Prudential Insurance, the Prudential Home
Mortgage Company, Inc. and several other subsidiaries in the Superior Court of New Jersey, Essex County, Capitol Life Insurance
Company v. Prudential Insurance, et al., in connection with the sale of certain subordinated mortgage securities sold by a subsidiary
of Prudential Home Mortgage. In February 1999, the court entered an order dismissing all counts without prejudice with leave to
refile after limited discovery. In May 2000, plaintiffs filed a second amended complaint that alleges violations of the New Jersey
securities and RICO statutes, fraud, conspiracy and negligent misrepresentation, and seeks compensatory as well as treble and
punitive damages. Defendants filed a motion to dismiss that was denied in October 2001. In October 2002, plaintiffs’ motion for
class certification was denied. Since that time, the court has permitted nine additional investors to intervene as plaintiffs. In August
2005, the court dismissed the New Jersey Securities Act and RICO claims and the negligent misrepresentation claim. Plaintiffs’
application for interlocutory appeal of this ruling was denied.

In 2000, a nationwide class action, Shane v. Humana, et al., was brought on behalf of provider physicians and physician
groups in the United States District Court for the Southern District of Florida. The complaint alleges that Prudential Insurance and
other health care companies engaged in an industry-wide conspiracy to defraud physicians by failing to pay under provider
agreements and by unlawfully coercing providers to enter into agreements with unfair and unreasonable terms. An amended
complaint, naming additional plaintiffs, including three state medical associations, and an additional defendant, was filed in March
2001, and alleges claims of breach of contract, quantum meruit, unjust enrichment, violations of the Racketeer Influenced and
Corrupt Organizations Act, or RICO, conspiracy to violate RICO, aiding and abetting RICO violations, and violations of state
prompt pay statutes and the California unfair business practices statute. The amended complaint seeks compensatory and punitive
damages in unspecified amounts, treble damages pursuant to RICO, and attorneys’ fees. In September 2002, the District Court
granted plaintiffs’ motion for class certification of a nationwide class of provider physicians which was affirmed in September 2004
by the United States Court of Appeals for the Eleventh Circuit with respect only to the federal claims for conspiracy to violate
RICO and aiding and abetting RICO violations. In September 2005, the district court entered a final order approving the settlement
of these claims by Prudential Insurance, which provides for payment to plaintiffs in the amount of $22 million. Two members of the
plaintiff class have appealed the final order. In February 2006, the appeals were dismissed.
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Summary

The Company’s litigation and regulatory matters are subject to many uncertainties, and given their complexity and scope, their
outcome cannot be predicted. 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 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. Management believes, however, that the ultimate
outcome of all pending litigation and regulatory matters, after consideration of applicable reserves and rights to indemnification,
should not have a material adverse effect on the Company’s financial position.

22. QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

The unaudited quarterly results of operations for the years ended December 31, 2005 and 2004 are summarized in the table
below:

Three months ended
March 31 June30 September 30 December 31

(in millions, except per share amounts)

2005
TOtal TEVENUES . . . o\ oottt et e e e e e e e e $7,721 $8,318 $7,787 $ 7,882
Total benefits and eXPenSes . . . . ..o v vttt 6,403 7,002 6,670 7,162
Income from continuing operations before income taxes, extraordinary gain on

acquisition and cumulative effect of accounting change . ................... 1,318 1,316 1,117 720
NEtINCOME . .ottt e e e e 929 883 1,364 364
Basic income from continuing operations before extraordinary gain on acquisition

and cumulative effect of accounting change per share—Common Stock(1) .. .. 1.51 1.59 2.66 0.80

Diluted income from continuing operations before extraordinary gain on
acquisition and cumulative effect of accounting change per share—Common

Stock(l) oot 1.49 1.56 2.61 0.78
Basic net income per share—Common Stock(1) .......... ... ... ... ..... 1.51 1.50 2.63 0.79
Diluted net income per share—Common Stock(1) ............. ... ... ..... 1.49 1.48 2.59 0.78
Basic and diluted net income (loss) per share—Class B Stock .. ............... 70.50 53.50 11.50 (16.00)
2004
TOtAl TEVENUES . . o v v v e v ettt e e e e e e e e e e e e $6,692 $6,844 $7,299 $ 7,288
Total benefits and EXPEnSES . . . . ..o vttt 5,985 6,155 6,228 6,387
Income from continuing operations before income taxes, extraordinary gain on

acquisition and cumulative effect of accounting change . ................... 707 689 1,071 901
NELINCOME . ..ottt ettt et e e e e e e e e e e e e e e e 401 549 728 578
Basic income from continuing operations before extraordinary gain on acquisition

and cumulative effect of accounting change per share—Common Stock(1) . ... 0.75 1.02 1.14 0.78

Diluted income from continuing operations before extraordinary gain on
acquisition and cumulative effect of accounting change per share—Common

StOCK(L) et 0.73 1.00 1.11 0.76
Basic net income per share—Common Stock(1) ........................... 0.58 1.04 1.11 0.65
Diluted net income per share—Common Stock(1) ............. ... ... ..... 0.57 1.02 1.08 0.64
Basic and diluted net income per share—Class B Stock . ..................... 46.00 3.50 79.00 120.50

(1) Quarterly earnings per share amounts may not add to the full year amounts due to the averaging of shares.

Results for the second and fourth quarters of 2005 include pre-tax expenses of $136 million and $267 million, respectively,
related to obligations and costs we retained in connection with businesses contributed to the retail securities brokerage joint venture
with Wachovia, including accruals for estimated settlement costs related to market timing issues under active negotiation with state
and federal authorities. Results for the third quarter of 2005 include an income tax benefit of $720 million, as discussed further in
Note 17. As discussed in Note 2, the Company adopted SOP 03-1 effective January 1, 2004.

Results for the first quarter of 2004 include a loss from the cumulative effect of accounting changes, net of taxes, of $79
million related to the adoption of SOP 03-1. In the fourth quarter of 2004 the Company committed to the sale or exit of its Dryden
Wealth Management Business and results for the fourth quarter include a charge of $53 million for the impairment of goodwill
associated with this business.
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2005 2004
Financial Closed Financial Closed
Services Block Services Block
Businesses Business Consolidated Businesses Business Consolidated

ASSETS
Fixed maturities:

Available for sale, at fairvalue ... ........................ $105,659 $49.,494 $155,153 $102,265 $48,813 $151,078

Held to maturity, at amortized cost .. ...................... 3,362 —_ 3,362 2,747 —_ 2,747
Trading account assets supporting insurance liabilities, at fair

Valle . 13,781 — 13,781 12,964 — 12,964

Other trading account assets, at fair value ...................... 1,443 —_ 1,443 1,613 —_ 1,613
Equity securities, available for sale, at fair value ................. 2,043 2,968 5,011 1,705 2,620 4,325
Commercial 10ans . ........ ...t 17,177 7,264 24,441 18,191 7,297 25,488
Policy 10ans . ... ..ot 2,967 5,403 8,370 2,919 5,454 8,373
Securities purchased under agreements toresell ................. 413 — 413 127 — 127
Other long-term investments . . .. ...............viuuiinneenn.. 4,495 973 5,468 4,749 1,047 5,796
Short-term investments . . ... ........ ...ttt 2,565 1,394 3,959 3,405 1,840 5,245

Total INVESIMENES . . ..ottt et ettt et 153,905 67,496 221,401 150,685 67,071 217,756
Cash and cash equivalents .............. . ... ..., 5,493 2,306 7,799 6,164 1,908 8,072
Accrued iInvestment inCome .. ...........uutiiiiiniennnann.n. 1,358 709 2,067 1,307 721 2,028
Reinsurance recoverables . ................ ... 3,548 — 3,548 32,790 — 32,790
Deferred policy acquisition COStS . ... ......c.ouiuiiininneenn . 8,357 1,081 9,438 7,624 1,223 8,847
Other @SSELS . . v v\ v ettt e e ettt e e e e 15,069 893 15,962 15,110 657 15,767
Separate acCOUNt ASSELS . . o oo v v ettt 157,561 — 157,561 115,568 — 115,568

TOTAL ASSETS ... ... i $345,291 $72,485 $417,776 $329,248 $71,580 $400,828
LIABILITIES AND ATTRIBUTED EQUITY
LIABILITIES
Future policy benefits ........ ... .. ... i $ 52,052 $50,113 $102,165 $ 54,043 $49,511 $103,554
Policyholders’ accountbalances . ............. ... ... ... .... 69,798 5,568 75,366 70,226 5,557 75,783
Policyholders’ dividends . .. .......... ... i 696 3,717 4,413 1,132 4218 5,350
Reinsurance payables .............. i 3,069 — 3,069 32,386 — 32,386
Securities sold under agreements to repurchase .................. 6,801 5,716 12,517 4,657 4,301 8,958
Cash collateral for loaned securities ........................... 3,425 2,393 5,818 4,248 3,021 7,269
Income taxes payable ........... ... .. 2,136 78 2,214 2,451 — 2,451
Securities sold but not yet purchased .......................... 223 — 223 427 — 427
Short-termdebt . ....... ... ... .. 9,447 1,667 11,114 3,896 148 4,044
Long-termdebt . ... ... ... iiii 6,520 1,750 8,270 5,877 1,750 7,627
Other liabilities ... ... ...t s 11,909 374 12,283 13,128 1,939 15,067
Separate account liabilities ............ ... ... ... . .. 157,561 —_ 157,561 115,568 —_ 115,568

Total liabilities .. ...........eii i 323,637 71,376 395,013 308,039 70,445 378,484
COMMITMENTS AND CONTINGENT LIABILITIES
ATTRIBUTED EQUITY
Accumulated other comprehensive income . .................... 1,108 126 1,234 1,817 374 2,191
Other attributed equity . ............oiiiiiineii 20,546 983 21,529 19,392 761 20,153

Total attributed equity . .. ......oouii 21,654 1,109 22,763 21,209 1,135 22,344

TOTAL LIABILITIES AND ATTRIBUTED EQUITY .... $345,291 $72,485 $417,776 $329,248 $71,580 $400,828

See Notes to Supplemental Combining Financial Information
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Years Ended December 31, 2005 and 2004 (in millions)

REVENUES

Premiums .. ...
Policy charges and fee income ........... ... ... ... ... . ...
Net investment inCome . .. ..........uieiruuunneennnnneen..
Realized investment gains, net .. ................ i
Asset management fees and other income . ....................

TOtal TEVENUES . . v\ v ettt et e e e

BENEFITS AND EXPENSES

Policyholders’ benefits . ........... ... oo
Interest credited to policyholders’ account balances .............
Dividends to policyholders .............. ... ... ... ... . ...
General and administrative eXpenses . ... ..............c.......

Total benefits and expenses ...................coouun...

INCOME FROM CONTINUING OPERATIONS BEFORE
INCOME TAXES, EXTRAORDINARY GAIN ON
ACQUISITION AND CUMULATIVE EFFECT OF

ACCOUNTING CHANGE ......... ... ...,

Total inCOME taX EXPENSE . . . v v v v vt et eeeennn

INCOME FROM CONTINUING OPERATIONS BEFORE
EXTRAORDINARY GAIN ON ACQUISITION AND

CUMULATIVE EFFECT OF ACCOUNTING CHANGE . ...

Loss from discontinued operations, net of taxes . ... .............
Extraordinary gain on acquisition, net of taxes .................
Cumulative effect of accounting change, net of taxes ............

NETINCOME . ......... .

2005 2004

Financial Closed Financial Closed

Services Block Services Block

Businesses Business Consolidated Businesses Business Consolidated

$10,066 $3,619 $13,685 $ 8,683 $3,776 $12,459
2,555 — 2,555 2,372 — 2,372
6,839 3,721 10,560 5,749 3,681 9,430
739 636 1,375 33 715 798
3,483 50 3,533 3,005 59 3,064
23,682 8,026 31,708 19,892 8,231 28,123
9,847 3,993 13,840 8,780 4,056 12,836
2,562 137 2,699 2,222 137 2,359
207 2,653 2,860 121 2,364 2,485
7,077 761 7,838 6,316 759 7,075
19,693 7,544 27,237 17,439 7,316 24,755
3,989 482 4,471 2,453 915 3,368
708 161 869 622 333 955
3,281 321 3,602 1,831 582 2,413
(62) — (62) 99) — 99)
— — — 21 — 21
_ — — (79) — (79)
$ 3,219 $ 321 $ 3,540 $ 1,674 $ 582 $ 2,256

See Notes to Supplemental Combining Financial Information
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1. BASIS OF PRESENTATION

The supplemental combining financial information presents the consolidated financial position and results of operations for
Prudential Financial, Inc. and its subsidiaries (together, the “Company”), separately reporting the Financial Services Businesses and
the Closed Block Business. The Financial Services Businesses and the Closed Block Business are both fully integrated operations
of the Company and are not separate legal entities. The supplemental combining financial information presents the results of the
Financial Services Businesses and the Closed Block Business as if they were separate reporting entities and should be read in
conjunction with the consolidated financial statements.

The Company has outstanding two classes of common stock. The Common Stock reflects the performance of the Financial
Services Businesses and the Class B Stock reflects the performance of the Closed Block Business.

The Closed Block Business was established on the date of demutualization and includes the assets and liabilities of the Closed
Block (see Note 9 to the consolidated financial statements for a description of the Closed Block). It also includes assets held outside
the Closed Block necessary to meet insurance regulatory capital requirements related to products included within the Closed Block;
deferred policy acquisition costs related to the Closed Block policies; the principal amount of the IHC debt (as discussed below and
in Note 11 to the consolidated financial statements) and related unamortized debt issuance costs, as well as an interest rate swap
related to the IHC debt; and certain other related assets and liabilities. The Financial Services Businesses consist of the Insurance,
Investment, and International Insurance and Investments divisions and Corporate and Other operations.

2. ALLOCATION OF RESULTS

This supplemental combining financial information reflects the assets, liabilities, revenues and expenses directly attributable to
the Financial Services Businesses and the Closed Block Business, as well as allocations deemed reasonable by management in order
to fairly present the financial position and results of operations of the Financial Services Businesses and the Closed Block Business
on a stand alone basis. While management considers the allocations utilized to be reasonable, management has the discretion to
make operational and financial decisions that may affect the allocation methods and resulting assets, liabilities, revenues and
expenses of each business. In addition, management has limited discretion over accounting policies and the appropriate allocation of
earnings between the two businesses. The Company is subject to agreements which provide that, in most instances, the Company
may not change the allocation methodology or accounting policies for the allocation of earnings between the Financial Services
Businesses and Closed Block Business without the prior consent of the Class B Stock holders or IHC debt bond insurer.

General corporate overhead not directly attributable to a specific business that has been incurred in connection with the
generation of the businesses’ revenues is generally allocated between the Financial Services Businesses and the Closed Block
Business based on the general and administrative expenses of each business as a percentage of the total general and administrative
expenses for all businesses.

PHLLC has outstanding IHC debt, of which net proceeds of $1.66 billion were allocated to the Financial Services Businesses
concurrent with the demutualization on December 18, 2001. The IHC debt is serviced by the cash flows of the Closed Block
Business, and the results of the Closed Block Business reflect interest expense associated with the IHC debt.

Income taxes are allocated between the Financial Services Businesses and the Closed Block Business as if they were separate
companies based on the taxable income or losses and other tax characterizations of each business. If a business generates benefits,
such as net operating losses, it is entitled to record such tax benefits to the extent they are expected to be utilized on a consolidated
basis.

Holders of Common Stock have no interest in a separate legal entity representing the Financial Services Businesses; holders of
the Class B Stock have no interest in a separate legal entity representing the Closed Block Business; and holders of each class of
common stock are subject to all of the risks associated with an investment in the Company.

In the event of a liquidation, dissolution or winding-up of the Company, holders of Common Stock and holders of Class B
Stock would be entitled to receive a proportionate share of the net assets of the Company that remain after paying all liabilities and
the liquidation preferences of any preferred stock.

The results of the Financial Services Businesses are subject to certain risks pertaining to the Closed Block. These include any
expenses and liabilities from litigation affecting the Closed Block policies as well as the consequences of certain potential adverse
tax determinations. In connection with the sale of the Class B Stock and THC debt, the cost of indemnifying the investors with
respect to certain matters will be borne by the Financial Services Businesses.
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MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Prudential Financial’s Common Stock was issued to eligible policyholders in Prudential Insurance’s demutualization and sold
to investors in Prudential Financial’s initial public offering. The Common Stock began trading on the New York Stock Exchange
under the symbol “PRU” on December 13, 2001. The following table presents the high and low closing prices for the Common
Stock on the New York Stock Exchange during the periods indicated and the dividends declared per share during such periods:

High Low  Dividends

2005:

Fourth QUAITET . . . .. oottt ettt et e e e e e e e e e e e $77.96  $63.27 $0.780
Third QUATTET . . ..ottt ettt ettt e e e e e e e e e 68.30  63.09 —
Second QUATTET . . ...ttt e e e e e 66.30 55.23 —
FArst QUATICT . . ..ottt ettt e et e e e e 59.32 52.62 —
2004:

Fourth QUATTET . . . . . oottt ettt et e e e e e e e e e e e e e e e e $55.09 $42.87 $0.625
Third QUArtEr . . .. .ottt et e e e e e e 48.10 44.30 —
Second QUATTET . . .. oottt et e e e et e e e e e e e e e e e e 46.47 41.05 —
FArst QUATTET . . ..ottt ettt e e e e e e 48.11 41.62 —

On January 31, 2006, there were 2,716,119 registered holders of record for the Common Stock and 495 million shares
outstanding.

The Class B Stock was issued to institutional investors (two subsidiaries of American International Group, Inc. and Pacific
Life Corp.) in a private placement pursuant to Section 4(2) of the Securities Act of 1933 on the date of demutualization. There is no
established public trading market for the Class B Stock. During the fourth quarter of 2005 and 2004, Prudential Financial paid an
annual dividend of $9.625 per share of Class B Stock. On January 31, 2006, there were three holders of record for the Class B Stock
and 2.0 million shares outstanding.

Prudential Financial’s Board of Directors currently intends to continue to declare and pay annual dividends on the Common
Stock and Class B Stock. Future dividend decisions will be based on, and affected by, a number of factors including the financial
performance of the Financial Services Businesses and Closed Block Business; our overall financial condition, results of operations,
cash requirements and future prospects; regulatory restrictions on the payment of dividends by Prudential Financial’s subsidiaries;
and such other factors as the Board of Directors may deem relevant. Dividends payable by Prudential Financial are limited to the
amount that would be legally available for payment under New Jersey corporate law. For additional information on dividends and
related regulatory restrictions, see “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Liquidity and Capital Resources” and Note 13 to the Consolidated Financial Statements.

On the date of demutualization, Prudential Financial and Prudential Financial Capital Trust I, or the Trust, a statutory business
trust, co-issued 13.8 million 6.75% equity security units, or the Units. Each Unit had a stated amount of $50 and initially consisted
of a purchase contract (requiring the holder to purchase shares of Prudential Financial’s Common Stock in November 2004, at a
price determined by a formula described in the contract) and a redeemable capital security of the Trust with a stated liquidation
amount of $50. Prudential Financial settled the purchase contracts associated with the Units in November 2004. Each purchase
contract was settled for 1.47 shares of Prudential Financial’s Common Stock resulting in the issuance of 20.3 million shares of
Common Stock. Prudential Financial received $690 million in proceeds from the issuance, to be used for general corporate
purposes.

In November 2005, Prudential Financial issued in a private placement $2.0 billion of floating rate convertible senior notes,
convertible by the holders at any time after issuance into cash and shares of the Company’s Common Stock. The Company used
substantially all of the offering proceeds to purchase an investment grade fixed income investment portfolio as well as to
repurchase, under the Company’s existing share repurchase authorization, shares of its Common Stock. For additional information
about these notes see Note 11 to the Consolidated Financial Statements.
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FORWARD-LOOKING STATEMENTS

Some of the statements included in this Annual Report, including but not limited to those in
Management’s Discussion and Analysis of Financial Condition and Results of Operations, may constitute
forward-looking statements within the meaning of the U.S. Private Securities Litigation Reform Act of 1995.
Words such as “expects,” “believes,” “anticipates,” “includes,” “plans,” “assumes,” “estimates,” “projects,”
“intends,” “should,” “will,” “shall” or variations of such words are generally part of forward-looking
statements. Forward-looking statements are made based on management’s current expectations and beliefs
concerning future developments and their potential effects upon Prudential Financial, Inc. and its
subsidiaries. There can be no assurance that future developments affecting Prudential Financial, Inc. and its
subsidiaries will be those anticipated by management. These forward-looking statements are not a guarantee
of future performance and involve risks and uncertainties, and there are certain important factors that could
cause actual results to differ, possibly materially, from expectations or estimates reflected in such forward-
looking statements, including, among others: (1) general economic, market and political conditions,
including the performance and fluctuations of stock, real estate and other financial markets; (2) interest rate
fluctuations; (3) reestimates of our reserves for future policy benefits and claims; (4) differences between
actual experience regarding mortality, morbidity, persistency, surrender experience, interest rates or market
returns and the assumptions we use in pricing our products, establishing liabilities and reserves or for other
purposes; (5) changes in our assumptions related to deferred policy acquisition costs, valuation of business
acquired or goodwill; (6) changes in our claims-paying or credit ratings; (7) investment losses and defaults;
(8) competition in our product lines and for personnel; (9) changes in tax law; (10) economic, political,
currency and other risks relating to our international operations; (11) fluctuations in foreign currency
exchange rates and foreign securities markets; (12) regulatory or legislative changes; (13) adverse
determinations in litigation or regulatory matters and our exposure to contingent liabilities, including in
connection with our divestiture or winding down of businesses; (14) domestic or international military
actions, natural or man-made disasters including terrorist activities or pandemic disease, or other events
resulting in catastrophic loss of life; (15) ineffectiveness of risk management policies and procedures in
identifying, monitoring and managing risks; (16) effects of acquisitions, divestitures and restructurings,
including possible difficulties in integrating and realizing the projected results of acquisitions; (17) changes
in statutory or U.S. GAAP accounting principles, practices or policies; (18) changes in assumptions for
retirement expense; (19) Prudential Financial, Inc.’s primary reliance, as a holding company, on dividends or
distributions from its subsidiaries to meet debt payment obligations and continue share repurchases, and the
applicable regulatory restrictions on the ability of the subsidiaries to pay such dividends or distributions; and
(20) risks due to the lack of legal separation between our Financial Services Businesses and our Closed
Block Business. Prudential Financial, Inc. does not intend, and is under no obligation, to update any
particular forward-looking statement included in this document. See “Risk Factors” included in Prudential
Financial’s 2005 Annual Report on Form 10-K for discussion of certain risks relating to our businesses and
investment in our securities.

SEC AND NYSE CERTIFICATIONS

The certifications by the Chief Executive Officer and the Chief Financial Officer of Prudential
Financial, Inc. required under Section 302 of the Sarbanes-Oxley Act of 2002 have been filed as exhibits to
Prudential Financial’s 2005 Annual Report on Form 10-K. In addition, the Chief Executive Officer of
Prudential Financial made an unqualified certification to the New York Stock Exchange (NYSE) regarding
Prudential Financial’s compliance with the NYSE corporate governance listing standards in June 2005.
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SHAREHOLDER INFORMATION

Corporate Office

Prudential Financial, Inc.

751 Broad Street, Newark, NJ 07102
973-802-6000

Stock Exchange Listing

The Common Stock of Prudential Financial, Inc.
is traded on the New York Stock Exchange under
the symbol “PRU.”

Shareholder Services at Computershare
Computershare Trust Company, N.A., the transfer
agent for Prudential Financial, Inc., can assist
registered shareholders with a variety of services,
including;

* Change of address

* Transfer of stock

* Direct deposit of dividends

* Online delivery of annual reports
and proxy statements

For more information, contact
Computershare directly:

Online: www.computershare.com/prudential

By phone:
* Within the United States at 800-305-9404
* Outside the United States at 732-512-3782
* For the hearing-impaired, TDD/TDY

is available at 800-619-2837

Customer service representatives are available
Monday to Friday from 8:30 a.m. to 6 p.m. (ET).
An Interactive Voice Response System is

available 24 hours a day, 7 days a week.

By mail:
Computershare Trust Company, N.A.
PO. Box 43033, Providence, RI 02940-3033

@Y%  This annual report is printed
'lﬁ entirely on recycled paper.

Annual Meeting

Shareholders are invited to attend Prudential
Financial, Inc.’s annual meeting, which will be
held on May 9, 2006, beginning at 2 p.m. at

our corporate headquarters. The meeting will

be broadcast live via the Investor Relations
website, www.investor.prudential.com. Additional
information about the meeting can be found in
the proxy statement.

Information about Prudential Financial, Inc.
You can contact Prudential Financial’s Corporate
Information Service at 877-998-7625 at any time
to obtain or listen to financial results or press
releases, or to hear answers to frequently asked
questions. In addition, you may request a copy
of our Annual Report on Form 10-K, which

we will send to you without charge. You may
also access our press releases, financial information
and reports filed with the Securities and Exchange
Commission (for example, our Annual Report

on Form 10-K, our Quarterly Reports on Form
10-Q and our Current Reports on Form 8-K,

and any amendments to those forms) online at
www.investor.prudential.com. Copies of any of
our documents on our website are available
without charge, and reports filed with or furnished
to the Securities and Exchange Commission will
be available as soon as reasonably practicable after
they are filed with or furnished to the Commission.

Investor Relations

Institutional investors, analysts and other
members of the professional financial community
can contact our Investor Relations department
via e-mail at investor.relations@prudential.com,
or by visiting the Investor Relations website at
www.investor.prudential.com.

Visit the Prudential Financial, Inc. Website
For more information on our company, including
our products and services, visit the Prudential
Financial, Inc. website at www.prudential.com.
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